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EFFICIENCY  AND  COST  EFFECTIVENESS 
OF  THE  U.S.  HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 


TUESDAY,  JUNE  4,  1991 

House  of  Representatives 
Committee  on  Government  Operations 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  2154, 
Rayburn  House  Office  Building,  Hon.  John  Conyers,  Jr.  (chairman 
of  the  committee)  presiding. 

Present:  Representatives  John  Conyers,  Jr.,  Glenn  English,  Mike 
Synar,  Albert  G.  Bustamante,  Matthew  G.  Martinez,  Donald  M. 
Payne,  Gary  A.  Condit,  Patsy  T.  Mink,  Collin  C.  Peterson,  Rosa  L. 
DeLauro,  John  W.  Cox,  Jr.,  Frank  Horton,  William  F.  Clinger,  Jr., 
Al  McCandless,  J.  Dennis  Hastert,  Jon  L.  Kyi,  Christopher  Shays, 
Steven  Schiff,  Craig  Thomas,  Ileana  Ros-Lehtinen,  Ronald  K. 
Machtley,  Dick  Zimmer,  William  H.  Zeliff,  Jr.,  David  L.  Hobson, 
Scott  L.  Klug,  and  Bernard  Sanders. 

Also  present:  Representative  Mary  Rose  Oakar. 

Staff  present:  Julian  Epstein,  staff  director;  Frank  Clemen te, 
senior  policy  advisor;  Verita  Custis,  professional  staff  member; 
Ellen  Rayner,  chief  clerk;  Marilyn  Jarvis,  staff  member;  Jared  Bur- 
den, minority  counsel;  and  Danny  Wedding,  congressional  fellow. 

OPENING  STATEMENT  OF  CHAIRMAN  CONYERS 

Mr.  Conyers.  The  committee  will  come  to  order.  We  would  like 
everyone  to  join  us  in  the  first  of  three  hearings  that  will  study  the 
efficiency  and  cost  effectiveness  of  the  U.S.  health  care  system  and 
will  compare  it  with  Canada's  health  care  system. 

We  are  delighted  to  have  so  many  members  of  the  full  committee 
here.  In  addition,  the  gentlewoman  from  Ohio,  Ms.  Mary  Rose 
Oakar,  a  distinguished  member  of  the  Banking  Committee  and  a 
former  member  of  the  Pepper  Commission,  which  studied  the 
health  care  problem  a  number  of  years  back,  has  joined  the  com- 
mittee today. 

Curing  America's  sick  health  care  system  is  both  a  moral  impera- 
tive ana  a  financial  necessity.  Everyone  on  this  committee  and  in 
the  House  of  Representatives  understands  that  treatment  is  des- 
perately needed.  But  the  question  is:  Should  surgery  be  performed 
to  give  the  patient  the  opportunity  for  a  long  life,  or  should  we  con- 
tinue to  apply  bandages  and  gauze  in  hopes  of  stopping  the  hemor- 
rhaging? 
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I  have  asked  the  General  Accounting  Office  to  help  answer  this 
question  by  looking  at  one  of  several  major  proposals  being  consid- 
ered for  reforming  the  U.S.  health  care  system;  that  is,  the  single- 
payer  national  health  insurance  program  similar  to  Canada's. 

Many  have  suggested  that  a  single-payer  system  is  the  most  effi- 
cient and  cost-enective  reform  we  could  make.  Given  that  the  Fed- 
eral Government  spends  nearly  $200  billion  each  year  on  health 
care,  15  percent  of  our  national  budget,  it  seems  worthy  of  study  . 

In  Canada,  all  citizens,  regardless  of  their  income,  can  go  to  the 
hospital  or  doctor  of  their  choice  and  receive  comprehensive  care 
for  all  medically  required  services.  There  are  no  charges  to  the  pa- 
tient,  such  as  copayments  and  deductibles  that  we  have  in  the 
United  States.  Overall  costs  are  significantly  constrained,  while 
care  is  of  a  very  high  quality. 

The  most  stunning  finding  in  the  GAO  report,  to  me,  is  that  if 
the  United  States  were  to  adopt  a  Canadian  style,  single-payer  pro- 
gram, the  savings  from  reduced  administrative  waste  would  be 
enough  to  cover  the  32  million  Americans  who  currently  lack 
health  insurance  and  eliminate  all  the  copayments,  deductibles, 
and  extra  charges  for  tho~  a  who  have  health  insurance.  Potentially, 
society  would  not  be  reaulred  to  spend  any  more  money  than  we're 
spending  now  to  make  these  improvements.  No  new  taxes. 

The  economic  rationing  of  health  care  under  our  current  system 
could  come  to  an  end.  This  greater  efficiency  could  be  achieved  by 
making  the  government  the  purchaser  of  health  services.  With 
such  power,  the  government  could  better  control  skyrocketing  costs , 
eliminate  the  tremendous  administrative  waste  caused  by  an  ava- 
lanche of  bills,  forms,  and  paperwork  required  by  the  more  than 
1,200  insurance  companies  and  numerous  other  payers. 

The  GAO,  of  course,  has  not  endorsed  the  Canadian  model;  it  has 
merely  recommended  that  major  features  of  the  Canadian  program 
be  considered  in  any  overhaul  of  the  U.S.  health  care  system,  in- 
cluding universal  access  for  all  citizens,  a  uniform  payment  system 
to  reduce  administrative  waste,  and  measures  that  constrain  over- 
all costs,  such  as  lump-sum  budgeting  for  hospitals  and  uniform  fee 
schedules  for  physicians. 

The  GAO  has  also  rightly  recommended  that  any  U.S.  reform 
build  on  the  strengths  of  the  current  system  so  that  we  maintain 
our  preeminent  position  in  developing  medical  technology  and  re- 
searching the  causes  and  cures  of  disease.  Our  high-tech  edge  need 
not  be  compromised. 

The  study  shows  that  a  Canadian  style,  single-payer  system  of- 
fers many  features  that  we  should  be  able  to  agree  on  regardless 
of  party  affiliation,  regardless  of  wealth,  and  regardless  of  whether 
you're  a  liberal  or  conservative. 

We  can  all  agree  on  the  need  for  choice,  and  such  a  proposal 
would  maintain  maximum  choice  for  the  consumer  to  choose  his  or 
her  doctor  or  hospital  in  the  public,  private,  or  nonprofit  sector.  We 
can  agree  on  the  need  to  reduce  paperwork,  and  the  GAO  analysis 
shows  that  we  can  save  $67  billion  in  unnecessary  paperwork, 
money  desperately  needed  to  care  for  our  citizens.  We  can  agree  on 
the  desire  to  avoid  additional  costs. 

Every  other  nation  has  a  national  health  care  reform  proposal 
except  ours,  and  most  proposals  before  Congress  would  result  in 
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substantial  new  costs  to  business  and  the  public.  That  is  to  say 
that  in  every  other  health  care  reform  proposal,  except  this  one, 
there  would  be  a  resultant  new,  additional  cost  to  both  the  public 
and  to  business. 

This  is  a  landmark  study.  I  commend  and  have  commended  the 
General  Accounting  Office  and  the  Comptroller  General  for  their 
good  work. 

[The  prepared  statement  of  Mr.  Conyers  follows:] 
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OPENING  STATEMENT  OF  CHAIRMAN  JOHN  CONYERS,  JR. 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
HEARINGS  ON  THE  EFFICIENCY  AND  COST  EFFECTIVENESS  OF  THE  U.S.  HEALTH 
CARE  SYSTEM:     A  COMPARISON  WITH  CANADA 
JUNE  4,  1991 


Curing  America's  sick  health  care  system  is  both  a  moral 
imperative  and  a  financial  necessity.     Our  system's  vital  signs 
are  weak:     32  million  Americans  without  the  protection  of  health 
insurance,  tens  of  millions  of  others  an  illness  away  from 
bankruptcy,  health  spending  racing  at  2  to  3  times  the  general 
rate  of  inflation,  emergency  rooms  and  entire  hospitals  closing 
because  of  uncompensated  care,  and  the  Medicare  program  facing 
insolvency  early  in  the  next  decade. 

Everyone  on  this  Committee  and  in  this  Congress  understands 
that  treatment  is  desperately  needed.     The  key  guest ion  is: 
should  surgery  be  performed  to  give  the  patient  the  opportunity 
for  a  long  and  prosperous  life,  or  should  we  continue  to  apply 
bandages  and  gauze  in  hopes  of  stopping  the  hemorrhaging? 

I  asked  the  General  Accounting  Office  to  help  answer  this 
guestion  by  looking  at  one  of  several  major  proposals  being 
considered  for  reforming  the  U.S.  health  care  system,  that  is  a 
single-payer  national  health  insurance  program  similar  to 
Canada ' s. 

There  are  three  reasons  why  it  was  important  to  have  GAO 
analyze  the  Canadian  health  program.     First,  the  Canadian  system 
has  been  both  highly  praised  and  roundly  criticized  by  various 
interest  groups  in  the  United  States.     Second,  the  quality  of 
GAO's  analysis  is  always  thorough  and  well-reasoned.     Third,  the 
GAO  is  the  most  objective  institution  we  have;  it  has  no 
particular  ax  to  grind  or  financial  interest  to  protect. 

In  Canada  all  citizens,  regardless  of  their  income,  can  go 
to  the  hospital  or  doctor  of  their  choice  and  receive 
comprehensive  care  for  all  medically  required  services.  There 
are  no  exclusions  because  of  pre-existing  conditions,  nor  are 
people  dropped  from  their  insurance  policy  because  corporate 
profits  are  at  risk.     There  are  no  charges  to  the  patient,  such 
as  the  co-payments,  deductibles  and  extra  billing  we  have  in  the 
U.S.,  which  can  cost  a  small  fortune  and  discourage  people  from 
getting  needed  care.     Medical  bankruptcies,   like  those  we  will 
hear  about  today,  are  non-existent.     Overall  costs  are 
significantly  constrained,  yet  care  is  of  a  very  high  quality. 
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The  most  stunning  finding  in  the  GAO  report  is  that  if  the 
U.S.  were  to  adopt  a  Canadian-style,   single-payer  program,  the 
savings  from  reduced  administrative  waste  would  be  enough  to 
cover  the  32  million  Americans  who  currently  lack  health 
insurance  AND  eliminate  all  extra  charges,  such  as  co-payments 
and  deductibles,  for  everyone  else.     Potentially,  society  would 
not  be  required  to  spend  a  single  dollar  more  than  we're  spending 
now  to  make  these  improvements. 

Those  without  insurance  or  who  are  underinsured  would  get 
security.     All  others  would  be  spared  the  financial  burden  of 
often  exorbitant  out-of-pocket  costs.     For  instance,  a  middle- 
income  person  with  major  medical  insurance  would  not  have  to  pay 
the  20  percent  deductible  for  an  extended  hospital  stay. 

The  economic  rationing  of  health  care  under  our  current 
system  could  come  to  an  end.     This  greater  efficiency  could  be 
achieved  by  making  the  government  the  purchaser  of  health 
services.     With  that  kind  of  power  the  government  could  better 
control  skyrocketing  costs  and  eliminate  the  tremendous 
administrative  waste  caused  by  an  avalanche  of  bills,  forms  and 
other  paperwork  required  by  12  00  insurance  companies  and  numerous 
other  payers. 

The  GAO  has  not  endorsed  the  Canadian  model,  but  it  has 
recommended  that  major  features  of  the  Canadian  program  be  part 
of  any  overhaul  of  the  U.S.  health  care  system.     These  include 
universal  access  for  all  citizens,  a  uniform  payment  system  to 
reduce  administrative  waste,  and  measures  that  constrain  overall 
costs  such  as  lump-sum  budgeting  for  hospitals  and  uniform  fee 
schedules  for  physician  services.     The  GAO  has  also  rightly 
recommended  that  any  U.S.  reform  build  on  the  strengths  of  our 
current  system,  so  that  we  maintain  our  preeminent  position  in 
developing  medical  technology  and  researching  the  causes  and 
cures  of  disease. 

This  study  shows  that  a  Canadian-style,  single-payer  system 
could  offer  many  features  that  we  all  should  be  able  to  agree  are 
needed  regardless  of  party  affiliation,  regardless  of  whether  you 
are  a  liberal  or  conservative,  or  rich  or  poor.     Some  will  argue 
this  is  socialized  medicine.     That's  nonsense.     It  is  simply 
social  insurance;  it  is  nothing  more  than  a  social  security 
program  for  those  who  are  ill. 

We  can  all  agree  on  the  need  for  choice,  and  such  a  proposal 
would  maintain  maximum  choice  for  the  consumer  to  choose  his  or 
her  doctor  and  hospital  in  the  public,  private  or  non-profit 
sector.     We  can  all  agree  on  the  need  to  reduce  paperwork,  and  as 
the  GAO  analysis  shows  such  a  proposal  would  save  $67  billion  in 
unnecessary  paperwork  —  money  desperately  needed  to  care  for  our 
citizens.     We  can  all  agree  on  the  desire  to  avoid  additional 
costs.     Every  other  national  health  care  reform  proposal  — 


2 


6 


except  this  one  —  would  result  in  substantial  new  costs  to 
business  and  the  public.     No  longer  would  we  face  the  moral 
dilemma  of  wanting  to  provide  health  insurance,  but  not  knowing 
where  to  find  the  money  to  pay  for  it. 

Canada  has  decided  it  is  society's  moral  obligation  to 
provide  health  care  to  all  her  citizens  regardless  of  cost.     I  am 
reminded  that  President  Bush  recognized  our  own  moral  obligation 
when  he  promised  in  his  1988  presidential  campaign  to  provide 
"access  to  feaalth  care  for  all  Americans,"  and  in  January  1990 
when  he  appointed  a  task  force  to  make  recommendations  on  how  to 
fulfill  that  promise. 

That  challenge  is  even  more  pressing  today  and  it  is  the 
work  of  this  Congress,  the  Administration,  and  all  the  health 
players  and  payers  to  cure  what  ails  us.     This  study  is  a 
landmark  contribution  to  this  debate  and  I  commend  the  General 
Accounting  Office  and  its  leader,  Comptroller  General  Bowsher, 
for  their  good  work. 
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Mr.  CONYERS.  I  now  turn  to  Frank  Horton,  my  friend  from  New 
York  and  ranking  member  of  this  committee,  for  his  opening  com- 
ments. 

Mr.  HORTON.  Thank  you,  Mr.  Chairman.  I  want  to  join  with  you 
in  welcoming  Mr.  Bowsher,  the  Comptroller  General,  and  the  rep- 
resentatives from  the  General  Accounting  Office. 

As  you  said,  they  do  an  outstanding  job  day  in  and  day  out.  In 
the  29  vears  Fve  been  in  the  Congress,  Fve  been  tremendously  im- 
pressed with  the  work  of  the  General  Accounting  Office,  its  objec- 
tivity, and  the  ability  of  the  General  Accounting  Office  to  get  in- 
volved in  some  of  these  very  controversial  and  important  issues 
and  furnish  us  with  background  information. 

I  also  want  to  join  with  you  in  welcoming  the  other  witnesses 
who  will  be  participating  in  the  various  panels.  I  would  also  make 
reference  to  the  point  that  we  have  11  Republicans  here  today,  and 
I  want  to  thank  them  for  being  here  and  helping  produce  such  a 
good  show  of  members  at  this  very  important  hearing. 

The  General  Accounting  Office  report  released  this  morning  dem- 
onstrates once  again  that  other  countries  have  different  ways  of 
doing  some  basic  things,  ways  that  merit  close  study  by  policy- 
makers in  this  country.  I  cannot  think  of  anything  that  is  more  im- 
portant to  Americans  than  adequate  health  care.  It's  probably  one 
of  the  most  important  items  that  faces  us  as  Members  of  Congress. 

As  Chairman  Conyers  stated  and  as  Comptroller  General 
Bowsher  will  say  this  morning,  the  American  health  care  system 
is  in  fairly  bad  shape,  if  for  no  other  reason  than  the  fact  that  over 
32  million  Americans  currently  lack  health  insurance.  To  me  this 
indicates  some  level  of  failure  in  our  present  system.  It  is  certainly 
enough  to  make  me  very  open  to  hearing  about  alternative  sys- 


This  hearing  should  not  be  viewed  as  a  debate  on  the  pros  and 
cons  of  the  Canadian  health  care  system.  This  committee  and  Con- 
gress should  use  this  opportunity  to  consider  some  concrete  sugges- 
tions about  how  our  flawed  system  can  achieve  the  twin  goals  that 
I  believe  we  all  support;  namelv.  universal  access  to  health  care 
and  manageable  cost  of  that  health  care  system. 

Surely  not  all  aspects  of  the  Canadian  system  seem  attractive, 
such  as  the  limited  access  to  high-tech  treatment  equipment  and 
the  long  lines  for  nonemergency  surgery.  Some  might  say  that  the 
Canadians  draw  their  lines  of  priority  too  sharply  in  favor  of  lower 
costs  in  order  to  make  care  available  to  all. 

But  the  American  health  care  system  draws  priorities  too,  and  I 
would  seriously  question  some  of  ours.  How  can  we  defend  the  fact 
that  millions  of  Americans,  including  those  who  need  health  care 
the  most,  are  denied  access  to  the  insurance  that  will  allow  them 
to  obtain  care.  The  present  system,  with  its  major  emphasis  on 
competitiveness,  has  left  the  weakest  without  medical  care  or  in- 
surance to  cover  it 

The  GAO  report  is  fairly  up  front  about  its  limitations  and  as- 
sumptions. For  example,  the  GAO  states  that  it  did  not  consider 
what  the  effects  of  the  cost  of  the  U.S.  tort  system  would  be  on  a 
reformed  system,  or  how  much  it  would  cost,  or  how  long  it  would 
take  to  adopt  such  Canadian  features  as  the  single  payer  and  uni- 
versal access.  In  other  words,  any  reform  of  the  American  system 


8 

will  have  to  proceed  with  much  more  information  than  what  is  pro- 
vided here. 

But  this  report  gives  us  a  whiff  of  what  may  be  very  fresh  air, 
and  the  knowledge  that  there  are  alternatives  to  the  way  in  which 
we  have  been  proceeding.  In  fact,  I  welcome  the  additional  insight 
that  would  be  provided  oy  comparisons  with  the  health  care  sys- 
tems of  other  countries  besides  Canada.  I  look  forward  to  the  testi- 
mony and  the  questions  today. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Horton  follows:] 
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OPENING  STATEMENT  OP  THE  HONORABLE  FRANK  HORTON 

HEARING  NO.   1  ON  THE  U.S.   HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 
(FULL  COMMITTEE) 
JUNE  4TH,    1991,   9:30  A.M. 

THANK  YOU,   MR.  CHAIRMAN. 

THE  GENERAL  ACCOUNTING  OFFICE  REPORT  RELEASED  THIS 
MORNING  DEMONSTRATES  ONCE  AGAIN  THAT  OTHER  COUNTRIES 
HAVE  DIFFERENT  WAYS  OF  DOING  SOME  BASIC  THINGS — WAYS 
THAT  MERIT  CLOSE  STUDY  BY  POLICYMAKERS  IN  THIS  COUNTRY. 
I  CANNOT  THINK  OF  ANYTHING  THAT  IS  MUCH  MORE  IMPORTANT 
TO  AMERICANS  THAN  ADEQUATE  HEALTH  CARE.     AS  CHAIRMAN 
CONYERS  STATED,   AND  AS  COMPTROLLER  GENERAL  BOWSHER  WILL 
SAY  THIS  MORNING,   THE  AMERICAN  HEALTH  CARE  SYSTEM  IS  IN 
FAIRLY  BAD  SHAPE,   IF  FOR  NO  OTHER  REASON  THAN  BECAUSE 
OVER  32  MILLION  AMERICANS  CURRENTLY  LACK  HEALTH 
INSURANCE.     TO  ME,   THIS  INDICATES  SOME  LEVEL  OF  FAILURE 
IN  OUR  PRESENT  SYSTEM.      IT  IS  CERTAINLY  ENOUGH  TO  MAKE 
ME  VERY  OPEN  TO  HEARING  ABOUT  ALTERNATE  SYSTEMS,  SUCH 
AS  THE  ONE  IN  OUR  NEIGHBOR  TO  THE  NORTH. 
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THIS  HEARING  SHOULD  NOT  BE  VIEWED  AS  A  DEBATE  ON 
THE  PROS  AND  CONS  OF  THE  CANADIAN  HEALTH  CARE  SYSTEM. 
THIS  COMMITTEE  AND  CONGRESS  SHOULD  USE  THIS  OPPORTUNITY 
TO  CONSIDER  SOME  CONCRETE  SUGGESTIONS  ABOUT  HOW  OUR 
FLAWED  SYSTEM  COULD  BE  REFORMED  TO  ACHIEVE  THE  TWIN 
GOALS  THAT  I  BELIEVE  WE  ALL  SUPPORT—UNIVERSAL  ACCESS 
TO  HEALTH  CARE  ,   AND  MANAGEABLE  COSTS  OF  THAT  HEALTH 
CARE.     SURELY,   NOT  ALL  ASPECTS  OF  THE  CANADIAN  SYSTEM 
SEEM  ATTRACTIVE — SUCH  AS  THE  LIMITED  ACCESS  TO  HIGH- 
TECH TREATMENT  EQUIPMENT  AND  THE  LONG  LINES  FOR  NON- 
EMERGENCY SURGERY.     SOME  MIGHT  SAY  THAT  THE  CANADIANS 
DRAW  THEIR  LINES  OF  PRIORITY  TOO  SHARPLY  IN  FAVOR  OF 
LOWER  COSTS  IN  ORDER  TO  MAKE  CARE  AVAILABLE  TO  ALL. 
BUT  THE  AMERICAN  HEALTH  CARE  SYSTEM  DRAWS  PRIORITIES 
TOO — AND  I  WOULD  SERIOUSLY  QUESTION  SOME  OF  THEM.  HOW 
CAN  WE  DEFEND  THE  FACT  THAT  MILLIONS  OF  AMERICANS, 
INCLUDING  THOSE  WHO  NEED  HEALTH  CARE  THE  MOST,  ARE 
DENIED  ACCESS  TO  THE  INSURANCE  THAT  WILL  ALLOW  THEM  TO 
OBTAIN  CARE?     THE  PRESENT  SYSTEM,   WITH  ITS  MAJOR 
EMPHASIS  ON  COMPETITIVENESS,   HAS  LET  THE  WEAKEST  AMONG 
US  FALL  BETWEEN  THE  CRACKS . 

THE  GAO  REPORT  IS  FAIRLY  UP-FRONT  ABOUT  ITS 
LIMITATION  AND  ASSUMPTIONS.      FOR  EXAMPLE,   THE  GAO 
STATES  THAT  IT  DID  NOT  CONSIDER  THE  AFFECTS  OF  THE 
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COSTLY  U.S.   TORT  SYSTEM  ON  A  REFORMED  SYSTEM,   OR  HOW 
MUCH  IT  WOULD  COST — OR  HOW  LONG  IT  WOULD  TAKE — TO  ADOPT 
SUCH  CANADIAN  FEATURES  AS  A  SINGLE  PAYER  AND  UNIVERSAL 
ACCESS.      IN  OTHER  WORDS,   ANY  REFORM  OF  THE  AMERICAN 
SYSTEM  WILL  HAVE  TO  PROCEED  ON  MUCH  MORE  INFORMATION 
THAN  WHAT  IS  PROVIDED  HERE.     BUT  THIS  REPORT  GIVES  US  A 
WHIFF  OF  MAY  BE  VERY  FRESH  AIR— THE  KNOWLEDGE  THAT 
THERE  ARE  ALTERNATIVES  TO  THE  WAYS  WE  HAVE  BEEN 
PROCEEDING.      IN  FACT,   I  WELCOME  THE  ADDITIONAL  INSIGHT 
THAT  WOULD  BE  PROVIDED  BY  COMAPRISONS  WITH  THE  HEALTH 
CARE  SYSTEMS  OF  OTHER  COUNTRIES. 

I  LOOK  FORWARD  TO  THE  TESTIMONY  AND  QUESTIONS 
TODAY.      I  WILL  BE  LISTENING  AND  PARTICIPATING  WITH  A 
OPEN  MIND  AS  WELL  AS  A  CRITICAL  EYE. 

THANK  YOU. 
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Mr.  Conyers.  Thank  you  very  much. 

General  Bowsher,  your  background  is  well  known  to  us,  since  we 
work  so  closelv.  I  think  this  is  the  committee  that  you  are  called 
before  more  often  than  any  other.  As  the  Comptroller  General  of 
the  United  States,  you  are  now  in  the  9th  year  of  a  15-vear  term. 
Your  former  duties  in  the  Government  included  that  of  Assistant 
Secretary  of  the  Navy  for  Financial  Management.  I  notice  you  are 
accompanied  by  Janet  Shikles  and  Michael  Gutowski,  also  well 
known  to  us. 

We  have  the  report  of  GAO.  We  have  your  statement,  which  will 
be  incorporated  in  its  entirety  in  the  record,  and  we  would  ask  that 
you  make  any  comments  that  you  see  fit  at  this  time. 

Welcome  again  before  Government  Operations. 

STATEMENT  OF  CHARLES  A.  BOWSHER,  COMPTROLLER  GEN- 
ERAL,  U.S.  GENERAL  ACCOUNTING  OFFICE,  ACCOMPANIED 
BY  JANET  SHIKLES,  DIRECTOR,  AND  MICHAEL  GUTOWSKI, 
ASSISTANT  DIRECTOR,  HEALTH  FINANCING  AND  POLICY  IS- 
SUES 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman,  and  Mr. 
Horton,  and  members  of  the  committee. 

I  have  a  very  short  statement,  and  I  thought  I  would  read  it 
today,  and  I  believe  it  would  cover  the  main  highlights  of  our  re- 
port. 

We  are  pleased  to  be  here  today  to  discuss  the  implications  of  the 
Canadian  health  insurance  system  for  the  U.S.  health  care  reform. 
The  health  care  system  in  the  United  States  is  in  crisis.  Rapidly 
rising  expenditures  now  account  for  more  than  12  percent  of  the 
gross  national  product.  Even  though  these  costs  are  the  highest  in 
the  industrial  world,  over  32  million  Americans,  many  of  whom  are 
working  adults,  lack  health  insurance,  and  many  American  busi- 
nesses are  being  impaired  financially  under  the  weight  of  providing 
costly  employee  health  benefits. 

In  light  of  these  problems,  leaders  of  Congress  are  examining  a 
variety  of  health  financing  reform  options.  You  asked  us  to  report 
on  whether  the  Canadian  health  system  had  useful  lessons  for  the 
United  States,  and  today  we  are  releasing  that  report. 

Canada's  health  financing  system  is  instructive  because  it  incor- 
porates three  principles  that  we  believe  should  guide  our  own 
health  care  reform  efforts.  They  are:  Health  insurance  for  everyone, 
uniform  reimbursement  rules,  and  systemwide  spending  controls. 
In  brief,  we  found  that  if  the  United  States  were  to  adopt  the  key 
features  of  the  Canadian  approach,  it  could  offer  health  insurance 
to  all  residents  without  adding  to  national  health  expenditures. 

The  key  features  of  the  Canadian  health  system  are:  One,  uni- 
versal access  to  care  through  full  health  insurance  coverage  for 
medically  necessary  services;  two,  health  insurance  administered  in 
each  province  by  a  single  government  agency  that  is  the  sole  source 
of  payment  to  almost  all  providers  of  medical  care;  and,  three,  sys- 
temwide policies  for  controlling  health  expenditures,  including  glob- 
al budgets  for  hospitals  and  uniform  fee  schedules  for  physicians. 

Canada's  health  system  also  has  important  features  in  common 
with  the  U.S.  system.  Canadians  choose  their  own  private  physi- 
cians. Most  physicians  are  compensated  on  a  fee  for  service  rather 
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than  salaried  basis,  and  most  hospitals  are  private,  nonprofit  insti- 
tutions. 

Now,  Canada  has  a  better  record  than  the  United  States  in  con- 
trolling the  growth  of  health  care  spending  even  while  providing 
fall  health  insurance  coverage  for  all  its  residents.  In  1971,  when 
Canada  fully  implemented  its  system  for  financing  medical  serv- 
ices, the  two  countries,  the  United  States  and  Canada,  spent  the 
same  share  of  GNP,  about  IV2  percent,  on  health  care. 

By  1989,  the  U.S.  share  was  11.6  percent,  whereas  Canada's  was 
8.9.  In  that  same  year,  Canada  spent  roughly  $1,700  per  person  on 
health  care,  whereas  the  United  States  spent  over  $2,300  per  per- 
son. The  difference,  some  $600  per  person,  per  year,  reflects  Can- 
ada's lower  spending  on  insurance  administration  and  physician 
and  hospital  reimbursement. 

Canada  spends  less  on  insurance  because  its  publicly  financed, 
single-payer  system  eliminates  the  costs  associated  with  marketing 
competitive  health  insurance  policies,  billing  for  and  collecting  the 
different  premiums,  and  evaluating  insurance  risks.  As  a  result,  in 
1987,  the  latest  year  for  which  comparable  data  were  available, 
Canada's  per  capita  spending  on  insurance  administration  was  only 
one-fifth  that  of  the  United  States. 

In  that  same  year,  Canada  also  spent  34  percent  less  per  capita 
on  the  physician  services  than  did  the  United  States.  We  attribute 
the  difference,  in  large  measure,  to  Canada's  controls  on  physi- 
cians' fees.  In  Canada,  physicians'  associations  in  each  province  set 
reimbursement  rates  for  each  service.  The  associations  negotiate 
the  rate  increases  with  the  provincial  government  each  year.  The 
provincial  government  uses  its  power  as  the  single  payer  to  re- 
strain growth  in  cost. 

Between  1971  and  1985,  after  adjusting  for  inflation,  Canadian 
physician  fees  decreased  18  percent,  while  those  of  U.S.  physicians 
rose  22  percent.  In  addition,  Canada  prohibits  physicians  from 
charging  fees  that  are  additional  to  the  fixed  reimbursement  rate, 
that  is,  the  common  practice  in  the  United  States  known  as  bal- 
anced billing. 

We  also  attribute  Canada's  lower  spending  for  physicians  to 
lower  practice  expenses.  Unlike  their  United  States  counterparts, 
Canadian  physicians  need  not  maintain  an  extensive  office  staff  for 
insurance  recordkeeping,  direct  billing  of  patients,  or  collecting  bad 
debts. 

In  1987,  Canadian  physicians  spent  an  average  of  36  percent  of 
their  gross  income  on  professional  expenses,  compared  with  48  per- 
cent for  U.S.  physicians.  In  addition,  in  the  same  year,  malpractice 
insurance  premiums  for  U.S.  physicians  averaged  10  times  those  of 
their  Canadian  counterparts.  This  is  more  a  reflection  of  dif- 
ferences in  the  tort  systems,  however,  than  in  the  health  insurance 
systems. 

Now,  in  1987,  Canada  spent  18  percent  less  per  person  for  hos- 
pital services  than  did  the  United  States.  We  believe  that  this  dif- 
ference is  chiefly  attributable  to  Canada's  system  of  global  or  lump- 
sum budgeting  and  its  limits  on  the  acquisition  of  high  technology. 

In  Ontario,  for  example,  the  Ministry  of  Health  sets  each  hos- 
pital's annual  operating  budget  prospectively.  The  Ministry  also  de- 
cides which  hospitals  may  acquire  expensive  high  technology  equip- 
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ment  and  which  may  provide  expensive  specialized  services.  To 
stay  within  budget,  nospitals  have  an  incentive  to  manage  with 
smaller  hospital  staffs  and  to  avoid  buying  expensive  equipment, 
except  when  authorized  by  the  Ministry. 

As  with  physicians,  Canada's  streamlined  payment  system  per- 
mits hospitals  to  have  far  lower  administrative  costs  than  their 
U.S.  counterparts.  A  Canadian  hospital  has  virtually  no  billing  de- 
partment and  a  minimal  accounting  structure  to  assign  costs  and 
charges  to  patients  and  physicians.  However,  Canadian  hospitals 
have  substantially  less  detailed  information  on  the  cost  of  particu- 
lar services  than  is  available  in  a  well-administered  U.S.  hospital. 

Now,  an  often-cited  consequence  of  Canada's  regulated  supply  of 
high  technology  is  limited  access  to  a  few  important  services.  Can- 
ada's ample  supply  of  physicians,  including  primary  caregivers,  al- 
lows ready  access  to  most  medical  services.  In  fact,  Canadians 
make  more  physician  visits  and  have  longer  hospital  stays  than 
Americans. 

However,  for  high  technology  and  specialty  services,  tight  hos- 
pital operating  budgets  and  restraints  on  the  diffusion  of  expensive 
medical  technology  require  Canadians  to  wait  in  line  or  queue,  as 
they  refer  to  it.  These  treatments  include  open  heart  surgery,  mag- 
netic resonance  imaging,  cataract  surgery,  and  hip  replacements. 

Patients  with  immediate  or  life-threatening  needs  rarely  wait  for 
services,  but  queues  for  elective  surgery  and  diagnostic  procedures 
may  result  in  delays  of  several  months.  To  some  degree,  hospital 
capacity  in  the  United  States  is  a  safety  valve  if  Canadian  queues 
become  a  problem.  But  such  border  jumping,  at  least  in  Ontario, 
is  not  extensive. 

In  addition,  attempts  to  control  spending  for  physician  and  hos- 
pital services  have  encouraged  provider  practices  that  may  be  inef- 
ficient. For  example,  controls  on  physician  fees  have  been  accom- 
panied by  substantial  increases  in  the  provision  of  physician  serv- 
ices, partially  eroding  the  effectiveness  of  the  fee  schedule. 

Also,  fixed  budgets  provide  hospitals  the  incentive  to  retain  low- 
cost  patients  for  long  stays,  while  offering  no  incentive  to  collect  de- 
tailed patient  data  for  utilization  review  or  other  management  pur- 
poses. 

Now,  the  key  lesson  of  the  Canadian  experience  is  that  it  is  pos- 
sible to  have  universal  coverage  of  health  care  without  incurring 
additional  cost,  if  reform  also  includes  simplification  of  the  pay- 
ment system  and  more  effective  expenditure  control. 

We  estimate  that  the  administrative  savings  achievable  through 
the  introduction  of  a  Canadian-style  payment  mechanism  are  suffi- 
cient to  finance  the  extra  services  associated  with  a  system  of  uni- 
versal access  modeled  after  Canada's.  The  cost  of  serving  the  newly 
insured  would  be  about  $18  billion,  and  the  cost  of  providing  addi- 
tional services  for  those  currently  insured,  stemming  from  the 
elimination  of  copayments  and  deductibles,  could  be  about  $46  bil- 
lion. 

In  the  short  run,  these  costs  could  be  offset  by  $34  billion  in  sav- 
ings in  insurance  overhead  and  by  another  possible  $33  billion  in 
savings  in  hospital  and  physician  administrative  costs.  In  the  long 
run,  effective  limitations  on  provider  payments  through  global 
budgeting  and  negotiated  physician  fees,  as  well  as  controls  on  fu- 
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ture  expensive  technology,  could  significantly  constrain  the  growth 
of  U.S.  health  spending,  leading  to  substantial  future  savings. 

In  conclusion,  let  me  just  say  that  Canada's  20-year  experience 
with  universal  health  insurance  reveals  a  system  that,  on  the 
whole,  has  much  merit  but  is  not  without  some  flaws.  On  the  posi- 
tive side,  Canada  has  demonstrated  the  ability  to  expand  health  in- 
surance to  all  residents  while  retaining  a  greater  degree  of  control 
over  costs  than  the  United  States.  On  the  negative  side,  Canada 
has  developed  queues  for  selective  services. 

Our  work  over  the  last  several  years  has  convinced  us  that  the 
United  States  needs  to  develop  a  comprehensive  approach  to  health 
care  reform,  if  it  is  to  bring  costs  under  control  and  achieve  equi- 
table access  for  all.  That  approach  should  be  built  on  lessons 
learned  from  Canada  and  other  countries,  while  preserving  the 
unique  features  of  the  American  health  care  system. 

It  should  borrow  from  Canada  those  concepts  that  work,  such  as 
universal  access,  a  uniform  payment  system,  and  expenditure  con- 
trols for  physicians  and  hospitals,  but  it  should  retain  the 
strengths  of  the  current  U.S.  health  care  system;  for  example,  the 
continuing  development  of  advanced  medical  technology,  detailed 
management  information  systems,  and  the  flexibility  to  incorporate 
alternative  service  delivery  mechanisms,  such  as  health  mainte- 
nance organizations. 

Mr.  Chairman,  that  concludes  our  statement.  We  would  be  very 
happy  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Bowsher  follows:] 
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SUMMARY  OF  STATEMENT  OF  COMPTROLLER  GENERAL  CHARLES  A.  BQWSHER 
ON  LESSONS  OF  THE  CANADIAN  HEALTH  INSURANCE  SYSTEM 

Canada's  health  financing  system  is  instructive  because  it 
incorporates  three  principles  that  GAO  believes  should  guide  U.S. 
health  care  reform:     universal  health  insurance,  uniform 
reimbursement  rules,  and  systemwide  spending  controls. 

Canada  has  been  more  successful  than  the  United  States  in 
constraining  the  growth  in  health  care  spending,  even  while 
providing  health  insurance  to  all  its  residents.     Measured  either 
on  a  per  capita  basis  or  as  a  share  of  the  gross  national  product, 
health  care  costs  in  Canada  have  risen  at  a  slower  pace  than  in  the 
United  States.     GAO  believes  that  Canada's  lower  spending  is  the 
result  of  its  streamlined  administration  of  health  insurance  and 
controlled  reimbursements  to  physicians  and  hospitals. 

In  1987,  Canada's  per  capita  spending  on  insurance  administration 
was  only  one-fifth  that  of  the  United  States.     Canada  spends  less 
because  its  publicly  financed  single-payer  system  eliminates  the 
costs  associated  with  marketing  competitive  health  insurance 
policies,  billing  for  and  collecting  premiums,  and  evaluating 
risks. 

For  physician  services,  Canada  spent  34  percent  less  per  person  in 
1987  than  did  the  United  States.     This  difference  is  largely  the 
result  of  Canada!s  controls  on  physician  fees.     In  addition, 
Canadian  physicians  have  lower  practice  expenses  for  billing  and 
malpractice  premiums. 

For  hospital  services  Canada  spent  18  percent  less  per  person  in 
1987  than  the  United  States.     GAO  attributes  the  difference  to 
Canada's  system  of  allocating  budgets  to  hospitals  in  lump  sums, 
limiting  hospitals'   acquisition  of  high  technology,  and  hospitals' 
lower  administrative  costs  under  a  simplified  reimbursement  system. 

However,  tight  hospital  operating  budgets  and  restraints  on 
acquiring  expensive  medical  technology  have  resulted  in  waiting 
lines,  called  "queues,"  for  some  high  technology  and  specialty 
procedures.     Emergency  patients  rarely  wait  for  services,  but 
queues  for  elective  surgery  and  diagnostic  procedures  may  result 
in  delays  that  are  several  months  long. 

If  the  Canadian  system's  key  features — universal  coverage,  a 
single  payer,  and  systemwide  spending  controls—were  applied  in 
the  United  States,  the  savings  in  administrative  costs  alone  would 
be  more  than  enough  to  finance  insurance  coverage  for  the  millions 
of  Americans  who  are  uninsured.     But  any  reform  should  retain  the 
strengths  of  the  current  U.S.  health  care  system,  like  the 
continuing  development  of  advanced  medical  technology,  detailed 
management  information  systems,  and  the  flexibility  to  incorporate 
alternative  service  delivery  mechanisms,  such  as  health  maintenance 
organizations. 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  the  implications  of  the 
Canadian  health  insurance  system  for  U.S,  health  care  reform.  The 
health  care  system  in  the  United  States  is  in  crisis.  Rapidly 
rising  expenditures  now  account  for  more  than  12  percent  of  the 
gross  national  product  (GNP).     Even  though  these  costs  are  the 
highest  in  the  industrialized  world,  over  32  million  Americans, 
many  of  whom  are  working  adults,  lack  health  i    trance,  and  many 
American  businesses  are  being  impaired  financially  under  the  weight 
of  providing  costly  employee  health  benefits. 

In  light  of  these  problems,  leaders  of  Congress  are  examining  a 
variety  of  health  financing  reform  options.     You  asked  us  to  report 
on  whether  the  Canadian  health  care  system  had  useful  lessons  for 
the  United  States,  and  today  we  are  releasing  that  report. 
Canada's  health  financing  system  is  instructive  because  it 
incorporates  three  principles  that  we  believe  should  guide  our  own 
health  care  reform  efforts.     They  are:     universal  health  insurance, 
uniform  reimbursement  rules,  and  systemwide  spending  controls. 

In  brief,  we  found  that  if  the  United  States  were  to  adopt  the  key 
features  of  the  Canadian  approach,  it  could  offer  health  insurance 
to  all  residents  without  adding  to  national  health  expenditures. 
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The  key  features  of  the  Canadian  health  care  system  are: 

—  Universal  access  to  care  through  full  health  insurance  coverage 
of  medically  necessary  services. 

—  Health  insurance  administered  in  each  province  by  a  single 
government  agency  that  is  the  sole  source  of  payment  to  almost 
all  providers  of  medical  care. 

—  Systemwide  policies  for  controlling  health  expenditures, 
including  global  budgets  for  hospitals  and  uniform  fee 
schedules  for  physicians. 

Canada's  health  system  also  has  important  features  in  common  with 
the  U.S.  system.     Canadians  choose  their  own  private  physicians. 
Most  physicians  are  compensated  on  a  f ee-f or-service ,  rather  than 
salaried,  basis.     And  most  hospitals  are  private,  nonprofit 
institutions . 

KEY  FEATURES  HELP  CANADA 
CONTAIN  SPENDING  GROWTH 

Canada  has  a  better  record  than  the  United  States  in  controlling 
the  growth  of  health  care  spending  even  while  providing  full  health 
insurance  coverage  for  all  residents.     In  1971,  when  Canada  fully 
implemented  its  system  for  financing  medical  services,  the  two 


2 


20 


countries  spent  the  same  share  of  GNP — about  7.5  percent — on 
health  care.     By  1989,  the  U.S.  share  was  11.6  percent,  whereas 
Canada's  was  8.9  percent.     In  that  same  year,  Canada  spent  roughly 
$1,700  per  person  on  health  care  whereas  the  United  States  spent 
over  $2,300  per  person.     The  differences — some  $600  per  person  per 
year — reflect  Canada's  lower  spending  on  insurance  administration 
and  physician  and  hospital  reimbursement. 

Canada  spends  less  on  insurance  because  its  publicly  financed 
single-payer  system  eliminates  the  costs  associated  with  marketing 
competitive  health  insurance  policies,  billing  for  and  collecting 
premiums,  and  evaluating  insurance  risks.     As  a  result,  in  1987, 
the  latest  year  for  which  comparable  data  are  available,  Canada's 
per  capita  spending  on  insurance  administration  was  only  one-fifth 
that  of  the  United  States. 

In  that  same  year,  Canada  also  spent  34  percent  less  per  capita  on 
physician  services  than  did  the  United  States.     We  attribute  the 
difference  in  large  measure  to  Canada's  controls  on  physicians' 
fees.     In  Canada,  physician  associations  in  each  province  set 
reimbursement  rates  for  each  service.     The  associations  negotiate 
rate  increases  with  the  provincial  government  each  year.  The 
provincial  government  uses  its  power  as  the  single  payer  to 
restrain  growth  in  costs.       Between  1971  and  1985,  after  adjusting 
for  inflation,  Canadian  physician  fees  decreased  18  percent,  while 
those  of  U.S.  physicians  rose  22  percent.     In  addition,  Canada 
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prohibits  physicians  from  charging  fees  that  are  additional  to  the 
fixed  reimbursement  rate;   this  is  a  common  practice  in  the  United 
States  known  as  "balance  billing." 

We  also  attribute  Canada's  lower  spending  for  physicians  to  lower 
practice  expenses.     Unlike  their  U.S.  counterparts,  Canadian 
physicians  need  not  maintain  an  extensive  office  staff  for 
insurance  record  keeping,  direct  billing  of  patients,  or  collecting 
bad  debts.     In  1987,  Canadian  physicians  spent  an  average  of  36 
percent  of  their  gross  income  on  professional  expenses,  compared 
with  48  percent  for  U.S.  physicians.     In  addition,  in  the  same 
year,  malpractice  insurance  premiums  for  U.S.  physicians  averaged 
10  times  those  of  their  Canadian  counterparts.     This  is  more  a 
reflection  of  differences  in  the  tort  systems,  however,  than  in  the 
health  insurance  systems. 

In  1987,  Canada  spent  18  percent  less  per  person  for  hospital 
services  than  did  the  United  States.     We  believe  that  this 
difference  is  chiefly  attributable  to  Canada's  system  of  global,  or 
lump-sum,  budgeting  and  its  limits  on  the  acquisition  of  high 
technology.     In  Ontario,   for  example,  the  Ministry  of  Health  sets 
each  hospital's  annual  operating  budget  prospectively.  The 
Ministry  also  decides  which  hospitals  may  acquire  expensive  high- 
technology  equipment  and  which  may  provide  expensive  specialized 
services.     To  stay  within  budget,  hospitals  have  an  incentive  to 
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manage  with  smaller  hospital  staffs  and  to  avoid  buying  expensive 
equipment,  except  when  authorized  by  the  Ministry. 

As  with  physicians,  Canada's  streamlined  payment  system  permits 
hospitals  to  have  far  lower  administrative  costs  than  their  U.S. 
counterparts.     A  Canadian  hospital  has  virtually  no  billing 
department  and  a  minimal  accounting  structure  to  assign  costs  and 
charges  to  patients  and  physicians.     However,  Canadian  hospitals 
have  substantially  less  detailed  information  on  the  cost  of 
particular  services  than  is  available  in  a  well-administered  U.S. 
hospital . 


OTHER  CONSEQUENCES  OF  CANADIAN 
COST-CONTAINMENT  POLICIES 

An  oft-cited  consequence  of  Canada's  regulated  supply  of  high 
technology  is  limited  access  to  a  few  important  services. 
Canada's  ample  supply  of  physicians,  including  primary  caregivers, 
allows  ready  access  to  most  medical  services.     In  fact,  Canadians 
make  more  physician  visits  and  have  longer  hospital  stays  than 
Americans.     However,   for  high  technology  and  specialty  services, 
tight  hospital  operating  budgets  and  restraints  on  the  diffusion  of 
expensive  medical  technology  require  Canadians  to  wait  in  line,  or 
"queue."    These  treatments  include  open-heart  surgery,  magnetic 
resonance  imaging,  cataract  surgery,  and  hip  replacements. 
Patients  with  immediate  or  life-threatening  needs  rarely  wait  for 
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services  but  queues  for  elective  surgery  and  diagnostic  procedures 
may  results  in  delays  of  several  months.     To  some  degree,  hospital 
capacity  in  the  United  States  is  a  safety  valve  if  Canadian  queues 
become  a  problem,  but  such  "border  jumping,"  at  least  in  Ontario, 
is  not  extensive. 

In  addition,  attempts  to  control  spending  for  physician  and 
hospital  services  have  encouraged  provider  practices  that  may  be 
inefficient.     For  example,  controls  on  physician  fees  have  been 
accompanied  by  substantial  increases  in  the  provision  of  physician 
services,  partially  eroding  the  effectiveness  of  the  fee  schedule. 
Also,  fixed  budgets  provide  hospitals  the  incentive  to  retain  low- 
cost  patients  for  long  stays  while  offering  no  incentive  to  collect 
detailed  patient  data  for  utilization  review  or  other  management 
purposes . 

POTENTIAL  SAVINGS  OFFSET  COSTS 
OF  PROVIDING  UNIVERSAL  ACCESS 

The  key  lesson  of  the  Canadian  experience  is  that  it  is  possible  to 
have  universal  coverage  of  health  care  without  incurring  additional 
costs,  if  reform  also  includes  simplification  of  the  payment 
system  and  more  effective  expenditure  control.     We  estimate  that 
the  administrative  savings  achievable  through  the  introduction  of  a 
Canadian-style  payment  mechanism  are  sufficient  to  finance  the 
extra  services  associated  with  a  system  of  universal  access  modeled 
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after  Canada's.     The  cost  of  serving  the  newly  insured  could  be 
about  $18  billion,  and  the  cost  of  providing  additional  services 
for  those  currently  insured — stemming  from  the  elimination  of 
copayments  and  deductibles — could  be  about  $46  billion.     In  the 
short  run,  these  costs  could  be  offset  by  $34  billion  in  savings  in 
insurance  overhead  and  by  another  possible  $33  billion  in  savings 
in  hospital  and  physician  administrative  costs. 

In  the  long  run,  effective  limitations  on  provider  payments 
through  global  budgeting  and  negotiated  physician  fees,  as  well  as 
controls  on  future  expensive  technology,  could  significantly 
constrain  the  growth  of  U.S.  health  spending,  leading  to 
substantial  future  savings. 

CONCLUSION 

Canada's  20-year  experience  with  universal  health  insurance  reveals 
a  system  that,  on  the  whole,  has  much  merit  but  is  not  without  some 
flaws.     On  the  positive  side,  Canada  has  demonstrated  the  ability 
to  expand  health  insurance  to  all  residents  while  retaining  a 
greater  degree  of  control  over  costs  than  has  the  United  States. 
On  the  negative  side,  Canada  has  developed  queues  for  selected 
services . 

Our  work  over  the  last  several  years  has  convinced  us  that  the 
United  States  needs  to  develop  a  comprehensive  approach  to  health 
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care  reform  if  it  is  to  bring  costs  under  control  and  achieve 
equitable  access  for  all.     That  approach  should  build  on  lessons 
learned  from  Canada  and  other  countries  while  preserving  the  unique 
features  of  the  American  health  care  system.     It  should  borrow  from 
Canada  those  concepts  that  work,  such  as  universal  access,  a 
uniform  payment  system,  and  expenditure  controls  for  physicians  and 
hospitals.     But  it  should  retain  the  strengths  of  the  current  U.S. 
health  care  system,  for  example  the  continuing  development  of 
advanced  medical  technology,  detailed  management  information 
systems,  and  the  flexibility  to  incorporate  alternative  service 
delivery  mechanisms,  such  as  health  maintenance  organizations. 

Mr.  Chairman,  this  concludes  my  statement.     I  would  be  happy  to 
answer  any  questions. 
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Mr.  Conyers.  Thank  you  very  much. 

We  are  going  to  apply  the  5-ininute  rule,  for  the  obvious  reason 
that  we  have  so  many  members  here. 

I  have  four  questions  I  will  try  to  get  inside  my  time  limits.  One 
deals  with  the  queues  and  the  waiting  lists  that  exist  in  Canada. 
Another  question  asks  whether  the  Canadian  system  is  one  that 
Americans  are  likely  to  resist  and  be  seen  as  a  government  intru- 
sion. Then,  I  want  to  make  a  cost  comparison  with  some  of  the 
other  proposals  that  are  floating  around. 

And  if  you  have  had  a  chance  to  look  at  the  Health  Insurance 
Association  of  America's  testimony,  particularly  their  analyses  on 
pages  11  to  14,  which  dispute  some  of  the  cost  savings  that  are  in- 
cluded in  the  GAO  report,  then  I  would  like  to  try  to  deal  with 
that. 

How  do  you  look  at  the  waiting  lists,  and  would  that  be  a  prob- 
lem that  we  would  have  to  face,  as  well,  in  the  United  States? 

Mr.  Bowsher.  I  think  that's  the  biggest  single  problem  with  the 
Canadian  system.  One  thing  I  would  point  out  is  that  we  have  a 
lot  of  capacity  in  this  country  today,  and  I  would  think,  at  the  be- 
ginning, you  would  not  have  those  queues  developing  simply  be- 
cause of  the  capacity  we  have  in  the  health  care  system,  both  in 
technology,  equipment,  hospital  capacity,  and  in  the  number  of  doc- 
tors and  the  specialties  that  we  have  developed. 

Your  danger  is  that  10  or  20  years  down  the  road,  as  you're  get- 
ting into  new  technologies,  you  can  develop  scarcities  if  you  are  not 
willing  to  invest  in  technology  on  a  timely  basis.  And  I  think  that's 
what  has  happened  to  Canada.  In  other  words,  I  think  they  are  20 
years  into  the  system,  and  the  technology  is  moving  very  fast  in 
health  care,  creating  some  of  the  problem. 

As  I  pointed  out  in  my  testimony,  they  have  more  than  enough 
physicians.  It  is  now  a  case  of  investing  in  technologies  and  having 
enough  of  the  specialties.  They  feel  very  strongly  that  they  want 
to  curtail  the  investment  in  the  high  technology.  They  feel  that  a 
country  like  ours  over  invests,  and  that's  one  of  the  things  that 
runs  up  the  cost. 

Mr.  Conyers.  Are  these  waiting  lines  in  high  tech  and  in  spe- 
cialty operations,  or  are  they  in  the  general  delivery  of  health  care? 

Mr.  Bowsher.  No.  they're  generally  in  the  high  tech  and  the 
newer  aspects  of  health  care  rather  than  general  internal  medicine 
and  family  doctors.  They  have  more  physician  visits  than  the  Unit- 
ed States  does. 

Mr.  Conyers.  I  was  interested  in  that.  Didn't  you  also  remind 
us  that  they  have  a  lower  infant  mortality  rate  and  a  longer  life 
expectancy  among  their  adults? 

Mr.  Bowsher.  Yes. 

Mr.  Conyers.  That  they  see  doctors  more  frequently  than  we  do. 
Mr.  Bowsher.  Yes. 

Mr.  Conyers.  Stay  in  hospitals  longer. 

Mr.  Bowsher.  We  have  done  other  studies  in  this  area,  and  one 
of  the  studies  we  did  a  couple  years  back  I  think  pointed  out  that 
a  lot  of  health  spending  in  America  is  in  the  last  year  of  life  and 
in  the  first  year  of  life. 

In  the  first  year  of  life,  we  have  tended  to  rely  upon  high-tech 
solutions;  in  other  words,  we  take  a  low  birth  weight  baby  and 
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spend  $100,000  or  $200,000  in  some  of  our  top  hospitals.  But  some- 
times a  mother  can't  get  to  that  type  of  a  hospital,  or  these  services 
may  not  be  available.  Our  system  does  not  produce  the  good  statis- 
tics on  an  overall  basis  that  some  other  countries  have. 

I  have  just  been  in  Japan,  and  I  was  looking  at  their  health  sys- 
tem. One  thing  that  is  impressive  is  how  thev  try  and  are  very  suc- 
cessful in  getting  a  healthy  child  into  the  scnool.  They  have  a  very 
intensive  system  for  all  pregnant  women  to  get  adequate  medical 
care  and  to  have  children  get  adequate  medical  care.  They  get  ev- 
erybody off  to  a  better  start  than  we  do,  on  an  overall  basis. 

When  I  served  on  the  Infant  Mortality  Commission  that  Senator 
Chiles  headed  up,  we  had  countries  like  Costa  Rica  come  up  and 
testify  before  our  commission,  and  they  too  showed  that  even  a 
poor  country,  with  the  proper  preventive  medicine  and  proper  pro- 
grams at  the  beginning,  could  have  better  statistics  than  the  Unit- 
ed States,  even  though  we're  spending  a  tremendous  amount  of 
money. 

Mr.  Conyers.  Well,  I  know  something  about  that  infant  mortal- 
ity rate.  In  Detroit  we've  got  an  infant  mortality  rate  of  I  think  26 
per  thousand,  which  is  a  Third  World  figure;  Washington,  DC,  is 
also  very  high. 

Mr.  Bowsher.  Yes.  And  if  you  get  into  some  of  the  rural  sections 
in  our  country  where  we  don't  have  enough  medical  care  facilities 
you  also  see  some  very  high  statistics. 

Mr.  Conyers.  Let  me  just  finish  my  time  out  on  my  second  ques- 
tion, and  we  will  submit  any  other  questions  for  you  to  return  to 
us  in  writing.  But  let's  talk  about  the  basic  differences  between 
Americans  and  Canadians.  I  mean,  one  of  the  resistances  to  this 
kind  of  discussion  is  that  there  is  a  thought  that  we're  now  talking 
about  a  government-imposed  health  care  system  and  Americans 
will  resist  it. 

It  seems  to  me  that  we  ought  to  get  that  kind  of  feeling  out  into 
a  public  discussion  right  off  the  bat.  Do  you  have  any  impressions 
about  that? 

Mr.  Bowsher.  Well,  I  think  you  have  to  recognize  that  the  Cana- 
dians had  some  problems  when  they  made  their  change.  Some  of 
the  doctors  were  upset  with  going  to  this  type  of  a  system.  It  really 
started  in  one  of  their  western  provinces  rather  than  at  the  Federal 
level.  But  they  worked  themselves  through  that  type  position. 

I  think  you're  always  going  to  have  problems  with  some  of  the 
groups  that  have  had  a  certain  pattern  of  working  and  being  reim- 
bursed. And  I  think  you  can  see  here  the  insurance  companies  are 
not  anxious  for  moving  toward  this  type  of  a  Canadian  system.  So 
I  think  you  will  have  problems.  I  don't  think  it  will  be  problem  free 
at  all  to  make  the  transition. 

Mr.  Conyers.  But  the  doctors  over  there  seem  to  be  satisfied  at 
this  point. 

Mr.  Bowsher.  That's  right.  I  think  20  years  later,  today,  you  see 
a  fairly  high  degree  of  satisfaction  among  the  medical  profes- 
sionals. Some  have  left  and  come  to  this  country,  if  they  thought 
they  could  make  more  money.  But,  on  balance,  I  think  the  Cana- 
dian medical  professionals  feel  that  they  are  allowed  to  practice 
medicine  without  a  lot  of  the  hassle  that  we  have  now  in  our  sys- 
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tern.  American  physicians  face  a  lot  of  billing  costs,  auditors  coming 
in  and  checking  all  the  costs,  and  so  forth. 

I  think  right  now  many  of  our  doctors  are  very  concerned  about 
what  has  evolved  in  this  country  in  terms  of  administrative  hassle. 
Canadian  doctors  don't  have  to  put  up  with  that.  Sure,  I  think 
thevre  concerned  about  their  fee  schedule  negotiations  every  year 
in  Canada  but,  on  balance,  I  think  they've  worked  that  through. 

But  change  does  present  you  with  a  series  of  problems.  When  I 
was  over  in  Japan  I  noticed  that  some  of  their  industrial  plants, 
like  the  automobile  plants,  had  big  labor  problems,  union  problems 
years  ago.  They  finally  worked  it  through  to  more  of  a  team  ap- 
proach between  labor  and  management,  and  that's  one  of  the  rea- 
sons today  they  are  producing  such  a  fine  product.  Now  I  think  our 
industrv  is  starting  to  move  in  that  direction. 

But  those  are  tough  changes  for  whatever  interests  are  there. 

Mr.  CONYERS.  So  there  will  be  a  little  pain  in  the  beginning. 

Mr.  Bowsher.  There  will  be  pain;  no  question,  there  will  be  pain, 


Mr.  CONYERS.  Thank  you  so  much. 
Mr.  Frank  Horton. 

Mr.  Horton.  Thank  you,  Mr.  Chairman. 

Mr.  Bowsher,  you  mentioned  Japan  and  Costa  Rica,  but  are 
there  other  countries'  health  care  systems  that  you  might  have 
looked  at  to  give  us  some  guidance0 

Mr.  Bowsher.  Yes.  We've  looked  at  quite  a  few  other  countries, 
and  we're  going  to  be  issuing  another  report  in  the  summer  on  Ger- 
many, Japan,  and  France.  They  have  gone  to  a  standard  payment 
system  with  multiple  payers. 

For  example,  in  Japan,  they  have  one  carrier  for  each  of  the  larg- 
er companies,  like  Toyota.  Another  carrier  is  run  by  the  govern- 
ment for  the  small  merchants,  the  unemployed,  and  self-employed 
people.  Retired  people,  which  they  classify  as  over  age  70,  are  in- 
sured by  either  the  carrier  that  insured  them  during  their  working 
years  or  by  the  government-run  carrier. 

There  are  about  five  or  six  major  plans,  but  they  all  work  off  the 
same  fee  schedule.  In  other  words,  if  a  retired  person  or  a  person 
working  for  a  major  company  like  Toyota  or  for  a  small 
businessperson  goes  to  get  cataract  surgery  whatever  plan  they  are 
in  pays  the  exact  same  amount. 

In  Germany,  they  do  it  with  a  much  greater  number  of  what  they 
call  "sickness  funds,"  which  are  administered  pretty  much  like  a 
nonprofit,  government-regulated  organization.  They,  too,  each  reim- 
burse at  roughly  the  same  rate  for  a  given  medical  service. 

I  think  some  variation  of  this  kind  of  approach  is  what  might  be 
more  appropriate  for  the  United  States  than  the  one-payer  system 
that  Canada  has.  But  the  principle  gets  to  be  the  same,  and  that 
is  you  have  to  have  some  real  efforts  at  cost  control;  in  other  words, 
negotiating  hospital  budgets  and  physician  fees.  You  have  to  have 
a  standard  payment  system. 

In  all  these  countries  they  have  universal  access,  and  they  get 
away  from  all^  these  different  insurance  plans  and  premium  billing. 
They  just  don't  have  the  big  administrative  cost  that  we  have  built 
into  our  system. 
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Mr.  Horton.  Well,  we  certainly  have  high  administrative  costs 
built  into  our  system,  and  that's  one  of  our  very  serious  problems. 
We  have  a  couple  of  other  ingredients  in  our  system  that,  perhaps, 
they  don't  have  in  Canada  or  some  of  the  other  countries.  These 
ingredients  really  are  cause  for  concern  and  may  set  limitations  as 
to  what  we  can  do. 

One  is  the  tort  system  that  we  have  here,  which  has  severely  af- 
fected malpractice  insurance.  I  know  many  doctors  in  my  district 
have  given  up  the  practice  because  of  the  nigh  cost  of  malpractice 
insurance.  And  then  the  other  is  the  existence  of  powerful  parties 
with  interests  in  the  present  pluralistic  system. 

Would  changing  to  a  Canadian  model  step  on  some  turf,  and 
would  that  perhaps  cause  us  to  end  up  with  a  system  that  might 
be  disorganized  and  incomplete,  a  patchwork  type  of  thing,  rather 
than  what  they  have,  for  example,  in  Canada? 

Mr.  Bowsher.  Yes.  I  think  that's  always  a  danger  when  you 
come  through  our  democratic  political  system.  You're  going  to  get 
so  many  powerful  interests  pulling  and  tugging  so  that  you  could 
end  up  with  a  system  that  doesn't  get  the  savings.  So  I  think  that 
is  a  clanger  as  we  go  through  the  whole  reform  discussion. 

I  think  it's  one  of  the  things  that  the  Canadians  were  very  suc- 
cessful with;  they  kept  their  system  basically  simple,  and  it  has 
paid  off  for  them  as  a  result. 

Mr.  Horton.  What  about  the  difference  in  population;  would 
that  have  some  impact,  as  far  as  our  country  is  concerned? 

Mr.  Bowsher.  I  think  slight. 

Mr.  Horton.  Canada  has,  for  example,  a  population  of  about  26 
million;  while  we  have  something  like  240  million. 

Mr.  Bowsher.  Yes.  That's  why  I  think  we  need  more  than  one 
payer.  In  Canada,  the  Federal  Government  pays  40  percent,  and 
the  provincial  governments  pay  35  percent  and  administer  the  pro- 
grams. So  what  they  really  have  is  a  multiple  State  plan,  and  I 
think  we  would  need  something  like  that. 

Also,  we  need  some  flexibility  in  our  system  so  that  States  like 
California  that  have  gone  into  HMO's  in  a  big  way — and  I  think 
have  been  fairly  successful  with  some  of  those  approaches — should 
be  allowed  to  continue  down  that  route.  New  York  State  on  the 
other  hand,  has  not  gone  into  HMO's  so  much  and  may  not  follow 
the  same  path. 

I  think  you  need  flexibility  built  into  any  system  that  we  might 
have  in  the  United  States  because  of  the  size  of  our  country.  But 
regarding  the  diversity  of  the  culture-— a  lot  of  people  bring  up  the 
fact  that  Canada  is  a  lot  different  than  the  United  States.  I've 
never  quite  understood  that  argument.  My  mother  was  Canadian. 
I  have  more  Canadian  cousins  than  I  have  American. 

I've  been  watching  the  Canadian  health  system  since  the  middle 
1930's.  I  see  a  system  where  they  train  their  doctors  and  nurses 
the  same  way  we  train  our  doctors  and  nurses.  The  hospitals  are 
mostly  nonprofit  and  physicians  are  mostly  in  the  private  sector. 
The  people  choose  their  own  doctors. 

The  big  thing  that  changed  in  1971  was  the  payment  system. 

Mr.  Horton.  I'd  like  to  ask  you  also  to  talk  a  little  bit  about  the 
provincial  system  vis-a-vis  the  national  system. 
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Mr.  Bowsher.  Our  Medicare  system,  which  now  accounts  for  40 
percent  of  U.S.  health  costs,  is  a  Federal  system,  but  it's  adminis- 
tered through  private  insurance  firms,  like  Blue  Cross  and  Blue 
Shield.  So  that  system  is  not  too  far  away  from  the  Canadian  sys- 
tem. 

Mr.  Horton.  Mr.  Chairman,  I  guess  my  time  is  up.  If  I  don't  get 
a  chance,  I  will  submit  some  other  questions  in  writing  and  ask 
you  to  give  the  answers  to  us  for  the  record. 

Mr.  Bowsher.  Would  be  please. 

Mr.  Horton.  Thank  you. 

Mr.  Conyers.  Thank  you. 

Subcommittee  Chairman  Mike  Synar,  the  gentleman  from  Okla- 
homa. 

Mr.  Synar.  Thank  you,  Mr.  Chairman. 

Mr.  Bowsher,  in  this  country  today,  we  will  spend  $2  billion;  in 
fact,  we  will  spend  $2  billion  every  day  of  the  year  the  health  care 
cost  to  this  country  will  be  in  excess  of  $600  billion.  Is  it  over  opti- 
mistic to  believe  that  if  we  were  to  accept  a  system  similar  to  Can- 
ada that  the  long-term  savings  could  be  somewhere  in  the  neigh- 
borhood of  $100  million  to  $200  million  a  year? 

Mr.  Bowsher.  $200  billion,  you  mean. 

Mr.  Synar.  Billion. 

Mr.  Bowsher.  Yes.  If  we  could  hold  our  percentage  of  health  care 
in  the  GNP  somewhat  constant,  as  some  other  industrial  countries, 
like  Japan  and  Canada  have  done,  your  savings  would  be  in  that 
neighborhood;  in  other  words,  somewhere  between  $100  billion  and 
$200  billion.  And  there's  a  chart  on  page  69  that  lays  that  out. 

Mr.  Synar.  So  we  could  have  substantial  savings  in  the  billions 
of  dollars. 

Mr.  Bowsher.  Yes,  in  the  future.  And  that's  very  important,  if 
you  think  about  our  budget  deficit.  Last  year,  we  issued  a  report 
in  September  on  the  overall  budget  deficit,  and  I  pointed  out  that 
the  budget  deficit  was  really  $300  billion.  If  you  took  away  the  So- 
cial Security  surplus,  you'd  have  a  $400  billion  deficit. 

Now,  on  the  defense  end,  we  are  coming  down  on  substantial  re- 
ductions— from  18  Army  divisions  to  12.  When  you  get  to  the  do- 
mestic side  of  that  Federal  budget,  health  care  is  crucial.  If  you 
don't  solve  the  problem  of  health  costs  in  the  next  5  or  10  years, 
health  care  will  drive  the  domestic  budget  right  through  the  ceil- 
ing. 

To  me.  this  is  one  of  the  big  issues  for  the  Congress  to  consider. 
That  is,  now  do  you  get  on  top  of  the  cost  of  health  care — not  only, 
hopefully,  to  give  access  to  everybody  in  the  country,  but  also  to  get 
our  Federal  budget  deficit  under  control.  Health  care  is  one  of 
three  or  four  key  budget  issues. 

Mr.  Synar.  One  of  the  great  fears  that  people  have  is  that  you 
turn  over  a  system  to  government.  Yet,  our  experience,  by  the  sta- 
tistics, reflect  just  the  opposite.  Is  it  not  true  that  the  insurance 
overhead  costs  in  Canada  are  only  about  1.2  percent,  that  under 
our  own  Medicare,  overhead  dollars  are  only  about  2.5  percent? 
Yet,  with  the  private  sector,  those  same  costs  are  11  to  12  percent. 
In  some  companies,  they  could  represent  anywhere  from  40  to  50 
percent  of  the  premium.  Are  those  accurate  numbers? 

Mr.  Bowsher.  Those  are  about  right. 
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Mr.  Synar.  So  it  kind  of  shows  that  maybe  a  preventive  govern- 
ment health  care  system  saves  money  versus  costs  money? 

Mr.  Bowsher.  I  think  it  does.  I  think  the  one  thing  you've  got 
to  do  is  balance  cost  control  with  the  idea  that  government  has  to 
be  willing,  when  they  negotiate  budgets  with  the  health  profes- 
sionals, to  do  it  in  a  way  that  you  don't  end  up  with  queues  and 
problems  like  that.  So  I  think  that's  right. 

Mr.  Synar.  The  final  question  I  have  for  you,  Mr.  Bowsher,  is 
that  when  you  talk  about  health  care,  obviously  the  major  concern 
of  all  Americans  is  quality.  I  think  the  general  lesson  from  your 
study  is  that  in  order  to  nave  an  effective,  accessible,  affordable, 
health  care  system,  you  have  to  have  certain  features.  They  include 
universal  access,  universal  or  uniformed  payment  systems,  controls 
on  hospitals  and  physician  services.  If  all  of  those  were  in  place, 
do  we  sacrifice  any  quality? 

Mr.  Bowsher.  I  think  the  one  thing  that  the  statistics  indicate 
to  us  is  that  other  countries  that  have  adopted  these  features  have 
not  sacrificed  quality.  The  Germans,  the  Japanese,  the  Canadians, 
have  health  statistics  that  are  as  good  as  ours  or  maybe  even,  in 
some  ways,  better. 

Mr.  Synar.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  Thank  you,  Mr.  Synar. 

The  gentleman  from  Pennsylvania,  Mr.  Clinger. 

Mr.  Clinger.  Thank  you  very  much,  Mr.  Chairman. 

General  Bowsher,  thank  you  very  much  for  your  very  stimulating 
report  that  we  have  before  us  this  morning. 

Just  following  up  on  Mr.  Synar' s  line  of  questioning,  one  of  the 
charges  that  you  often  hear  about  in  the  Canadian  system  is  that 
we  really  have  a  system  of  health  rationing.  In  fact,  you  may  have 
the  same  quality  of  care,  but  you  don't  have  the  same  sort  of 
breadth  and  depth  of  care  that  you  would  have  in  this  country. 

This  would  be  evidenced  by  the  fact  that  we  have  many,  many 
more  specialists,  very  precise  specialists,  and  various  disciplines,  as 
compared  with  the  fact  that  in  the  Canadian  system,  there  are 
many  more  general  practitioners.  Is  that  a  fair  criticism  of  their 
system? 

Mr.  Bowsher.  I'm  not  sure  it  is.  What  they  have  is  queues  for 
some  high-tech  care.  From  what  we  could  tell,  if  you  had  an  emer- 
gency, you  went  to  the  head  of  the  line.  What  that  means  is  that 
somebody  who  has  a  bad  knee  from  jogging  too  much  or  for  some 
other  reason  needs  a  MRI  scan  might  suner  more  weeks  of  waiting, 
which  means  they  probably  have  more  discomfort,  than  they  would 
under  our  system. 

So  that  seems  to  be  the  main  problem  as  far  as  the  quality  of 
care.  Once  the  surgery  is  done,  once  they  go  to  the  doctor  to  have 
it  diagnosed,  our  impression  is  that  the  Canadian  doctors  are  every 
bit  as  good  as  ours.  A  lot  of  the  Canadian  doctors  that  we  talked 
to,  will  point  out  that  they  can  spend  a  lot  more  time  with  the  pa- 
tients and  a  lot  less  time  on  administration,  in  what  they  call  ad- 
ministrative hassle,  than  our  doctors  can. 

As  I  said,  the  statistics  indicate  that  the  Canadians  have  more 
doctor  visits  than  Americans.  Certainly,  one  thing  that  amazed  me 
over  in  Japan  was  how  few  surgeries  they  do.  They  have  very  good 
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health  outcome  statistics.  Their  mortality  rate  is  now  starting  to 
pull  away  from  ours.  The  infant  mortality  has  gone  from  20th  to 
No.  1  in  the  world. 

I  was  at  the  main  hospital  in  Tokyo  where  they  had  13  operating 
rooms,  and  they  said  they  averaged  16  surgeries  a  day  at  that 
main  hospital.  So  some  of  these  other  systems,  through  more  fre- 
quent visits  with  the  doctors  or  more  preventive  medicines,  are 
really  achieving  better  health  statistics  than  may  be  achieved  by 
our  high-tech  approach.  But  if  you  need  high  tech,  there  is  no  place 
like  America. 

Mr.  C LINGER.  Let  me  just  throw  out  two  allegations:  One  is  that 
you  might  have  to  wait  up  to  9  months  for  a  cataract  operation  in 
Canada.  You  said  that  there  was  very  little  border  crossing,  but  I'm 
told  that  in  Buffalo,  the  ophthalmologists  do  very  well  with  people 
coming  across  the  border. 

The  second  charge  is  that  if  you  are  over  a  certain  age,  and  I 
don't  know  what  that  age  is,  you  do  not  qualify  for  organ  trans- 
plants at  all. 

Mr.  Bowsher.  I'm  not  sure  about  the  latter,  to  be  very  honest 
with  you.  I  know  that  there  is  some  degree  of  judgment  being 
brought  into  their  medicine  as  to  who  would  benefit  the  most  from 
such  surgery,  and  there  is  some  rationing  along  those  lines.  But 
whether  there  would  be  any  kind  of  a  rigid  rule  about  age  I'm  not 
sure. 

Mr.  Clinger.  OK,  one  final  question.  Mr.  Horton  really  raised 
the  question  of— and  I  wonder  if  you've  looked  at  this  at  all — the 
fact  that  we  could  realize  enormous  savings,  obviously,  in  record- 
keeping and  the  auditing  and  so  forth  of  the  whole  procedural  as- 
pects of  the  thing.  But  we  do  have  this  very  serious  problem  of  tort 
reform  or  malpractice.  Did  you  make  any  kind  of  a  judgment  as  to 
how  big  a  factor  that  was? 

Mr.  Bowsher.  We  did  not  include  that  as  part  of  this  study.  We 
have  done  some  work  on  that  in  the  past,  and  we  are  still  doing 
some  more  work  on  it.  I  think  that's  an  important  issue.  I  think, 
as  any  part  of  reform,  you  would  have  to  address  that  issue.  That 
was  not  part  of  this  review. 
Mr.  Clinger.  OK.  Thank  you,  Mr.  Chairman. 
Mr.  CONYERS.  Thank  you  very  much. 
Mr.  Bustamante,  the  gentleman  from  Texas,  is  recognized. 
Mr.  Bustamante.  Thank  you,  Mr.  Chairman.  Mr.  Bowsher,  let 
me  ask  you,  does  the  Canadian  plan  have  eye  and  dental  care  in- 
cluded in  their  plan? 

Mr.  Bowsher.  No.  Some  routine  dental  care  is  excluded,  and 
some  eye — not  eyeglasses.  But  if  you  had  eye  surgery,  like  cataract 


Mr.  Bustamante.  It  would  cover  that? 
Mr.  Bowsher.  Yes. 

Mr.  Bustamante.  What  about  on  a  root  canal?  Would  it  be  the 
same  thing? 
Mr.  Bowsher.  A  root  canal?  I  don't  know. 

Mr.  Bustamante.  One  of  the  things  that  worries  Americans 
most,  and  especially  young  people  or  young  families,  is  the  tremen- 
dous expense  in  that  area.  It  seems  to  me  that  with  the  savings 
that  we  would  achieve  in  those  areas,  that  v/e  could  provide  some 
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degree  of  dental  and  some  eve  care  for  our  people.  But  let  me  go 
to  another  area,  and  that  is  tne  elderly  population  of  Canada. 

Mr.  Bowsher.  Let  me  answer  this  question  this  way.  Many  of 
the  other  countries  weVe  studied  do  include  that  as  part  of  the  

Mr.  Bustamante.  Yes,  because  what's  the  difference  between  a 
root  canal  and  a  broken  arm?  Which  is  more  expensive,  the  broken 
arm  or  the  root  canal?  Of  course,  sometimes  a  root  canal  is  just  as 
expensive.  So  it's  a  real  expense  on  that  family. 

On  the  elderly  population  of  Canada,  what  percentage  of  funds 
or  medical  cost  is  spent  in  those  areas,  the  Medicare  population  of 
Canada?  Do  we  know,  or  do  we  have  an  idea? 

Mr.  Bowsher.  The  Medicare — you  mean  the  retired  population? 

Mr.  Bustamante.  The  retired  population. 

Mr.  Bowsher.  Theirs  is  slightly  less  as  a  percentage  of  their  pop- 
ulation than  ours,  yes.  One  of  the  reasons  is  that  the  large  immi- 
gration movement  has  brought  younger  people  into  their  country. 

But  lots  of  times,  thev  have  to  give  more  health  care  to  some  of 
the  people  who  are  coming  in  through  immigration.  So  I'm  not  sure 
that  it  doesn't  trade  off. 

Mr.  Bustamante.  What  would  be  our  percentage  of  medical  cost 
as  far  as  our  retired  population  is  concerned?  Is  it  50  percent,  60 
percent? 

Mr.  Bowsher.  Forty  percent  in  hospitals  and,  roughly,  45  per- 
cent with  our  physician  fees. 

Mr.  Bustamante.  One  of  the  concerns  that  I've  always  had  in 
projecting  the  cost  of  medical  care  is  our  experience  with  Medicare 
and,  of  course,  our  Medicaid.  But  the  Medicare,  we  spend,  what, 
about  $116  billion  right  now? 

Mr.  Bowsher.  On  Medicaid? 

Mr.  Bustamante.  On  Medicare. 

Mr.  Bowsher.  Medicare?  About  $109,  $110. 

Mr.  Bustamante.  One  hundred,  somewhere  around  there. 

Mr.  Bowsher.  Yes.  So  you're  close. 

Mr.  Bustamante.  It's  supposed  to  be  about  $126  billion,  and  we 
cut  it  down  to  about  $110,  $111  billion.  In  1962  or  1964,  when  we 
first  adopted  the  program,  it  cost  us  $1  billion.  In  the  next  20  or 
30  years,  it  was  supposed  to  cost  us  less  than  $50  billion.  Those 
were  the  projections.  Here  we  are  not  even  to  the  end  of  the  cen- 
tury, and  we  re  spending  more  than  three  times  the  projected  esti- 
mates. 

Mr.  Bowsher.  One  of  the  reasons  is  that  when  we  went  into 
Medicare,  we  didn't  put  any  real  cost  control  features  into  it,  and 
we  pretty  much  bought  into  whatever  the  system  was.  It  was  a 
cost-reimbursable  system  at  the  time.  So,  whatever  the  cost  worked 
out  to  be,  that's  what  the  Federal  Government  paid. 

In  recent  years,  as  you  point  out,  we  have  been — the  government 
has  made  some  changes  on  some  of  the  programs,  and  they've 
achieved  a  more  flattening  of  the  curve. 

Mr.  Bustamante.  What  happens  in  the  area  of  choice  under  a 
national  plan  or  the  Canadian  plan? 

Mr.  Bowsher.  On  the  

Mr.  Bustamante.  Choice.  I  want  to  go  to  a  doctor,  a  specific  doc- 
tor. 

Mr.  Bowsher.  Oh,  yes.  The  Canadian  system  has  total  choice. 
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Mr.  Bustamante.  Has  total  choice? 

Mr.  Bowsher.  Yes.  In  other  words,  they  go  to  their  own  physi- 
cian. Again,  their  physician  might,  if  they  need  surgery,  rec- 
ommend a  surgeon,  but  they  can  g&  to  any  surgeon. 

Mr.  Bustamante.  Mr.  Chairman,  I  appreciate  you  having  this 
hearing. 

Certainly,  Mr.  Bowsher  and  your  associates,  thank  you  so  much 
for  being  here  with  us  today. 

Mr.  Bowsher.  Thank  you. 

Mr.  Conyers.  Thank  you,  Mr.  Bustamante. 

Mr.  Al  McCandless,  the  gentleman  from  California. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

I  can't  help  but  reflect  a  little  provincialism  that  the  State  of 
California  has  probably  3  million  more  people  in  it  than  the  entire 
Canadian  nation.  Having  been  involved  in  the  health  care  delivery 
system  there  in  another  life,  another  elective  office,  I'm  looking  for 
some  solutions  to  the  problems.  I  appreciate  the  chairman's  inter- 
est in  this  subject. 

As  an  observation,  relative  to  your  study  in  Canada,  which  is 
what  you're  here  to  share  it  with  us,  would  you  say  that  the  gen- 
eral society  that  receives  this  medical  care  is  more  disciplined  in 
terms  of  what  it  does  on  a  daily  basis  in  its  overall  habits  and, 
therefore,  less  need  for  health  care  delivery  is  needed,  or  is  that 
something  that  would  not  necessarily  hold  true? 

Mr.  Bowsher.  I  think  there's  an  element  of  less  need  for  health 
care  in,  say,  the  emergency  rooms  of  our  big  cities.  They  don't  have 
the  gunshot  wounds  and  the  crime  and  some  of  the  other  things 
that  we  have  in  some  of  our  larger  cities. 

One  illustration,  we  were  up  at  the  Toronto  General  Hospital 
about  a  year  ago  when  we  were  doing  this  study.  In  the  emergency 
room,  they  said  that  when  they  got  a  gunshot  wound,  everybody  in 
the  residency  and  interns  came  down  to  see  how  it  was  handled. 

If  you  were  in  the  emergency  room  of  one  of  our  large  hospitals 
in  one  of  our  large  cities,  nobody  would  think  that  that  was  unique. 
So  I  think  there's  some  element  of  truth  in  what  you  say.  However, 
if  you  get  into  the  rest  of  Canada  versus  the  rest  of  the  United 
States,  I  think  it's  a  very  similar  population  and  culture  myself. 

Mr.  McCandless.  Regarding  the  density  of  the  area  which  you 
talked  about,  the  largest  city  is  probably  Toronto,  doesn't  have 
about  a  million  people? 

Mr.  Bowsher.  Toronto  is  the  largest  city,  I  believe. 

Mr.  McCandless.  About  a  million  people? 

Mr.  Bowsher.  Oh  no,  a  good  deal  more  than  that.  I  don't  know, 
but  for  metropolitan  Toronto  it  would  be  more  than  a  million.  I 
know  that. 

Mr.  McCandless.  Beyond  what  you  have  spoken  about,  the 
emergency  room  scenario,  from  your  experience  in  investigating 
this  and  making  comparisons  to  the  United  States,  do  we  have, 
with  additional  urban  areas  such  as  we  have  in  the  United  States, 
do  we  have  additional  problems  that  are  indigenous  to  the  urban 
area  beyond  the  emergency  room  scenario  that  you've  painted? 

Mr.  Bowsher.  I  think  one  of  the  big  problems  is  our  drug  culture 
and  their  crack  babies.  I  think  we  spend  a  tremendous  amount  of 
money  on  these  poor  unfortunate  children  that  are  born  generally 
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with  low  birth  weight.  We  have  more  than  that,  by  far,  than  any 
other  country,  any  of  the  industrial  countries. 

Mr.  McC  AND  less.  You  touched  on  this  in  an  answer  to  one  of  the 
other  questions,  but  I'd  like  for  you  to  maybe  expand  on  it  in  the 
time  that  we  have.  The  population  mix,  relative  to  age  in  Canada, 
as  compared  to  the  United  States,  number  of  people  over  65,  or 
however  you  wish  to  break  it  up,  is  there  a  parallel  there  or  is 
there  a  discrepancy  that  one  would  want  to  note? 

Mr.  Bowsher.  Their  numbers  are  less  than  ours.  In  other  words, 
we  have  more  people  over  65  than  Canada  does.  But  in  Japan,  they 
have  many  more  than  we  have. 

Mr.  McCandless.  Is  that  a  percentage  to  the  total  population? 

Mr.  Bowsher.  Percentage  of  the  total  population,  yes. 

Mr.  McCandless.  What  about  over  30,  over  40,  or  under  30,  how 
does  that  stack  up  as  you  go  across  in  the  age  areas? 

Mr.  Bowsher.  We  don't  have  it  here.  I  think  we  might  have  it 
in  our  work  papers.  Maybe  we  could  provide  it  for  the  record. 

Mr.  McCandless.  My  point  being,  obviously,  that  if  you  have 
certain  people  in  certain  categories,  they  are  going  to  require 
additional — — 

Mr.  Bowsher.  The  one  thing  that  Janet  just  reminded  me  of,  is 
that  Germany,  too— Germany  and  Japan  have  a  higher  percentage 
of  their  senior  citizens  than  the  United  States  as  a  percentage. 

Mr.  McCandless.  But  we're  talking  here  about  a  Canadian  sys- 
tem for  comparison. 

Mr.  Bowsher.  The  Canadians,  they're  less.  Yes,  the  Canadians 
are  less. 

Mr.  McCandless.  One  more  quick  question,  if  I  may.  We  have 
a  fee  schedule  dependent  upon  the  cost  of  health  care  delivery  at 
a  retail  basis  in  the  United  States.  If  I  understood  correctly  one  of 
your  previous  answers,  or  in  your  statement,  there  wasn't  that 
kind  of  activity  in  Canada.  There  was  one  fee  per  province? 

Mr.  Bowsher.  Yes,  one  fee  per  province,  that's  right. 

Mr.  McCandless.  So  it  would  address  the  differences  in  the  cost 
of  health  care  delivery  if  there  were  a  difference  between  British 
Colombia  and  Quebec? 

Mr.  Bowsher.  That's  right.  In  other  words,  you  could  have  a  dif- 
ference on,  say,  a  cataract  fee  schedule  between  those  two  prov- 
inces. 

Mr.  McCandless.  Right. 

Mr.  Conyers.  Thank  you,  Mr.  McCandless. 

The  gentleman  from  California,  Mr.  Martinez. 

Mr.  Martinez.  Yes.  Mr.  Bowsher,  how  do  the  doctors  in  Canada 
obtain  their  education?  Are  they  foreign  doctors,  foreign  to  Canada, 
and  come  in  trained  from  someplace  else?  I  imagine  there  are  doc- 
tors that  are  trained  there.  What  I'm  trying  to  get  at  is,  what  is 
the  cost  of  an  education  for  a  doctor  there  as  compared  to  the  Unit- 
ed States? 

Mr.  Bowsher.  Their  education  is  subsidized  up  there.  They  don't 
pay  anything  near  what  our  doctors  would  pay  to  get  a  medical 
education.  That's  pretty  much  true  in  all  the  industrial  countries. 

Mr.  Martinez.  Because,  that's  a  part  of  the  equation.  Where  our 
doctors  end  up  having  to  charge  certain  fees  because  initially  they 
are  paying  back  the  loans  they  take  for  the  equipment  to  set  up 
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their  office  and  practice  and  then  their  education,  too,  Canada's 
doctors  do  not  have  that  initial  payback  of  educational  loans. 

So  there  is  a  factor  that  has  to  be  equated  in  how  we  would  be 
able  to  apply  that  here.  We  would  have  to  do  something  about  sub- 
sidizing doctors  here  to  get  educated. 

Mr.  Bowsher.  Up  there  they  have  to  spend  money  and  go  into 
debt  to  set  up  their  practice,  just  like  our  doctors,  but  their  initial 
education  is  not  nearly  as  costlv. 

Mr.  Martinez.  In  Mexico,  they  have  a  system  where  they  edu- 
cate a  talented  young  person  to  be  a  doctor,  totally  subsidized  by 
the  Mexican  Government.  However,  the  payback  is  that  when  he 
goes  into  private  practice  he  contributes  a  portion  of  that  time,  at 
least  half  of  that  time,  to  providing  care  without  fee  to  the  poor 
that  need  medical  care  that  can't  afford  it.  This  is  one  way  to  get 
around  the  high  cost  of  it. 

You  studied  foreign  countries,  Have  you  looked  at  the  Hawaiian 
plan? 

Mr.  Bowsher.  The  Hawaiian  plan?  Yes,  we  are  looking  at  it 
presently. 

Mr.  Martinez.  Because  every  man,  woman,  and  child  in  Hawaii, 
whether  or  not  they  work,  are  covered  for  insurance.  They  find 
their  health  costs  going  down  too  because  of  preventive  medicine. 
As  a  result,  those  that  are  working  are  paying  for  it  through  some 
kind  of  a  deduction  system.  But  they  pay  for  everybody,  and  it  real- 
ly doesn't  cost  anybody  that  much. 

I  would  think  that  with  the  same  kind  of  system  in  place  that 
we  have  here  in  the  United  States,  that  would  be  a  plan  that  we 
would  be  looking  at  to  impose  here  rather  than  the  Canadian  plan, 
which  has  a  lot  of  different  factors. 

Mr.  Bowsher.  Yes. 

Mr.  Martinez.  What  percentage  of  the  total  population  actually 
participate  in  the  Canadian  program? 
Mr.  Bowsher.  Everyone. 

Mr.  Martinez.  No,  no,  I  mean  actually  avail  themselves  of 
health  care. 
Mr.  Bowsher.  Oh,  each  year  you  mean? 
Mr.  Martinez.  Yes. 

Mr.  Bowsher.  I  don't  have  that  number.  Again,  111  check  our 
work  papers  and  see  if  we  have  it. 
Mr.  Martinez.  All  right. 

Mr.  Bowsher.  If  we  don't,  we'll  try  to  get  it  for  you. 

Mr.  Martinez.  There  are  other  factors  some  of  my  colleagues 
have  brought  out  about  why  it  costs  more  here.  But  you  talk  about 
a  single-payer  system.  In  effect,  for  that  money  that  the  Federal 
Government  spends,  don't  we  have  a  single-payer  contract  with,  I 
think,  Blue  Cross  to  make  out  the  payments? 

Mr.  Bowsher.  Our  Medicare  system  is  somewhat  like  a  single- 
payer  system.  We  do  contract  with  carriers  to  handle  payments. 
But  what  we  have  on  top  of  that  is  other  insurance.  So  we  have 
a  feature  of  a  single  payer  for  Medicare,  but  even  among  the  re- 
tired people,  they  have  lots  of  different  plans  on  top  of,  literally, 
their  Medicare  plan.  That  all  builds  into  the  administrative  costs 
and  the  administrative  overhead. 
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Mr.  Martinez.  I  would  really  be  interested  in  finding  out  annu- 
ally what  percentage  of  people  actually  receive  medical  treatment 
there. 

One  of  the  things  about  the  Hawaiian  plan  that  was  stated,  was 
that  it  might  not  be  able  to  be  superimposed  on  the  whole  United 
States  because  of  the  population  difference  and  the  ranges  in  ages 
and  everything  else.  I  don't  see  that  as  really  a  problem,  because 
you  simply  adjust  to  those  greater  populations. 

But,  here  again,  if  the  populations  are  younger,  I  think  that  is 
a  factor.  I  think  in  Hawaii  they  are  younger  than  here.  I  would  like 
to  know  that,  if  you  could  find  that  out  for  me. 

Mr.  Bowsher.  We  will  try  to  do  that  for  you. 

Mr.  Martinez.  Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  Thank  you,  Mr.  Martinez. 

The  gentleman  from  Illinois,  Mr.  Dennis  Hastert. 

Mr.  Hastert.  I  thank  the  chairman,  and  am  certainly  intrigued 
with  your  testimony  today,  General  Bowsher.  I  think  one  of  the 
things  we  see  a  real  difference  of  between  Canada  and  this  country, 
for  instance,  is  what  health  expectations  really  are. 

When  you  look  at  the  number  of  cardiac  care  units  per  capita, 
we  have  10  times  as  many  in  this  country  as  the  Canadians  do. 
When  you  look  at  renal  dialysis  centers,  we  have  three  times  as 
many  per  capita  as  the  Canadians  do.  We  have  magnetic  resonance 
imaging  centers.  We  have  five  times  as  many  per  capita  as  the  Ca- 
nadians do.  When  you  start  to  look  at  things  like  cataract  clinics, 
you  can't  even  begin  to  compare  the  numbers. 

Our  senior  citizens  who  need  renal  dialysis  don't  want  somebody 
in  the  government  saying,  "Sorry,  you're  55  years  of  age,  you  don  t 
qualify.  That's  one  of  the  real  differences  between  the  Canadian 
system  and  the  American  system.  In  Canada  you  have  a  govern- 
ment starting  to  determine  what  type  of  health  care  people  are 
going  to  get.  Politically,  that's  a  tough  apple  to  try  to  bite  into. 
Would  you  care  to  comment  on  that? 

Mr.  Bowsher.  Yes.  There's  no  question  that  we  have  a  lot  more 
facilities  than  they  do.  Some  of  the  people  in  the  medical  world 
would  say  that  maybe  some  of  us  are  being  overoperated  on  by  our 
medical  system,  but  I  won't  make  any  comment  on  that. 

Mr.  Hastert.  But  would  you  agree  that  

Mr.  Bowsher.  But  there's  no  question  the  facilities  are  far  more 
numerous  in  this  country.  We  have  more  MRI,  but  that's  what 
drives  up  our  cost.  In  other  words,  do  we  need  all  those  MRIs? 

I  went  up  to  Marshfield,  WI,  last  year  at  the  Marshfield  Clinic. 
I  don't  know  whether  you're  familiar  with  that,  Mr.  Congressman, 
being  from  Illinois,  but  that  is  really  quite  an  impressive  operation. 
What  they  are  doing,  they  are  tying  into  the  doctors  in  the  various 
small  towns  around  Marshfield 

They  have  a  big  MRI  place.  They  have  a  lot  of  high  tech.  They 
do  all  the  lab  work.  But  then  you  go  to  a  small  town  just  down  the 
road,  and  you  see  an  MRI  unit  in  a  van,  literally,  in  a  semitrailer 
truck.  That's  a  hospital  that  doesn't  buy  into  the  Marshfield  Clinic. 
They're  running  their  own  show,  which,  of  course,  they  have  every 
right  to  do.  But  as  the  doctors  said,  how  good  is  that  system,  as 
it  bounces  along  the  highway?  But  somebody  is  making  money  off 
that  semitrailer. 
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We  have  a  lot  of  medical  capacity  in  this  country  so  that  the  pa- 
tient can  go  find  somewhere  to  do  the  test.  But  government  is  not 
getting  in  the  way,  really,  up  in  Canada  other  than  limiting  the 
number  of  facilities  that  they  are  willing  to  finance. 

It's  really  a  matter  of  getting  into  the  system,  and  whether  your 
doctor  thinks  you  need  that  heart  surgery  right  away.  If  he  thinks 
you  need  it  right  away,  then  he  tries  to  get  you  right  in  for  your 
treatment.  If  he  thinks  that  you  don't  need  it  right  away,  then 
there  is  the  waiting  list,  that  is,  the  queues. 

Even  though  they  have  their  patients  waiting,  they  run  a  very 
efficient  operation  in  most  of  those  high-tech  areas. 

Mr.  Hastert.  The  fact  is,  when  you  start  to  queue  up,  it  means 
that  you  don't  have  the  capacity  to  handle  the  people  who  are  sick. 

Mr.  Bowsher.  That's  right.  You  don't  have  enough— — 

Mr.  Hastert.  I  have  a  second  point  I'd  like  to  discuss  with  you, 
there's  a  tort  system  that  we  have  in  this  country.  From  my  view, 
we  desperately  need  some  type  of  tort  reform  system.  Part  of  the 
reasons  that  you  have  as  many  magnetic  resonance  imaging  units 
is  because  hospitals  and  doctors  have  to  protect  themselves  from 
the  courts  or  those  who  would  like  to  adjudicate  them  in  the  courts. 

You  know,  we  have  a  system  that  forces  doctors  to  sometimes 
order  three  times  as  many  tests  as  a  Canadian  doctor  because  our 
doctors  are  in  jeopardy  of  being  called  to  court.  You  know,  when 
you  start  to  look  at  the  upfront  costs  of  medical  care  in  this  coun- 
try, the  courts  are  driving  that  cost  sometimes  more  than  the  sick- 
ness of  the  individuals. 

Mr.  Bowsher.  I  agree  with  you  in  that  the  tort  system,  and  the 
medical  malpractice,  and  the  defensive  medicine  is  all  part  of  the 
cost  problem  in  this  country;  no  question. 

Mr.  Hastert.  Last  point  Fd  like  to  talk  about,  you  talked  about 
the  Tokyo  hospital  which  is  in  a  city  of  about  16  million.  It  depends 
on  what  you  look  at  and  what  you  don't  look  at.  You  say  they  do 
16  surgeries  a  day.  Now,  are  there  other  hospitals  in  Tokyo? 

Mr.  Bowsher.  Yes,  but  this  is  the  largest  hospital. 

Mr.  Hastert.  But  you  start  to  look,  that's  one  surgery  for  that 
hospital  per  million  people  a  day.  I'm  just  simply  saying  that  prob- 
ably those  people  aren't  getting  the  services  that  we  get.  So  the 
real  difference  and  the  real  pain  in  adapting  our  health  system  to 
a  Canadian  health  system  is  we're  going  to  have  to  change  people's 
expectations,  what  they  deserve  and  what  they  should  have  in 
health  care. 

I  thank  the  chairman. 

Mr.  Conyers.  Thank  you  very  much. 

The  gentleman  from  California,  Gary  Condit.  Then  we're  going  to 
recognize  our  special  visitor  from  banking  after  that,  if  she  can 
wait  that  long. 

Mr.  Condit.  Thank  you,  Mr.  Chairman.  I  first  would  like  to  com- 
mend the  chairman  for  holding  the  hearing.  This  is  an  extremely 
important  subject  for  the  citizens  of  this  country.  We  need,  as 
quickly  as  possible,  to  move  to  a  comprehensive  health  policy  for 
the  country,  and  I  appreciate  the  witnesses,  Mr.  Bowsher,  for  being 
here  today  and  providing  us  this  information.  I  think  it's  very  im- 
portant. 
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I  would  like  to,  if  I  may,  Mr.  Chairman,  because  of  time  con- 
straints, submit  a  written  statement,  with  your  permission. 
Mr.  Conyers.  Without  objection,  so  ordered. 
[The  prepared  statement  of  Mr.  Condit  follows:] 
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STATEMENT  OF  CONGRESSMAN  GARY  A.  CONDIT 
BEFORE  THE 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
JUNE  4,  1991 

Mr.   Chairman,   I  commend  you  for  requesting  the  GAO  to  conduct 
a  major  study  of  what  the  United  States  can  learn  from  the  Canadian 
health  insurance  system  and  for  holding  this  hearing.     I  appreciate 
the  work  done  by  the  Charles  Bowsher,  Comptroller  General  of  the 
Accounting  Office  and  thank  him  and  the  other  witnesses  for  joining 
us  today. 

The  need  to  reform  the  American  health  care  system  is  clear. 
The  problem  of  runaway  costs  affects  every  American  —  senior 
citizens,  workers,   the  unemployed,  businessmen,  and  employers.  I 
am  sure  that  all  would  agree  that  our  national  healthcare  system  is 

simply  out  of  control. 

I  hope  that  today  Mr.  Bowsher  will  offer  some  insight  on  the 
problems  of  health  care  in  rural  America.     All  too  often,  the 
operating  costs  of  health  care  providers  in  rural  areas  are  even 
greater  than  those  in  urban  areas.     In  many  rural  communities, 
hospitals  are  the  primary  and  sole  health  care  provider. 
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There  are  often  physician  shortages  and  individuals  have  to  travel 
miles  for  emergency  care.     The  need  to  concentrate  on  the 
efficiency  and  cost  effectiveness  of  our  health  care  system  in 
rural  America  cannot  be  overlooked. 

Given  that  approximately  11.5%  of  our  nation's  GNP  goes  to 
health  care,  one  of  our  priorities  must  be  to  find  a  way  to  reduce 
costs.     The  government  has  a  deep  responsiblity  to  ensure  that 
relevant  government  programs  and  agencies  are  run  efficiently  and 
economically . 

We  desperately  need  a  sound  national  health  care  policy,  one 
that  addresses  the  needs  of  our  nation,  with  an  emphasis  on  access, 
economy,  efficiency  and  quality.     I  look  forward  to  the  testimony 
of  the  witnesses  and  am  sure  that  I  will  benefit  from  their 
testimony . 
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Mr.  Condit.  I'd  like  to  just  ask  one  question  or  make  one  point. 
In  your  written  statement,  you  mentioned  that  most  hospitals  are 
private  and  nonprofit  institutions  in  the  Canadian  system.  I'm  sure 
you're  aware  of  California. 

In  this  country,  we  have  a  significant  number  of  proprietary 
health  care  institutions,  proprietary  hospitals,  profitmaking  hos- 
pitals. How  do  those  facilities  fit  in  the  Canadian  system?  Do  they 
participate  as  full  participants  in  uniform  fees?  Do  they  accept  the 
insurance  payments  from  the  government?  Can  you  respond  to  how 
they  are  treated,  and  whether  or  not  they  participate? 

Mr.  Bowsher.  Yes.  They  have  very  few,  because  starting  in 
1971,  when  they  went  to  this  system,  they  had  basically  what  we 
had  in  this  country,  and  that  is  mostly  nonprofit,  private  hospitals 
rather  than  the  for-profit  hospitals,  which  our  country  has  built  up 
since  the  1971  time  period.  We  did  not  really  look  at  that  issue,  so 
I  don't  have  the  answer  for  you. 

Mr.  Condit.  If  we  were  to,  just  to  follow  up,  if  we  were  to  adopt 
a  Canadian  type  of  system,  we  would  have  to  deal  with  that  issue. 

Mr.  Bowsher.  We'd  have  to  deal  with  that,  right. 

Mr.  Condit.  Do  vou  have  any  ideas  how  we  would  deal  with  prof- 
itmaking facilities; 

Mr.  Bowsher.  I  think  they  would  get  the  same  payment  rate, 
and  I  think  that's  probably  how  it  works  in  Canada.  But  let  us  do 
some  further  review  and  get  back  to  you  on  that. 

Mr.  Condit.  It  is  a  significant  industry. 

Mr.  Bowsher.  It  is  a  significant  part. 

Mr.  Condit.  I  think  that  it  ought  to  be  something  that  we  look 
at.  I  would  certainly  encourage  you  to  look  at  it,  and  I'd  like  to 
have  a  response.  That's  really  all  I  have,  Mr.  Chairman.  Thank 
you. 

Mr.  Conyers.  Thank  you  very  much. 

Mr.  Shavs  has  allowed  the  gentlewoman  from  Ohio  to  proceed 
now  out  of  order.  We  welcome  Mary  Rose  Oakar,  who  was  on  the 
Pepper  Commission  that  examined  this  question  a  few  years  back. 

Ms.  Oakar.  Mr.  Chairman,  may  I  thank  you  and  my  colleagues 
for  your  courtesy  to  me.  Fm  not  on  the  committee,  but  I  thought 
it  was  such  a  wonderful  thing  that  you  had  a  GAO  report  done  on 
this  issue  that  I  thought  I  would  just  quickly  share  a  couple  points 
with  you. 

The  Pepper  Commission  examined  plans  internationally.  I 
thought  the  Australian  plan,  myself,  was  about  the  best  one  we 
looked  at.  But  there  were  three  options  that  the  staff  factored  out 
in  terms  of  cost.  One  was  the  option  of  subsidizing  and  improving 
access  to  private  insurance  and  expand  Medicaid,  which  is  what 
some  people  are  talking  about. 

The  other  option  was  what  the  8  to  7  vote  produced,  and  that's 
the  report  recommending  an  employer-based  system,  phasing  it  in 
over  5  years,  to  include  all  Americans.  The  last  option  was  an  op- 
tion I  presented  which  was  universal  comprehensive  health  cov- 
erage. 

All  of  these  options  included,  by  the  way,  long-term  care  which, 
if  I'm  not  mistaken,  the  Canadian  plan  includes,  too.  That's  a  very- 
important  factor  because  there  are  8  million  people  who  need  home 
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care  services  and  long-term  care  services,  such  as  nursing  home 
care. 

The  Pepper  Commission  staff  findings  complement  what  the  dis- 
tinguished head  of  the  GAO  is  saying  when  you  offer  universal 
comprehensive  coverage,  including  acute  care,  preventive  health 
care,  which  we  do  not  do,  by  and  large.  There  are  also  40  million 
Americans  who  are  underinsured  besides  the  other  statistic. 

When  you  include  the  long-term  care  factor  which  addresses  the 
point  that  Mr,  Bustamante  made  about  why  do  we  spend  so  much 
on  elderly  and  so  on,  many  of  them  shouldn't  be  hospitalized.  They 
should  get  homemaker  services  which  are  cheaper,  but  we  dont 
have  policies  that  do  that.  The  Canadians  and  others  do.  I  think 
that  is  verified. 

The  other  point  I  would  like  to  just  briefly  make,  Mr.  Chairman, 
is  that  what  that  12.2  or  12.6  percent  of  the  GNP  translates  into 
is  $700  billion  that  Americans  spend  on  private  or  public  insur- 
ance. For  those  individuals  who  think  that  the  government  is  not 
involved,  the  fact  of  it  is  that  $209  billion  is  private  insurance. 
Much  of  the  rest  are  public  policies  on  State,  local,  and  Federal 
Government  policies. 

So  the  fact  is  the  government  is  as  involved  as  any  other  entity 
in  terms  of  providing  health  care.  So,  Mr.  Chairman,  the  last  point 
that  Fd  like  to  make  with  respect  to  all  the  waiting  lines  and 
things  that  critics  will  say  related  to  the  Canadian  plan,  the  fact 
is  that  our  doctors  and  licensed  health  practitioners  are  indeed 
more  trained  on  the  back  end,  that  is,  for  specialized  programs. 

The  Canadians  are  more  involved  in  wellness  and  preventive 
care.  But  we  have  access  to  our  specialists — we're  not  going  to  lose 
these  doctors  that  do  open  heart  surgery  or  cataract  surgery,  They 
are  there.  So  we  don't  have  to  have  those  kinds  of  waiting  lists. 

By  the  way,  in  terms  of  cataract  surgery,  it's  ambulatory  in  this 
country.  One  of  the  areas  that  I  think  is  very  important  is  that  we 
revolutionized  the  manner  in  which  cataract  surgery  is  done.  That's 
why  you  can  go  in  and  out  in  1  day.  Not  other  countries  are  as  ad- 
vanced, But  we  have  ail  these  people  that  know  how  to  do  that,  so 
you  wouldn't  have  to  have  those  waiting  lines. 

Finally,  in  the  area  of  drugs,  which  I  think  you  make  a  point 
about,  when  you  include  prevention,  that  is,  treatment  of  dru<*  and 
alcohol  substance  abuse,  as  part  of  a  policy,  which  the  Canadians, 
and  English,  and  French,  and  Australians,  and  Italians  do,  that  is 
part  of  the  prevention.  If  you  would  treat  that  pregnant  woman,  be- 
fore she  has  the  cocaine  baby,  for  addiction,  you  wouldn't  have  that 
high  cost.  So,  with  those  remarks,  Mr.  Chairman,  I  look  forward 
to  testifying  formally.  But  I  think  what  you  have  done  in  this  dis- 
tinguished committee,  along  with  your  distinguished  minority  lead- 
er, by  having  this  report,  I  think  dispels  the  notion  that  we  can't 
do  better  and  do  it  cheaper  and  cover  the  77  million  Americans 
who  are  underinsured  or  not  insured  in  this  country.  Thank  you, 
Mr.  Chairman. 

Mr.  Conyers.  You're  more  than  welcome,  Ms.  Oakar.  That  was 
a  pretty  long  question,  General  Bowsher.  I  don't  know  if  you  want 
any  parts  of  it  repeated,  or  would  you  like  to  make  some  com- 
ments? 
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Mr.  Bowsher.  No.  I  think  she  makes  the  points  very  well.  I 
know,  having  been  on  the  Pepper  Commission,  why  they've  delved 
into  many  of  these  same  issues.  I  did  not  spend  a  lot  of  time  today 
on  the  problems  of  our  health  care  system  in  this  country. 

But  I  think  one  of  the  things  Congresswoman  Oakar  brought  up 
is  very  key,  and  that  is  that  a  lot  of  our  plans  are  really  putting 
a  tremendous  financial  burden  on  the  States  and  the  local  govern- 
ments in  the  Medicaid  area.  If  you  talk  to  people  from  some  of  the 
States  and  the  cities  that  are  in  deep  financial  trouble  right  now, 
they'll  tell  you  that  health  care  is  one  of  the  big  things  that's  driv- 
ing that  problem. 

It's  also  true  in  some  of  your  older  industries — your  steel  indus- 
tries, your  auto  industries.  One  of  the  things  I  found  very  interest- 
ing in  Japan  is  that  they've  got  the  system  geared  to  the  fact  that 
all  industry  pays  the  same.  So  if  you  have  a  mature  company  that 
has  older  workers,  they're  not  going  to  get  penalized  versus  a  com- 
pany that  has  younger  workers. 

The  reason  they've  done  that  is  because  they  don't  want  to  put 
that  heavier  burden  on  some  of  their  older  and  mature  firms  I 
think  some  financial  features  are  very,  very  important  when  you're 
looking  at  the  reform  area.  Fm  glad  she  brought  those  up. 

Mr.  Conyers.  Thank  you  very  much. 

The  gentleman  from  Connecticut,  Mr.  Chris  Shays. 

Mr.  Shays.  Thank  you,  Mr.  Chairman  and  Mr.  Ranking  Member. 
I  want  to  thank  both  of  you  for  conducting  these  hearings.  Mr. 
Bowsher,  for  your — I'm  tempted  to  say  very  fine  report,  but  we  got 
it  today,  and  I  haven't  read  it.  But  glancing  through  it,  there's  a 
lot  here  for  us  to  look  at  and  to  study.  So  I  thank  you  for  that 
work. 

I'm  convinced  that  we  will  go  to  universal  coverage  in  the  years 
to  come.  The  question  is  how  long  will  it  take?  We're  being  driven 
that  way  by  the  33  uninsured  and  the  40  million  who  have  partial 
insurance.  We're  being  driven  that  way  because  even  corporate 
presidents  now  say  their  health  care  costs  represent  too  much  a 
part  of  their  product  when  they  compete  overseas.  So  it  seems  to 
be  all  coming  together. 

My  biggest  fear,  though,  is  that  in  the  process  of  doing  that,  that 
we  will  one,  either  compromise  the  health  quality  that  we  have 
today,  or  two,  literally  bankrupt  our  government  in  the  process. 
That's  why  I  just  find  your  comment  quite  stunning  when  you  say 
on  page  6,  "The  key  lesson  of  the  Canadian  experience  is  that  it 
is  possible  to  have  universal  coverage  of  health  care  without  incur- 
ring additional  costs  if  reform  also  includes  simplification  of  the 
payment  system  and  more  effective  expenditure  control." 

I'm  just  struck  by  the  fact,  do  you  think  this  is  one  possible  in 
this  country  to  do  that? 

Mr.  Bowsher.  Yes,  we  do. 

Mr.  Shays.  Now,  for  that  to  be  possible,  we  have  to  make  some 
assumptions.  Based  on  this  statement,  though— and  I  pray  that  it 
will  be.  If  it  will,  then  we've  got  a  bright  future  ahead  of  us.  But 
I  guess  the  question  I  really  get  into  is  that  what  really  constitutes 
effective  expenditure  control? 
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Let  me  start  by  asking,  do  we  have  to  brine  back  the  system 
from  where  it  is  now  or  just  take  a  system  we  have  now  and  just 
control  future  costs? 

Mr.  Bowsher.  I  think  that  what  you  would  want  to  do  is  make 
sure  you  get  control  over  the  fee  schedules  that  the  physicians 
charge.  Then  you've  got  to  get  some  kind  of  a  cost-control  plan  over 
the  hospital  expenses.  That's  basically  what  the  Canadian  system 
has  done. 

Initially,  I  think  you  would  start  off  with  your  present  plan. 
WeVe  made  some  start  in  this  area  if  you  think  of  what  Medicare 
has  done  here  in  recent  years  with  their  fee  schedules.  So  if  you 
start  there,  then  I  would  think  that  you  would  try  to  get  what  you 
believe  would  be  more  balance  into  that  as  the  years  go  on.  You 
would  try  to  do  it  in  a  way  that  kept  your  cost  as  a  certain  percent- 
age of  GNP,  which  is  what  some  of  the  other  countries  that  have 
achieved  this  have  tried  to  do. 

That  forces  you  to  look  for  additional  efficiencies  in  the  future  be- 
cause you  have  to  finance  the  new  technology,  too.  In  other  words, 
you  have  to  be  looking  at— 

Mr.  Shays.  Only  because  I  have  5  minutes,  I  get  the  gist  of  what 
you're  saying.  For  instance,  two  nights  ago  I  was  with  a  physician 
who  wants  to  ease  back  on  his  practice,  but  he's  getting  out  of  it 
entirely.  I  said,  "Why  are  you  getting  out  of  it  entirely^  He  said 
it  cost  him  $50,000  just  for  his  insurance.  Whether  it's  one  patient 
or  10,000,  it's  $50,000. 

Your  report  does  not  look  at  malpractice.  You  point  that  out.  Am 
I  to  assume  that  the  Canadian  system  does  not  have  a  malpractice 
problem? 

Mr.  Bowsher.  It  is  much  smaller.  I  think  we  point  out  in  our  re- 
port that  they — U.S.  physicians  have  10  times  the  cost  on  their 
malpractice  insurance  as  the  Canadians  do.  So  that's  a  very  signifi- 
cant cost  differential.  You're  absolutely  right,  a  lot  of  our  doctors 
are  getting  out,  especially  when  they  would  like  to  be  easing  back. 

It  was  interesting  in  Tokyo.  They  told  us  that  the  average  age 
of  physicians  is  65.  That  means  a  lot  over  65  are  still  practicing. 
I  think  that  gives  them  certain  problems,  but  it  also  indicates 
they've  got  a  system  that  doesn't  force  out  people  that  could  make 
a  contribution. 

Mr.  Shays.  Let  me  just  conclude  by  saying  that  it's  easier  for  me 
to  see  how  we  save  money  by  having  one  payer  and  reducing,  the 
number.  But  I  can't  see  how  we  can  save  money  unless  we  have 
some  kind  of  copayment  system.  It  seems  to  me,  anything  that's 
free  is  going  to  be  overutilized. 

I  just  make  one  last  point.  I'm  struck  by  a  concern  that  if  we 
have  the  uninsured  and  the  partially  insured  under  a  universal 
system,  which  I  hope  some  day  will  happen,  that  they  are  going  to 
demand  services  that  they  do  not  now  have.  I  wonder  if  the  system 
can  take  it,  whether  the  supply  of  the  providers  will  meet  the  de- 
mand, and  if  that  won't  just  help  inflate  costs. 

Mr.  Bowsher.  Yes.  If  you  think  about  some  of  the  statistics  we 
have  in  this  report  here,  we  point  out  that  the  Canadians  do  have 
more  physician  visits  than  Americans  have.  In  other  words,  the  Ca- 
nadians obviously  want  to  go  see  their  doctor  every  bit  as  much, 
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and  maybe  more.  I  suspect  the  difference  is  in  the  category  that 
you've  identified. 

Mr.  Shays.  Let  me  just  say,  my  time  has  run  out,  but  the  ques- 
tion I'm  really  asking  you  is,  with  more  people  all  of  a  sudden  de- 
manding this  service,  are  there  going  to  be  the  providers  that  can 
give  it,  or  is  demand  ^oing  to  outstrip  the  supply? 

Mr.  Bowsher.  I  think  you  will  see  that  category  "wanting  more 
services,"  but  maybe,  also,  if  some  of  that  category  gets  more  serv- 
ice up  front,  that  would  save  you  some  of  the  high-cost  surgery  and 
other  procedures  later  on.  Second,  we  have  to  come  back  to  this 
point  time  and  time  again,  we  have  excess  capacity  today.  In  other 
words,  we  should  be  able  to  handle  that  kind  of  surge  capability. 

Mr.  Conyers.  Thank  you  very  much,  Mr.  Shays. 

The  gentleman  from  Minnesota,  Mr.  Peterson. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman.  I'd  like  to  thank  GAO 
for  this  study.  It  confirms  a  lot  of  things  that  some  of  my  folks  have 
been  telling  me.  My  district  borders  Canada.  Mr.  McCandless,  dur- 
ing the  summer,  we  have  more  Canadians  in  my  town,  a  tourist 
town,  than  we  have  Americans.  I  don't  know  about  their  lifestyle, 
but  they  sure  have  a  good  time  when  they  come  down  to  visit  us. 

The  other  thing,  we  just  did  a  questionnaire  in  my  district.  You 
know,  we  have  a  lot  of  interaction  with  Canadians.  I  was  real  sur- 
prised that  57  percent  of  the  people  in  my  district  think  we  should 
adopt  the  Canadian  system.  So  a  lot  of  times  the  people  are  maybe 
ahead  of  us  on  some  of  this  stuff. 

You  know,  as  I  go  around  and  talk  to  people,  the  question  that 
keeps  coming  up,  even  from  people  that  think  that  we  probably 
should  do  something  like  this,  is  this  question  that  somehow  or  an- 
other they  have  a  two-tier  system  that  if  you  are  well  off,  you  can 
get  some  of  these  procedures  in  the  United  States,  and  the  question 
of  whether  this  cost  containment  has  actually  caused  some  form  of 
rationing. 

They  keep  saying  that  we  spend  a  lot  more  on  the  last  few 
months  of  life  in  the  United  States  than  they  do  in  Canada.  Did 
you  look  into  those  questions  specifically  as  to  whether — how  many 
people  are  coming  into  the  United  States  for  these  elective  proce- 
dures that  they  can't  get  in  Canada? 

Mr.  Bowsher.  We  did  because  that  was  something  that  people 
have  said.  As  you  know,  the  United  States  is  kind  of  the  safety 
valve  for  the  Canadian  system,  and  a  lot  of  them  come  down  here. 
But  we  didn't  see  that  as  being  a  big  factor. 

There's  no  question,  a  fair  amount  come  down  and  are  paid  for 
by  the  Canadian  system.  In  other  words,  the  Canadian  system  will 
pay  for  it,  if  they  can  buy  it  in  the  United  States.  I  suspect  maybe 
in  your  district  might  reflect  some  of  that. 

But  it's  not  a  high  percentage.  We  didn't  find  a  high  percentage 
of  the  people  were  skipping  out. 

Mr.  Peterson.  Is  that  in  the  report?  Did  you  address  that?  I 
haven't  had  a  chance  to  read  it  all? 

Mr.  Bowsher.  Yes. 

Mr.  Peterson.  The  other  question  that  comes  up,  and  I  was 
somewhat  concerned  about  is,  is  their  system  working  as  well,  be- 
cause the  United  States  somewhat  takes  some  of  the  political  pres- 
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sure  off  in  allowing  people  to  go  get  some  of  these  procedures  and 
thereby  it  doesn't  get  to  be  as  big  of  an  issue? 

Say,  if  we  adopt  something  like  the  Canadian  system,  where  a 
similar  situation  happens  where  we  have  these  queues,  or  what- 
ever they  call  them,  and  there's  no  place  to  go,  are  we  going  to  then 
have  a  different  response  because  we  have  no  place  for  the  people 
that  want  better  service?  Are  we  going  to  end  up  with  some  kind 
of  a  two-tier  system  in  the  United  States?  Did  you  look  into  that 
at  all? 

Mr.  Bowsher.  I  think  that's  a  possibility.  But,  you  know,  the 
really  rich  people,  world  over,  will  fly  anywhere  to  get  their  open 
heart  surgery.  So  it's  not  just  Canadians  that  come  to  America  and 
sometimes  want  the  best  that  we  have  to  offer. 

If  we  were  to  go  to  a  one-payment  system,  we  would  not  have 
that  safety  valve  that  these  other  countries  have  unless  you  built 
a  two-tier  system,  which  is  what  I  think  they're  doing  now  in  Eng- 
land. The  English,  I  think  their  system  has  had  lots  of  problems. 
It  is  a  system  of  great  rationing.  So  it's  one  that  we  have  not 
thought  that  we  should  pattern  too  much  after. 
Mr.  Peterson.  One  of  the  things  that  the  Canadians- 
Mr.  Bowsher.  I  think  you're  better,  if  I  could  go  back,  I  think 
it's  much  better  to  get  the  basic  system  working  right  than  to  go 
to  that  two-tier  system. 

Mr.  Peterson.  One  of  the  other  things  that  Canadians  tell  me, 
that  if  they  had  to  do  it  over  again,  that  they  would  not  adopt  a 
fee-for-service  structure  for  doctors,  that  they  would  put  them  on 
a  salary.  They  think  that  that  would  save  them  even  more  money. 
Is  that  

Mr.  Bowsher.  That's  interesting  because,  in  the  German  system, 
the  doctors  at  the  hospitals  are  all  at  salary.  Your  family  physician 
is  on  a  fee  for  service.  They  think  that's  an  important  feature  of 
their  system.  So  I  think  that  it  is  a  good  issue  to  be  looked  at  when 
we're  designing  the  American  system,  is  that  issue  of  salary  versus 
fee  for  service. 

Mr.  Peterson.  Lastly,  I'd  just  like  to  know,  if  we  adopted  some- 
thing like  that,  how  much  unemployment  would  we  cause?  Did  you 
look  at  that?  How  many  people  in  the  insurance  industry  and  how 
many  people  that  work  in  the  administration  departments  in  these 
clinics  and  hospitals  would  be  laid  off?  I  assume  it  would  be  a  sig- 
nificant number. 

Mr.  Bowsher.  It  would  be  fairly  significant  because  that's  where 
you're  getting  the  savings.  In  other  words,  you  would  not  need  a 
lot  of  the  people  that  today  work  for  the  insurance  industry  and 
work  in  the  administrative  parts  of  the  hospital. 

We  talked  to  the  director  at  the  Toronto  General  Hospital.  He 
had  been  educated  in  this  country.  He  is  an  American.  He  was 
head  of  a  big  hospital  in  Boston.  He  said  it  was  amazing  to  him 
up  in  Toronto  how  many  fewer  people  were  on  the  payroll  all 
through  the  hospital,  even  in  the  pharmacy,  under  their  system.  So 
you  would  be  

Mr.  Peterson.  But  you  don't  have  a  number  estimate? 

Mr.  Bowsher.  No,  we  don't  have  a  number  on  that. 

Mr.  Peterson.  It's  pretty  hard  to  get,  I  suppose. 
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Mr.  Bowsher.  One  other  thing,  Janet  reminds  me  here.  The  Ca- 
nadians are  very  interested  in  our  HMO  approach.  That  was  not 
widespread  when  they  put  their  system  in.  I  think  that's  a  feature 
that  they  would  recommend  that  we  look  at  and  see  how  we  can 
incorporate,  because  they  see  some  advantages  to  that. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman. 

Mr.  CONYERS.  Thank  you,  Mr.  Peterson. 

Mr.  Steve  Schiff,  the  gentleman  from  New  Mexico. 

Mr.  Schiff.  Thank  you,  Mr.  Chairman.  First,  I  want  to  say  once 
again  you've  selected  a  very  urgent  matter  for  the  United  States 
in  setting  up  this  hearing.  I  congratulate  you. 

Mr.  Conyers.  Thank  you. 

Mr.  Schiff.  Mr.  Bowsher,  I  thank  you  for  the  expertise  that  you 
and  your  agency  always  provide.  On  the  issue  of  the  Canadian  sys- 
tem, the  message  that  is  being  presented  over  and  over  again  is 
that  a  single  payer  system  can  save  a  great  deal  of  money.  But 
what  has  Been  the  rate  of  medical  economic  inflation  in  Canada 
over  the  last  number  of  years?  Do  you  know  that? 

Mr.  Gutowski.  If  you  look  in  real  terms  at  growth  and  health 
care  costs  in  Canada  versus  the  United  States,  Canadian  health 
care  costs  have  grown  more  slowly  than  they  have  in  the  United 
States  over  the  last  20  years. 

Mr.  Schiff.  Well,  it's  my  understanding  that  the  Canadian 
health  care  system  is  under  great  economic  pressure,  and  the  prov- 
inces are  considering  far  more  stringent  cost-control  measures  in 
the  coming  few  years.  Is  that  correct? 

Mr.  Gutowski.  Well,  like  in  the  United  States,  Canada  is  con- 
cerned about  the  rate  of  growth  of  health  care  costs.  They  are  the 
second  most  expensive  country.  Canada,  too,  is  trying  to  improve — 
is  trying  to  look  at  ways  to  even  further  constrain  the  cost. 

Mr.  Schiff.  The  point  is,  having  the  single-payer  system  has  not 
meant  that  health  care  costs  don't  grow  and  still  don't  grow  signifi- 
cantly. 

Mr.  Gutowski.  Costs  have  grown  in  Canada,  but  have  grown  at 
a  slower  rate. 

Mr.  Schiff.  I  note  that  the  Canadian  system  involves  Canada's 
legal  residents.  Is  that  correct? 

Mr.  Bowsher.  You  mean  as  contrary  to  their  immigrants  that 
are  not  

Mr.  Schiff.  Well,  contrary  to  illegal  residents  of  Canada. 

Mr.  Bowsher.  I  know  all  their  legal  immigrants  are  covered. 

Mr.  Schiff.  What  do  they  do  in  Canada— — 

Mr.  Gutowski.  I'm  not  sure  that  all  residents  of  Canada  are  cov- 
ered, whether  they  are  illegal  residents  or  not. 

Mr.  Schiff.  I  thought  in  one  of  the  papers  presented  it  said  that 
it  covers  their  legal  residents. 

Mr.  Bowsher.  Right, 

Mr.  Schiff.  But  a  nonlegal  resident  of  Canada  is  covered  by  the 
same  system? 
Mr.  Bowsher.  Let  us  check  on  that. 

Mr.  Schiff.  I  would  be  curious  to  know  how  they  handle  the  sit- 
uation of  nonlegal  residents  in  Canada  and  what  impact  that  cost 
might  have  if  we  adopt  their  system,  whatever  it  is. 
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With  respect  to  coming  to  the  United  States  for  treatment  as  one 
safety  valve,  does  Canada  also  have  a  system  of  purely  private  clin- 
ics, that  is,  where  people  can  pay  directly,  as  I  believe  the  United 
Kingdom  is  developing  more  at  the  present  time?  Does  that  exist 
in  Canada? 

Mr.  Bowsher.  A  very,  very  small  part  of  the  system. 

Mr.  ScfflFF.  Mr.  Bowsher,  you  said  our  Medicare  system— — 

Mr.  Bowsher.  If  I  could  also  add,  that's  one  of  the  reasons  why 
a  lot  of  them  don't  come  over  and  buy  our  services;  it's  very  expen- 
sive. In  other  words,  if  a  Canadian  comes  over  here  and  is  not  re- 
imbursed by  the  Canadian  health  system  to  get  health  care,  you 
have  to  be  a  rich  Canadian  to  afford  American  medicine  without 
insurance.  So  that's  a  big  constraint,  you  might  say,  in  how  many 
people  come  over. 

Mr.  Schiff.  You  said  our  Medicare  system  is  reasonably  close  to 
the  idea  of  the  Canadian  system  in  that  it's  a  single-payer  system. 
Yet,  our  Medicare  systems  costs  have  grown  by  leaps  and  bounds 
over  the  last  several  years.  You  indicated  that  there  must  be  some 
cost  control  also  attended  to  a  single-payer  system. 

Mr.  Bowsher.  I  think  that's  the  problem  in  our  country,  that  we 
have  big  drives  on  all  the  time  to  reduce  health  care  costs.  I  mean, 
the  corporations  try  to  do  it  by  cutting  out  some  of  the  coverage 
they  give  to  their  retirees.  The  States  try  to  do  it  by  cutting  out 
some  of  the  coverage  they  give  to  their  Medicaid  people. 

The  Federal  Government  is,  too.  But  what  we're  really  doing  is 
we're  moving  those  costs  around.  In  other  words,  somebody  is  pav- 
ing the  cost,  eventually.  We  don't  reduce  the  cost.  That's  the  prob- 
lem with  our  Medicare.  We  have  kind  of  a  single-payer  system,  but 
we  don't  control  the  costs.  It's  all  just  part  of  the  system. 

Mr.  Schiff.  So  the  single-payer  system  for  Medicare,  obviously, 
is  not  restraining  costs.  There  has  to  be  something  called  cost  con- 
trol. 

Mr.  Bowsher.  That's  correct. 

Mr.  Schiff.  Doesn't  cost  control  ultimately  mean  quality  control? 
I  mean,  ultimately,  don't  we— if  we  are  cost  driven,  doesn  t  that  ul- 
timately mean  somewhere,  as  in  the  Canadian  queuing  system, 
there  is  some  reduction  in  the  quality  or  the  timeliness  of  care  that 
people  otherwise  receive?  Doesn't  it  have  to  mean  that? 

Mr.  Bowsher.  Yes.  I  think  you're  bound  to  get  out  of  sync  in 
some  area  under  that  system.  I  suspect  our  system  is  out  of  sync 
in  some  areas,  too.  So  it's  a  case  of  whether  one  system  has  more 
out  of  sync  or  not.  The  queues  indicate  to  you  that  they  have  some 
problems  with  their  system.  I  think  it's  in  the  investment.  They're 
not  quite  timely  enough  in  making  their  investments. 

Mr.  Schiff.  One  last  question.  Doesn't  a  total  single-payer  sys- 
tem, as  in  Canada,  mean  a  sole  controller,  too;  in  other  words,  one 
entity?  The  Ministry  of  Health,  let's  say,  is  going  to  basically  con- 
trol trie  quality  of  health  care  for  the  Canadian  citizens. 

Do  the  Canadians  accept  that  idea  that  some  government  entity 
out  there  is  ultimately  going  to  control  the  quality  of  their  health 
care  and  they,  themselves,  are  not  going  to  control  it? 

Mr.  Bowsher.  Well,  it's  a  negotiation  process,  but  it's  not  the 
Ministry  in  Ottawa.  It's  the  provincial  ministries  that  negotiate 
with  the  associations  of  physicians  and  the  hospitals  so  there  is  a 
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lot  of  input  from  the  medical  professions  as  to  what  should  be  given 
the  investment,  what  should  not  be  given,  what  fees  should  be  up, 
and  what  should  be  down. 

So  it  isn't  just  the  government.  In  other  words,  the  government 
plays  quite  a  role,  but  they  also  get  themselves  a  lot  of  good  advice 
through  the  negotiation  from  the  medical  professions. 

Mr.  Schiff.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  Thank  you  very  much,  Mr.  Schiff. 

The  gentlelady  from  Connecticut,  Ms.  DeLauro. 

Ms.  DeLauro.  Thank  you  very,  very  much,  Mr.  Chairman.  Let 
me  compliment  you  on  holding  this  hearing.  Let  me  also  com- 
pliment you,  Mr.  Bowsher,  on  the  report  and  on  your  testimony  in 
providing  such  an  analytical  view  of  an  issue  which  generates  a  lot 
of  passion  and  of  trying  to  cut  through  that  to  get  at  the  heart  of 
what  we're  trying  to  do  in  terms  of  looking  at  the  crisis  of  our 
health  care  system  in  this  country. 

Let  me  make  a  couple  of  comments.  We've  talked  about  adminis- 
trative costs  of  our  health  care  system.  It  is  a  system  that's  over 
$600  billion  a  year.  Of  that  over  $600  billion  a  year,  almost  a  quar- 
ter of  the  cost,  about  22  percent,  are  administrative  costs.  About 
$120  billion  are  spent  on  the  recordkeeping  and  the  various  billing, 
et  cetera. 

So  we  spend  that  cost.  On  the  other  hand,  we  spend  about  3  per- 
cent of  that,  somewhere  around  $700  billion,  about  $20  billion  for 
preventive  care.  So  there  is  an  enormous  disparity  in  what  we  do 
in  terms  of  looking  at  the  front  end  so  that  we  don't  have  those 
great  costs  at  the  opposite  end  of  the  spectrum. 

The  other  thing  is  that  the  word  "rationing"  has  been  used,  and 
we've  talked  about  the  queues  in  Canada,  et  cetera,  but,  in  fact,  ra- 
tioning is  part  of  our  system  in  this  country.  The  rationing  is  that 
if  you  can  pay  for  health  care  in  the  United  States,  you  can  get  it. 

If  you  can't  or  if  you  fall  at  a  certain  level  in  the  salary  spectrum, 
you  can't  get  health  care.  If  you're  indigent  and  so  forth,  you  can 
go  to  the  emergency  room.  In  fact,  those  costs  then  do  get  passed 
on  somewhere  else  in  the  system,  driving  the  costs  up. 

I've  got  a  couple  of  questions  that  have  to  do  with  the  Canadian 
system.  One  is  with  regard  to  the  technology.  The  comments  are 
that  we  do  have  a  lead  in  technology  in  this  country.  We  ought  to 
preserve  that  lead.  In  any  of  your  findings,  is  it,  in  fact,  the  case, 
or  in  any  of  the  other  systems,  not  only  the  Canadian  system,  will 
we,  if  we  adopt  a  kind  of  a  single-payer  system  or  some  particular 
kind  of  a  system  of  multipayers,  but  more  that's  in  line  with  the 
Canadians  somewhere  else,  will  we  stifle  technological  advance  in 
this  country? 

Mr.  Bowsher.  I  think  it's  one  of  the  potential  dangers.  If  you  go 
to  a  single-payer  system  and  a  cost-controlled  system,  you  have  to 
do  it  in  such  a  way  that  you  don't  stifle  innovation.  But  it  is  one 
of  the  dangers  because  you  don't  have  the  free  open  market,  every- 
body trying  new  technology,  that  our  current  highly  decentralized 
system  has. 

So  it  is,  I  think,  one  of  the  key  areas.  It's  one  of  the  areas  where 
the  Canadians  are  probably  not  doing  as  well  as  some  of  their  citi- 
zens would  like. 
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Ms.  DeLauro.  In  terms  of  the  global  budgeting  process  that  they 
have,  and  looking  at  that,  the  amount  of  money  is  fixed  before  the 
services  are  rendered,  if  you  will.  Then,  if  you  spend  all  of  your  al- 
lotment, you  have  to  make  up  the  difference.  If  you  don't,  you  lose 
the  money.  What  are  your  thoughts  on  that?  What  did  you  hear  on 
that?  What  are  some  of  the  findings? 

Mr.  Bowsher.  That's  another  area  that  you  have  to  do  somewhat 
skillfully  because  an  organization  sometimes  loses  control,  and 
runs  out  of  money.  So  you  have  to  have  some  ways  of  handling 
those  situations. 

But  my  impression  is  that  although  that  can  sometimes  be  trou- 
blesome, it  doesn't  reach  a  large  proportion  of  the  hospitals  in  Can- 
ada. 

Ms.  DeLauro.  Let  me  ask  you,  I  guess  several  months  ago  we 
adopted  for  medigap  insurance.  Given  that  senior  citizens  were 
being  taken  advantage  of  and  were  paying  duplicative  costs,  et 
cetera,  we  adopted  10  programs  nationally  that  seniors  could  avail 
themselves  of  in  terms  of  that  supplemental  insurance. 

Do  you  have  any  idea  of  how  that  is  working?  Is  that,  in  your 
view,  some  sort  of  a  model  that  we  might  look  at  in  this  country 
to  simplify  our  program. 

Ms.  Shxkles.  Well,  it's  just  being  implemented  now,  so  we  don't 
know  how  well  it  will  work.  But  we  certainly  recommended  that 
strategy  working  with  Congress  last  year.  That's  what  we're  pro- 
posing in  moving  toward  more  of  a  simple  system  that  you  reduce 
the  thousands  of  plans  that  are  very  costly  for  our  insurers  to  ad- 
minister. So  we  would  agree  that  that's  an  approach. 

Ms.  DeLauro.  So  that  you  could  provide  some  standardized  basic 
level  of  assistance,  if  you  will,  and  then  people  who  had  the  where- 
withal could  do  more  or  less  or  continue  to  go  into  a  private  insur- 
ance market,  if  you  wanted  to  get  more  on  the  standardized  pack- 
age. 

Ms.  Shikles.  Yes. 

Ms.  DeLauro.  Just  a  question  as  in  your  view,  in  terms  of  the 
two  or  three  areas  that  you  report  highlights  as  the  pieces  of  the 
Canadian  system  to  really  try  to  focus  on,  what's  your  view  on  how 
long  it  would  take  us  to  implement  such  a  system  in  this  country? 

Mr.  Bowsher.  That's  a  $64}000  question.  It  would  take  a  number 
of  years.  It  took  the  Canadians  a  number  of  years,  and  they  are 
a  smaller  country.  So  it  would  take  a  number  of  years.  It  might  be 
better  to  do  it  in  stages,  too.  I'm  just  not  quite  sure  how  you'd  do 
that. 

Ms.  DeLauro.  When  you  talk  about  stages,  let  me  just  ask  that 
question.  There's  a  lot  of  politics  that  surrounds  the  issue,  as  well 
as  everything  else,  of  looking  at  some  consensus  of  maybe  taking 
a  look  at  children  18  years  and  under  and  moving  in  a  direction 

j  of  trying  to  provide  simplified,  universal,  affordable  health  care  for 

j  kids  who  are  18  years  or  under. 

)  Mr.  Bowsher.  The  Japanese  put  the  emphasis  on  the  pregnant 
women,  the  newborns,  getting  that  healthy  child  into  school.  I 
think  that's  an  area  that  we  could  do  a  lot  better  on.  It's  an  area 

I  where  a  lot  of  our  people  are  excluded  from  the  system.  So  that's 
an  area  where  I  think  you'd  get  big  payoff. 
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Ms.  DeLauro.  I  visited  the  neonatal  clinic  at  Yale  University, 
which  is  in  my  district,  and  to  see  the  crack  babies,  and  it's  about 
$150,000  to  $200,000  per  infant  to  care  for  the  infant  at  that  stage. 

I've  taken  my  time.  Mr.  Chairman,  mav  I  have  my  statement 
read  into  the  record,  my  opening  statement? 

Mr.  Conyers.  Yes.  Without  objection,  the  request  is  granted. 

[The  prepared  statement  of  Ms.  DeLauro  follows:] 
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REMARKS  OF  THE  HONORABLE  ROSA  L.  DeLAURO 
June  4,  1991 

America  faces  a  health  care  insurance  crisis  that  eats 
away  at  the  living  standards  of  middle  class  families  and 
drives  others  to  the  edge  of  poverty. 

The  problem  is  nearly  out  of  control  and  our  leaders  --  in 
both  the  health  care  and  political  communities  —  are 
struggling  for  solutions.     Most  of  the  proposals  on  the  table, 
however,   represent  patchwork  and  partial  solutions  that  fail  to 
get  at  the  main  problem  —  the  spiraling  costs  that  end  up  on 
the  backs  of  people  who  work  and  who  pay  taxes  and  health 
insurance . 

The  American  people  already  pay  over  $600  billion,  more 
than  11  percent  of  our  gross  national  product,  more  than  any 
other  country  in  the  world.     We  are  spending  enough  to  provide 
the  world's  best  medical  care,  yet  37  million  Americans, 
including  24  million  working  men,  women  and  their  dependents 
have  no  health  insurance  at  all  —  nearly  300,000  in 
Connecticut  alone  (one  quarter  of  whom  are  kids). 

In  Connecticut,  where  health  costs  are  higher  than  almost 
anywhere  else,   in  the  last  four  years  group  insurance  rates 
have  increased  80  percent  and  hospital  rates  have  increased  by 
58  percent,   twice  the  national  average. 

These  costs  represent  a  hidden  tax.     People  are  paying  for 
a  health  care  insurance  system  out  of  control,   for  burdensome 
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administration  and  waste,  for  buck-passing  and  lack  of 
responsibility.     Everyone  seems  to  be  passing  on  their  costs  to 
someone  else: 

*  The  federal  government,  by  cutting  back  Medicaid  and 
Medicare,  expects  others  to  pay  for  the  uninsured; 

*  Hospitals  increase  their  prices  and  pass  on  the  costs 
to  insurance  companies,  who  pass  on  their  costs  to  employers; 

*  Businesses,  faced  with  escalating  insurance  costs,  pass 
them  along  to  their  workers  while  reducing  benefits,  or  in  some 
cases,  leaving  some  workers  uninsured; 

*  And  more  and  more  families  find  themselves  with 
inadequate  coverage,  or  no  coverage  at  all,  and  mounting  health 
care  bills. 

We  have  created  a  system,  a  trap,  where  almost  a  quarter 
of  all  the  expenditures  (22  percent)  are  used  to  cover 
administration,  billing,  and  record-keeping  —  $120  billion  a 
year,  $2000  for  every  family  every  year  to  pay  administrative 
costs.     At  the  same  time,  we  spend  only  20  billion  dollars  (3 
percent)  on  preventive  care,  with  areas  of  our  cities 
experiencing  infant  mortality  rates  higher  than  in  Bangladesh. 
New  Haven,  the  largest  city  in  my  district,  has  one  of  the 
highest  infant  mortality  rates  in  the  country.     20  infants  out 
of  every  1000  babies  born  to  residents  of  New  Haven,  died 
before  their  first  birthdays.     If  that  is  not  a  reason  to 
ensure  that  every  pregnant  woman  and  every  child  has  access  to 
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health  care,  than  I  don't  know  what  is. 

It  is  time  for  action  in  the  face  of  this  crisis.  While 
there  are  many  points  of  view  expressed,  there  is  a  clear 
consensus  that  action  is  needed  now  to  bring  costs  under 
control  and  provide  health  care  coverage  to  those  who  are 
currently  uninsured. 

Mr.  Chairman,  there  is  no  time  like  the  present  to  deal 
with  the  inequities,   the  inefficiencies  and  the  exploding  costs 
of  our  health  care  system.     It  is  time  for  us  to  take  a  serious 
look  at  other  health  care  systems  that  are  working,  because  it 
is  clear  that  America's  is  not.     Our  goal  for  the  1990' s  should 
be  simplified  universal,  affordable  health  care  for  the 
American  people. 

I  look  forward  to  the  testimony  of  our  witnesses  and  want 
to  thank  the  Chairman  for  his  commitment  to  addressing  the  need 
for  health  care  reform. 
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Ms.  DeLauro.  Thank  you,  Mr.  Chairman.  Thank  you  very  much. 

Mr.  Conyers.  Thank  you  very  much. 

The  gentleman  from  Wyoming,  Mr.  Craig  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  This  is  an  endurance 
contest;  isn't  it?  Fve  grown  more  interested  in  long-term  care  since 
we've  been  here.  Thank  you  very  much  for  your  information.  I  ap- 
preciated your  briefing  the  other  day  for  the  chairman  and  others. 

I  guess  what  concerns  me  as  much  as  anything,  you've  talked  a 
lot  about  cost  control.  But  it  seems  like  cost  control  has  simply 
been  a  matter  of  limiting  the  amount  of  money  that's  available  to 
pay.  That's  sort  of  the  old  teapot  thing,  you  know.  You  hold  the  top 
on  instead  of  doing  something  about  the  underneath. 

For  example,  it's  my  understanding  that  they've  frozen  the  Fed- 
eral contributions  at  the  1989  level  for  2  years.  We  already  men- 
tioned liability  costs,  other  costs.  Unless  you  deal  with  the  cause, 
how  do  you  do  it  by  just  saying  this  is  all  the  money  we're  going 
to  spend? 

Mr.  Bowsher.  No.  I  think  you  do  have  to  deal  with  the  root  cost. 

Mr.  Thomas.  But  you  haven't  done  that,  nor  have  you  talked 
about  it  in  your  report. 

Mr.  Bowsher.  No,  because  I  think  that  what  we  did  here  was 
compare  the  Canadian  system  to  the  American  system,  and  we 
didn't  try  to  deal  with  all  the  issues.  If  you  were  designing  a  reform 
system  for  America,  I  think  you've  got  to  deal  with  the  medical 
malpractice  area. 

As  I  said  earlier,  I  think  the  HMO  approach  is  one  that  ought 
to  be  given  a  lot  of  thought  and  allowed  to  be  part  of  the  American 
system,  although  it  isn't  part  of  the  Canadian  system.  I  think  that 
tney  try  to  have  more  preventive  medicine  and  see  people  before 
they  get  into  serious  health  problems  and  things  like  that. 

So  I  think  that  your  point  is  well  taken,  Congressman.  We  just 
didn't  deal  with  all  those  problems  in  this  report. 

Mr.  Thomas.  The  other  is  the  difficulty  in  the  transition,  and 
you've  talked  some  about  it.  In  order  to  do  this,  for  example,  it's 
my  understanding,  it  would  take  nearly  50  percent  increase  in  in- 
come tax  receipts  or  60  percent  increase  in  payroll  taxes,  or  if  the 
States  were  to  do  it,  a  71  percent  increase  in  the  tax  revenues  of 
the  State  to  do  this.  Are  you  going  to  take  the  lead  in  that  sort  of 
increase  of  taxes? 

Mr.  Bowsher.  I  don't  know  about  your  numbers  there,  but  I 
think  

Mr.  Thomas.  Well,  obviously  we're  switching.  We're  saving  the 
cost  is  going  to  be  the  same.  But  the  cost  is  not  going  to  oe  taken 
out  of  the  private  sector,  but  through  taxes  through  the  govern- 
ment; isn't  that  correct? 

Mr.  Bowsher.  If  you  follow  the  Canadian  system,  you  would.  If 
you  followed  more  trie  Japanese  or  the  German  system,  you  might 
put  it  through-  

Mr.  Thomas.  But  you're  talking  about  the  Canadian  system  and 
promoting  it. 

Mr.  Bowsher.  We're  discussing  the  Canadian  system  today. 
We're  also  coming  up  with  another  report  on  the  German  and  Jap- 
anese and  French  systems. 
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Mr.  Thomas.  So  how  are  you  going  to  get  71  percent  more  tax 
revenue  in  the  State? 

Mr.  Bowsher.  One  of  the  decisions  that  you  would  have  to  make 
is  whether  you  want  to  run  it  through  the  States,  private  agents, 
or  a  quasi-public  agency. 

Mr.  Thomas.  But  there  would  be  a  massive  shift,  then,  from  pri- 
vate sector  expenditures  to  tax  expenditures? 

Mr.  Bowsher.  Yes. 

Mr.  Thomas.  I  see.  Just  one  final  kind  of  a  question.  Being  per- 
sonal about  it,  I  come  from  a  frontier  State.  It's  more  rural  than 
rural;  it's  frontier.  So  how  does  this  deal  with  providing  access  arid 
providing  providers  in  communities  that  are  very  small,  which  I  as- 
sume Canada  has  a  great  many  of  those? 

Mr.  Bowsher.  What  we  see  in  the  Canadian  system,  and  heard 
from  them,  is  that  there's  a  great  deal  more  attention  paid  to  get- 
ting people  from  the  rural  areas  into  a  central  medical  center  for 
serious  medical  care. 

In  other  words,  thev  talk  about  helicoptering  people  from  north- 
ern Ontario  down  to  Toronto  when  there  s  a  serious  accident  where 
they  need  surgery,  or  if  somebody  has  had  an  industrial  accident 
in  a  factory.  So  there  seems  to  be  more  of  that. 

I  think  they  are  also  trying  to  do  like  they  did  at  the  Marshfield 
Clinic  in  Wisconsin,  and  that  is  tie  in  the  real  small  towns  to  one 
of  the  more  central  hospitals  in  the  area  and  build  that  up.  These 
are  some  of  the  things  that  they  have  tried  to  do. 

One  of  the  weaknesses,  though,  I  see  in  their  system  is  that  clos- 
ing a  rural  hospital  is  difficult  and  has  been  under  the  Canadian 
system  because  it  becomes  such  a  political  issue.  Because  it's  more 
in  the  government  arena,  the  pressure  on  the  local  representative 
not  to  lose  that  hospital  has  become  very  great.  Whereas,  under 
our  more  market-driven  system,  I  think  we  have  closed  more  ineffi- 
cient hospitals  than  they  probably  have. 

Mr.  Thomas.  I  appreciate  your  candor  and  your  information. 
This  is  a  speculative  one:  Would  you  say  you  and  your  associates 
are  overly  enthusiastic  about  the  Canadian  plan? 

Mr.  Bowsher.  I  think  the  Canadian  plan-  

Mr.  Thomas.  I've  detected  that  just  a  tad. 

Mr.  Bowsher.  I  think  the  Canadian  system  has  some  features  to 
it  that  ought  to  be  looked  at  very  carefully.  But  I  don't  think  it 
should  be  adopted,  per  se. 

Mr.  Thomas.  Thank  you,  sir.  Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  Thank  you  very  much. 

The  gentleman  from  New  Jersey,  Mr.  Donald  Payne. 

Mr.  Payne.  Thank  you  very  much.  I  am  very  interested  in  this, 
as  you  know.  I'm  from  Newark,  NJ,  an  area  where  we  have  a 
shortage  of  adequate  health  care.  Of  course,  New  Jersey  adopted, 
back  around  in  the  late  1980's,  the  DRG  system.  It's  been  proven 
that  New  Jersey,  at  a  rate  of  increase  of  hospital  care  anyway,  has 
grown  less  than  other  States. 

We  were  able  to  use  an  incentive/disincentive,  so  far  as  the 
length  of  stay  at  hospitals  is  concerned,  to  reduce  it.  At  the  begin- 
ning of  the  system,  it  was  about  9  days.  It  was  moved  down  to 
about  5.5  days  over  a  10-year  period,  which  meant  there  was  high 
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utilization  of  space.  Also,  with  certificate  of  need,  New  Jersey  con- 
trols the  number  of  CAT  scans.  Every  hospital  doesn't  need  one. 

I  think  there  are  a  lot  of  things  we  could  do  better  nationwide 
to  offset  the  reason  for  the  galloping  of  health  care.  One  of  the 
questions  I  have,  though,  is  what  is  the  relationship  of  medical 
schools  in  Canada  as  it  relates  to  paying  back  high  debt  loans. 
Does  Canada  have  a  more  level  system? 

Mr.  Bowsher.  Their  system  of  higher  education  is  much  more 
subsidized  than  ours.  So  the  typical  medical  student  graduating 
has  paid  a  lot  less  and  has  very  much  less  chance  to  be  in  debt 
than  ours  are.  We  also  noted  that  this  is  true  in  all  the  other  in- 
dustrial countries.  We  are  the  only  industrial  country  where  the 
doctors  have  to  pay  such  large  amounts  to  get  their  education. 

Mr.  Payne.  It  might  even  give  opportunities  to  a  lot  of  young 
people  who  can't  afford  that.  The  other  question  I  have,  relates  to 
the  certificate  of  need  process  where  we  had  a  control  on  the 
amount  of  high-cost  equipment,  for  example,  MRI's.  What  relation- 
ship has  the  pharmaceutical  cost  to  the  cost  of  health  care  in  Can- 
ada? Did  you  find  that  there  is  any  relationship  between  less 
usage,  more  usage  or  of  pharmaceuticals? 

Mr.  Bowsher.  They  actually  spend  a  little  more  on  pharma- 
ceuticals in  their  system  than  what  we  do. 

Mr.  Payne.  Some  of  the  concerns  I  heard  mentioned  may  serve 
as  a  disincentive  for  research.  The  Federal  Government  could  step 
in  since  a  tremendous  amount  of  research  conducted  comes  from 
Federal  dollars. 

If  there  was  an  incentive  for  research  we  could  still  continue  to 
have  a  high  volume  of  research  and  development. Would  that  di- 
minish innovative  research? 

Mr.  Bowsher.  There's  no  reason,  I  don't  think,  why  your  re- 
search would  have  to  be  curtailed  if  you  want  to  spend  as  much 
as  you  now  are  spending.  That,  of  course,  would  not  reduce  the 
cost,  but  if  you  think  you're  getting  pay  off  from  that  medical  re- 
search, that  can  be  built  into  the  system. 

Mr.  Payne.  Just  finally,  as  it  was  mentioned,  right  now  we  don't 
necessarily  have  full  utilization  everywhere  of  our  capacity.  Certain 
things  are  No.  1  in  the  country:  There's  never  a  question  about  the 
$3  trillion  we  spent  over  the  past  10  years  for  defense,  actually 
$3.5  trillion  for  defense. 

In  particular  I'm  referring  to  the  B-2  bomber,  they  said  it's  660 
million  now  or  between  660  and  800,  and  we're  going  to  build  75 
more.  Even  if  we  reduce  it  to  75,  it's  going  to  be  a  billion  each. 
Take  that,  reversing  it  and  by  applying  economies  of  scale,  if  we 
had  more  people  in  the  system,  then  wouldn't  that  conversely  re- 
duce the  cost  through  volume?  Therefore,  you  would  still  have  peo- 
ple who  could  earn  a  high  level  of  income  by  simply  expanding  the 
market. 

Mr.  Bowsher.  The  Canadian  doctors  earn  a  very  good  income. 
What  they  don't  have  is  some  of  the  specialists  making  huge  in- 
comes. That's  really  the  difference.  But  on  balance,  the  Canadian 
doctors  make  a  very  good  income,  and  they  don't  have  some  of  the 
expenses  like  the  medical  malpractice  insurance. 
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So  their  net  income  is  quite  good.  But,  as  I  say,  they  don't  have 
specialists  like  radiologists  and  surgeons  making  quite  the  income 
that  the  Americans  can  make. 

Mr.  Payne.  Thank  you  very  much.  I  really  appreciate  your  re- 
port. I  think  that  we  certainly  have  to  do  something  with  73  mil- 
lion Americans  underinsured  and  I  certainly  support  this  finding. 

Mr.  Conyers,  Thank  you,  Mr.  Payne. 

The  gentleman  from  Rhode  Island,  Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman.  Fd  like  to 
commend  you  and  the  ranking  minority  member  for  holding  this 
hearing. 

I  think  it's  time  that  America  admits  that  health  care  is  a  right 
for  the  American  people.  No  parent  who  has  ever  taken  their  child 
to  an  emergency  room  has  ever  come  away  saying  that  it's  optional 
whether  or  not  my  child  is  treated.  No  one  who  has  a  serious  oper- 
ation has  ever  said  it's  optional  whether  I  have  quality  medical 
care. 

I  think  what  we're  trying  to  find  out  in  the  Gallup  poll  which 
was  recently  taken,  which  shows  that  80  percent  of  Americans  not 
only  want  to  change,  they  want  the  complete  system  revamped. 
What  we're  trying  to  find  out  is  what  should  be  the  replacement 
for  our  existing  system. 

I  think  it's  going  to  be  the  issue  of  the  decade,  because  it's  no 
longer  just  a  social  issue.  It's  becoming  a  business  issue.  Many  of 
the  companies  are  unable  to  afford  health  insurance.  So  we're  not 
talking  about  a  party  issue.  We're  not  talking  about  an  ideological 
issue.  We're  talking  about  an  issue  that's  going  to  affect  every 
American,  whether  they  are  uninsured  or  whether  they  are  an  em- 
ployer. 

Looking  at  some  of  your  numbers,  they  are  most  amazing  be- 
cause you  have  tried  to,  I  think,  quantitatively  look  at  what  it's 
going  to  cost.  I  think  you've  done  a  very  good  job.  But  I'm  reminded 
of  H.L.  Mencken  who  said,  "If  you  show  me  a  simple  solution  for 
a  complex  problem,  Til  show  you  a  solution  that's  plausible  but 
probably  wrong." 

In  looking  at  the  numbers,  I'd  like  to  sort  of  quantify  what  the 
private  sector  is  now  paying  and  how  we  would  convert  that  to 
public  sector  here  in  the  United  States.  It's  my  understanding  that 
we're  paying  about  58  percent  privately,  both  employers  and  indi- 
viduals, out  of  pocket.  That  would  be  about  $380  billion. 

You  say  in  your  statement  that  there  would  be  no  additional 
cost.  Let's  just  assume  that's  a  correct  assumption.  If  we  have 
about  $357  billion,  how  are  we  going  to  pay  for  that?  Who  is  going 
to  pay  for  that?  Will  the  Federal  Government  pay  for  that  or  are 
we — it  has  to  go  from  private  individuals  who  are  now  paying  both 
companies  and  individuals  to  the  government.  Is  that  an  accurate 
number? 

Mr.  Bowsher.  Well,  what  we're  saying  is  that  if  you  just  shift 
costs,  we  think  that  you  could  have  a  switch  here. 

Mr.  Machtley.  Right.  I  understand  that.  But  my  question  is  

Mr.  Bowsher.  The  question  is,  how  do  you  do  it?  As  I  said  ear- 
lier to  one  of  the  other  questions,  if  you  decide  to  have  the  one- 
payer  system,  like  the  Canadians  have,  through  the  States,  which 
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would  be  like  their  provinces,  then  you  would  be  moving  the  flow 
of  funds  from  the  private  sector  into  the  government  sector. 

If  you  did  it  more  like  the  Germans  through  what  they  call  sick- 
ness funds,  it  isn't  quite  like  moving  it  into  the  government  sector. 

Mr  MACHTLEY.  But  is  my  number  correct?  We're  talking  about 
$300-plus  billion  per  year  that's  privately  now  funded? 

Mr.  Bowsher.  It  wouldn't  be  all  of  it. 

Mr.  Machtley.  My  number  is  from  other  reports. 

Mr.  Bowsher.  Let  s  say  it's  close. 

Mr.  Machtley.  The  number,  from  other  reports  that  I  have,  is 
$156  billion  is  paid  by  employers  and  $201.8  billion  is  out-of-pocket 
expenses.  If  you  reduce  that  for  the  tax  benefits  the  employers  get, 
you  get  just  about  $300  billion. 

Mr.  Bowsher.  Yes.  Let's  assume  that  maybe  that's  in  the  

Mr.  Machtley.  So  what  we're  saying  is  if  we  make  the  shift  to 
a  Canadian  system,  the  taxpayers  or  we,  the  government,  will 
somehow  have  to  find  $300  billion,  assuming  there's  no  additional 
increase.  Is  that  a  fair  assessment? 

Mr.  Bowsher.  But  if  you  think  about  the  payroll  deduction  for 
the  employee  and  the  employer,  what  we're  saying  is  it  shouldn't 
change  now  much  people  have  to  contribute. 

Mr.  Machtley.  Right.  But  it  still  has  to  come  out  of  the  Federal 
budget.  So  we  have  to  get  the  private  moneys  which  are  now  being 
paia  somehow  into  the  

Mr.  Bowsher.  Well,  see,  under  the  Canadian  system,  the  Fed- 
eral budget  only  pays  40  percent,  so  they  have  a  split.  The  prov- 
inces spend  as  part  of  their  tax  revenue,  another  35  percent,  and 
25  percent  is  private  spending. 

Mr.  Machtley.  The  next  question,  which  I'm  leading  up  to,  is 
how  do  we  convince  the  people  who  are  now  paying  moneys  for  pri- 
vate insurance,  how  do  we  convince  them  that  it's  a  good  deal  for 
them  to  spend  more  tax  money  so  we  get  that  revenue  into  the 
public  sector? 

Mr.  Bowsher.  We  did  not  go  into  that.  That  would  be  one  of  the 
tasks  that  you  would  be  facing.  What  we  looked  at  was  just  the  Ca- 
nadian system  and  how  they  do  it. 

Mr.  Machtley.  The  other  question,  then,  is  that  there  have  been 
two  other  studies  which  have  indicated  that  in  fact  it's  not  going 
to  be  the  same,  but,  in  fact,  more,  the  Robin  study,  and  I  think  in 
your  report,  which  I've  not  had  an  complete  opportunity  to  review, 
the  Edward  Nussler  report,  indicates  it's  going  to  be  an  additional 
cost  of  $189  billion  to  $359  billion,  somewhere  in  there.  Did  you 
look  at  those  reports,  and  are  they  wrong? 

Mr.  Bowsher.  Mike  has  pointed  out  that  he  thinks,  when  you 
look  at  those  studies  which  he  has  done,  why,  that's  the  additional 
cost  to  the  government  but  not  additional  net  cost.  In  other  words, 
they're  not  saving  in  those  studies  that  there  would  be  $189  billion 
net  additional  cost;  they're  saying  that  you'd  shift  that  much — I 
guess  that  would  be  comparable  to  the  $300  billion.  Let  us  go  back 
and  do  some  work  on  that  any  maybe  get  back  with  you. 

Mr.  Machtley.  I  appreciate  your  testimony  very  much,  and  this 
report  is  a  wonderful  place  to  begin.  I  certainly  don't  mean  to  imply 
that  we  ought  not  to  look  at  it  merely  because  we  have  a  hurdle 
of  $300  billion,  but  we  have  to,  I  think,  look  at  the  fact  that  we 
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have  to  convince  people  to  put  the  money  into  health  care  as  op- 
posed to  someplace  else.  I  want  to  make  sure  that  we  talk  about 
the  numbers. 

Mr.  Bowsher.  Yes. 

Mr.  Machtley.  Thank  you  again. 

Mr.  Chairman,  thank  you. 

Mr.  Bowsher.  I  would  want  to  point  out,  though,  that  we  are 
spending  it  now,  either  the  companies  are  spending  that  money  or 
my  payroll  deduction  is  going  somewhere. 

Mr.  Machtley.  Right.  We  just  have  to  figure  out  how  to  get  the 
people  to  give  it  to  the  government  to  pay  it  cheaper.  Thank  you. 

Mr.  Conyers.  Mr.  Machtley,  I  want  to  thank  you  personally  be- 
cause I  think  you  have  touched  on  a  very  sensitive  area.  I  think 
that  we  will  find  that  it  is  not  $300  billion,  as  I  read  it.  Do  you 
want  to  expand  on  that,  Mr.  Gutowski? 

Mr.  Bowsher.  Yes.  Mike  here  thinks  it's  more  like  $200  billion, 
but  let  us  do  the  numbers. 

Mr.  Conyers.  All  right. 

Mr.  Sanders. 

Mr.  Sanders.  I  wasn't  leaving. 

Mr.  Conyers.  You  weren't  leaving?  OK  The  Chair  is  pleased  to 
recognize  the  gentleman  from  Vermont,  Mr.  Bernie  Sanders. 

Mr.  Sanders.  Mr.  Chairman,  let  me  begin  by  congratulating  you 
for  requesting  this  extremely  important  study  from  the  GAO  and 
congratulate  Mr.  Bowsher  for  presenting  what  I  think  is  one  of  the 
most  important  studies  that  this  Congress  has  seen  in  many,  many 
years. 

I  don't  have  to  tick  off  the  problems  in  the  current  health  care 
system;  you  have  already  done  it.  Over  30  million  without  insur- 
ance; another  50  million  only  partially  insured.  Many  of  our  elderly 
people,  despite  Medicare,  are  paying  a  substantial  part  of  their  in- 
come for  health  insurance.  We  rank  22d  in  the  world  in  terms  of 
infant  mortality,  and  our  longevity,  how  long  we  live,  is  lower  than 
at  least  11  other  nations. 

Mr.  Chairman,  the  State  of  Vermont  borders  on  Canada,  and, 
over  the  years,  many  of  us  have  become  acquainted  with  the  Cana- 
dian health  care  system.  In  fact,  when  I  was  mayor  of  Burlington, 
I  organized  a  task  force  that  on  two  occasions  went  to  Canaaa  to 
talk  to  their  physicians  and  hospitals,  and  we  came  back  very  im- 
pressed. 

Mr.  Chairman,  it  seems  to  me  that  the  time  for  talk  and  the  time 
for  Band-Aid  solutions  to  the  health  care  crisis  must  end.  And  if 
we  are  serious  in  stating  that  every  man,  woman,  and  child  in  this 
country  is  entitled  to  all  of  the  health  care  that  they  need,  without 
out-of-pocket  expense,  whether  they're  rich  or  they're  poor,  we 
must  move  toward  a  Canadian  style,  national  health  care  system 
which  finally  will  provide  comprehensive  health  care  to  all  of  our 
people. 

I  think,  as  Mr.  Bowsher  has  indicated  throughout  his  testimony, 
the  beauty  of  the  Canadian  health  care  system  is  that  in  fact  we 
have  enormous  savings  in  front  of  us.  Now,  some  people  will  differ. 
I  think  you  were  saying  that  the  savings,  in  terms  of  moving  to- 
ward a  single-payer  system,  is  $67  billion.  Other  studies  have  indi- 
cated that  the  savings  are  $100  billion  a  year  that  we're  wasting. 
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So  the  point  is  that  we  need  not  spend  any  more  money  than 
we're  spending  now,  if  we  take  it  out  of  building,  and  bureaucracy, 
and  administrative  costs  and  put  it  into  health  care,  the  fact  of  the 
matter  is  we  could  have  a  health  care  system  guaranteeing  health 
care  to  all  people  without  spending  1  penny  more  than  we  are  cur- 
rently spending. 

In  fact,  I  am  delighted  to  mention  today — and  this  actually  is  a 
coincidence — that  today  we  will  be  submitting  to  the  U.S.  Congress 
a  bill  which  will  take  the  United  States  into  a  Canadian  style  na- 
tional health  care  system.  And,  in  fact,  we  apologize  to  our  Cana- 
dian friends,  much  of  what  we  have  here  is  an  exact  duplicate,  and 
we've  copied  some  of  it  word  for  word  from  the  Canadian  plan. 

But  I  think  the  time  is  now.  I  think  the  people  want  to  move  for- 
ward. I  think  we're  tired  of  Band-Aid  solutions.  The  Pepper  Com- 
mission is  not  going  in  the  right  way,  et  cetera. 

Let  me  ask  you  a  few  questions,  Mr.  Bowsher,  if  I  might.  Would 
it  be  fair  to  say,  while  we  all  recognize  that  there  are  many  prob- 
lems in  the  Canadian  system,  isn't  it  fair  to  point  out  that  they  are 
spending  40  percent  less  per  capita  than  we  are,  and,  if  we  decided 
to  level  fund  our  health  care  system,  that  we  could  in  fact  amelio- 
rate or  eliminate  many  of  the  problems  currently  existing  in  the 
Canadian  system. 

Mr.  Bowsher.  I  think  that's  true.  In  other  words,  we  could  deal 
with  some  of  the  problems  that  they  have.  We  have  a  20-year  ex- 
periment here  to  study  and  look  at.  I  think  we  have  a  certain 
amount  of  resources  that  give  us  a  leg  up  as  we  start  off.  And  I 
think  if  you  could  put  the  system  together  without  too  many  com- 
promises, I  think  you  could. 

Mr.  Sanders.  I  mean,  the  point  is,  it  seems  to  me  not  to  be  fair, 
in  terms  of  comparing  our  system  with  the  Canadians,  when  they 
are  spending  40  percent  less  per  capita  than  we  are.  If  we  decided 
to  level  fund  our  system  at  present  rates,  I  think  it's  fair  to  say 
we  could  eliminate  many  of  their  problems. 

Second  question:  In  terms  of  prescription  drugs,  people  all  over 
this  country  are  outraged  by  the  high  cost  of  prescription  drugs  in 
the  United  States.  What  is  your  understanding  of  the  cost  of  pre- 
scription drugs  in  Canada  and  in  the  United  States,  the  same  drug, 
who's  paying  more? 

Mr.  Bowsher.  [No  response.] 

Mr.  Sanders.  Gee,  I  know  the  answer  to  that  one.  [Laughter.] 

Mr.  Bowsher.  They  have  somewhat  better  control  over  it,  Mike 
tells  me  here,  through  some  negotiations.  They  don't  have  the  dra- 
matic difference  that  some  people  might  think. 

Mr.  Sanders.  The  fact  is  that  the  Canadians,  as  well  as  the  Eu- 
ropeans, are  paying  far,  far  less  for  prescription  drugs  than  we  are. 
That's  my  understanding. 

I  want  to  ask  you  another  question.  We're  all  politicians  here.  We 
watch  polls  very  closely.  Some  people  talk  about  all  the  problems, 
about  all  the  Canadians  who  want  to  come  to  America  to  avoid 
their  terrible  system,  in  terms  of  your  understanding  of  polls,  what 
percentage  of  trie  Canadians  who  had  to  live  through  the  wonderful 
American  svstem  now  want  to  give  up  their  system  and  return  to 
our  system?  Do  you  have  a  number? 
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Mr.  Bowsher.  I  don't  have  a  number,  but  I  can  tell  you  that  I've 
seen  many  illustrations  of  what  Congressman  Peterson  pointed  out, 
and  that  is  that  the  Canadians,  by  and  large,  like  their  system. 

I  sometimes  go  to  business  meetings  where  you  have  CEO's  of 
major  corporations,  and  the  Americans  are  always  bringing  it  up 
as  one  of  the  real  problems,  whether  they're  from  the  automobile 
industry,  or  whether  they're  from  some  other  industry,  they'll  say, 
"Health  care  cost  in  America  is  driving  us  into  a  noncompetitive 
situation."  The  Canadian  businessmen  always  say,  kind  of  sheep- 
ishly, at  the  end  of  the  meeting,  "Well,  look  at  our  system.  It's  run 
by  the  government  somewhat,  but  it  has  a  lot  of  good  features  to 
it." 

I  don't  ever  hear  a  Canadian  businessman  telling  me  they've  got 
a  lousy  health  care  system. 

Mr.  Sanders.  Well,  the  fact  is,  as  far  as  I  can  understand,  a  re- 
cent poll  indicated  all  of  3  percent  of  the  Canadian  people  want  to 
give  up  their  system  and  come  to  our  system,  while,  in  fact,  poll 
after  poll  indicates  that  the  American  people  are  sick  and  tired  of 
our  present  system  and  want  to  move  in  another  direction. 

I  know  that  in  the  State  of  Vermont,  at  least,  which  borders  on 
Canada,  the  vast  majority  of  our  people  would  prefer  a  Canadian- 
style  system. 

Mr.  Chairman,  let  me  just  simply  conclude  by  saying,  the  truth 
of  the  matter  is,  we  have  talked  a  whole  lot  about  this  for  decades. 
Harry  Truman,  in  1948,  talked  about  a  national  health  care  sys- 
tem. 

The  real  issue  is:  Does  the  U.S.  Congress  have  the  guts  to  take 
on  the  insurance  companies,  the  drug  companies,  the  AMA,  the 
medical  equipment  suppliers,  and  people  who  are  making  billions 
and  billions  of  dollars  off  of  the  system,  or  do  we  have  the  courage 
to  move  forward  to  a  Canadian-style  system  which  finally  will 
guarantee  health  care  to  all  of  our  people  without  having  us  spend 
1  penny  more  than  we're  presently  spending. 

Thats  the  issue.  It's  not  a  health  care  issue;  it's  a  political  issue. 
It's  a  question  of  courage. 

Thank  you  very  much. 

Mr.  Conyers.  Thank  you  very  much,  General  Bowsher.  You  have 
heard  from  every  member. 
Mr.  Bowsher.  I  think  you  have  one  more  member. 
Mr.  Cox.  Mr.  Chairman. 

Mr.  Conyers.  Excuse  me.  The  gentleman  from  Illinois. 
Mr.  Cox.  I  understand.  No  problem. 

Mr.  Conyers.  There  was  another  Mr.  Cox  who  was  here,  not  the 
gentleman  from  Illinois. 
Mr.  Cox.  That's  right. 

Mr.  Conyers.  I  am  pleased  to  recognize  the  member  from  our 
side  of  the  aisle,  Mr.  Cox. 

Mr.  Cox.  Thank  you,  Mr.  Chairman.  I,  too,  want  to  add  my  voice 
to  those  congratulating  you  for  calling  this  series  of  hearings.  I 
think  it's  extremely  important  that  we  deal  with  this  issue  before 
it  becomes  more  of  a  crisis  than  it  already  is  today. 

In  my  experience,  in  the  process  of  getting  here,  I  talked  a  lot 
about  health  care.  I  had  an  interesting  feedback  from  people  in  my 
district.  It  was  kind  of  a  real  dichotomy.  The  first  one  was  the  Fed- 
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eral  Government  needs  to  do  something  about  health  care.  And  the 
second  one  was,  we  don't  think  the  Federal  Government  can  do 
anything  in  a  way  that  will  deliver  the  service  to  us  that  we  think 
we  need. 

I  think,  as  a  complement  to  what  Mr.  Sanders  just  said,  I  think 
it's  extremely  important  and  incumbent  upon  us  to  carefully  look 
at  the  various  options  that  are  out  there,  find  ones  that  function, 
and  provide  some  real  credibility  to  whatever  proposal  we  come 
down  to  in  providing  this  health  care  to  people  across  the  board  in 
the  United  States.  Because  we  have  a  responsibility,  it's  very  in- 
tense, and  it  isn't  going  to  be  easy,  politically,  to  find  one  that  will 
work. 

In  connection  with  that,  there  have  been  several  comments 
made,  either  directly  or  through  questions  to  you  today.  If  we  were 
to  turn  to  Mr.  Sanders  and  make  it  the  law  in  this  country,  there 
may  be  a  need  for  people  to  decrease  their  expectations  of  the 
health  care  system  that  is  currently  available  in  this  country. 

I  would  like  to  ask  you,  Mr.  Bowsher,  if  we  disregard  the  37  mil- 
lion people  in  this  country  who  have  no  health  insurance  whatso- 
ever, and  I  think  it's  73  million  who  are  underinsured,  disregard 
those  people,  because  my  guess  is  they're  not  looking  too  much  at 
decreased  expectations,  but  as  to  those  who  have  health  insurance, 
what,  if  any,  perspective  do  you  have  on  the  consequence  of  de- 
creased—or the  requirement  for  decreased  expectations  on  into  the 
future,  if  we  keep  the  system  that  we  have  right  now? 

Mr.  Bowsher.  Well,  I  think  the  system  that  we  have  right  now 
is  working  well  for  the  people  who  are  well  insured  and  can  afford 
to  go  to  the  best  medical  centers,  and  the  best  physicians,  and  ev- 
erything like  that.  And  I  think  our  system  would  continue  to  prob- 
ably have  that  feature  in  it,  but  it's  going  to  get  more  and  more 
costly,  and  I  suspect  the  percentages  will  move  on  us. 

I  think  a  lot  of  the  middle  class  now  are  being  affected  by  our 
health  care  system  and  some  of  the  weaknesses  in  it.  I  think  even 
for  professional  people  today  to  move  from,  say,  from  employer  to 
employer,  lots  of  times  they  are  stunned  if  they  move  to  an  em- 
ployer that,  for  some  reason,  doesn't  have  a  good  health  plan  or 
had  to  lose  his  good  health  plan,  or  something  Tike  that,  why,  what 
it  can  cost. 

A  friend  of  mine  from  Chicago  called  me  and  said  that — he's  a 
commodities  broker,  and  he  has  moved  from  various  firms  to  other 
firms — he's  got  his  office  in  the  board  of  trade — but  he's  paying 
more  now  for  health  care  than  he  is  paying  for  his  mortgage,  and 
that  stuns  him.  And  he  said,  now,  every  time  he  makes  a  move, 
he's  got  to  take  a  look  at  that. 

I  think  we're  going  to  see  those  kinds  of  encumbrances  come  into 
our  middle  class  that  never  used  to  be  there,  because  of  the  health 
care  system. 

Mr.  Cox.  I  think  that's  right.  I  think  that  as  we  consider  the  var- 
ious ideas  and  options  that  are  out  there,  we  need  to  keep  in  mind 
that  our  system,  as  it  is  right  now,  is  serving  well  a  smaller  and 
smaller  percentage  of  the  population. 

If  I  might,  Mr.  Chairman,  one  other  area  I'd  like  to  follow  up  on, 
a  couple  questions  that  Mr.  Thomas  asked  you  about  rural  health 
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care.  My  experience  has  been — and  my  district  is  probably  50/50, 
rural  and  urban,  in  terms  of  population. 

We're  having  an  extremely  difficult  time  in  the  rural  areas  keep- 
ing physicians,  and  it's  not  because  they  don't  have  plenty  to  do; 
it's  because  they  have  too  much  to  do.  And  we  can't  attract  people 
into  the  area,  and  those  who  are  there,  if  they're  going  to  provide 
the  care  that  is  necessary  for  people  who  live  in  those  areas,  they 
are  literally  exhausted  all  the  time  and  ultimately  leave.  No  matter 
what  we  do,  we  can't  keep  them  in  the  rural  areas. 

Do  you  have  any  observation  of  whether  or  not  that  is  being  af- 
fected at  all  in  Canada,  or  if  the  same  problem  exists,  or  is  there 
some  difference  there  that  would  help  us  in  evaluating  their  plan? 

Mr.  Bowsher.  I  think  that  some  of  the  same  problems  exist  from 
the  fact  that  some  people  don't  want  to  live  in  the  rural  areas  as 
much  as  they  do  in  a  more  metropolitan  area. 

But  I  think  by  tying  their  medical  practices  into  medical  centers 
more,  such  as  I  illustrated  with  the  Marshfield  Clinic  up  in  Wiscon- 
sin— and  I  know  some  in  Illinois  are  doing  the  same,  like  the  Karl 
Clinic  in  Champagne-Urbana.  I  think  then  you  get  the  doctors 
more  as  part  of  a  medical  practice,  that  they  feel  stimulation,  and 
then  they  can  more  balance  the  workload. 

In  other  words,  you're  right.  If  somebody  is  killing  themselves  in 
trying  to  handle  a  huge  area  and  a  huge  population  over  a  big  geo- 
graphical area,  they  can  wear  themselves  out  pretty  fast. 

Mr.  Cox.  Is  the  Canadian  system,  though,  in  any  way  dealing 
with  that? 

Mr.  Bowsher.  The  Canadian  system  is  dealing  with  it,  but  I 
don't  think  that  it's  dealing  with  it  as  well  as  it  should.  I  would 
think  that's  one  of  the  things  we'd  want  to  build  into  any  redesign 
of  our  system,  because  I  think,  like  in  the  Marshfield  Clinic,  we're 
probably  dealing  with  that  better. 

Mr.  Cox.  Finally,  Mr.  Chairman,  having  practiced  law  in  my 
former  life,  there's  a  real  tendency  these  days  around  here  to  find 
any  way  that  you  can  bring  lawyers  into  the  debate,  because  the 
only  function  of  a  lawyer  is  greed  and  taking  as  much  money  as 
possible  and  storing  it  in  your  own  accounts. 

However,  in  your  report,  you  talk  about  a  clear  difference  be- 
tween the  legal  system  and  the  available  litigation  process  in  the 
Canadian  system  versus  ours,  and  it's  relatively  brief.  The  only 
part  I  notice  is  on  pages  41  and  42.  Have  you  expanded  on  that 
anywhere,  or  do  you  have  any  intention  of  looking  deeper  into  that? 

It  would  be  helpful  to  me,  as  one  open  to  any  ideas  that  exist, 
even  when  they  might  have  an  effect  on  me  when  I  end  up  going 
back  to  practice  law.  If  that  is  a  real  damaging  part  of  this  system, 
we  ought  to  be  looking  at  it. 

Mr.  Bowsher.  Yes.  We  are  doing  an  international  study  on  this 
issue,  and  we'll  have  that  report  sometime  here  in  the  future.  We 
decided  not  to  include  it  as  part  of  the  health  care  system.  But  I 
agree  with  you,  I  think  it's  important,  and  I  think  we  can  learn 
again  from  other  countries. 

Mr.  Cox.  Thank  you  very  much  for  your  patience  and  an  excel- 
lent report. 

Thank  you,  Mr.  Chairman. 
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Mr.  Conyers.  John  Cox,  your  contribution  was  very  important. 
You  are  now  the  last  member  who  has  had  a  chance  to  get  a  very 
brief  discussion  in.  I  know  we  all  have  more  questions.  There  are 
more  studies  coming  out  on  this  subject.  In  connection  with  your 
request,  it  is  appropriate  to  notice,  since  the  Comptroller  General 
is  before  us,  that  GAO  did  over  1,000  studies  for  Congress  in  the 
last  Congress  alone.  Many  of  them,  maybe  most  of  them,  came 
through  this  committee. 

So,  General  Bowsher,  your  work  has  been  marked  by  objectivity 
and  fairness.  You  try  to  respond  to  the  particular  positions  of  mem- 
bers in  a  way  that  I  think  reflects  great  credit  on  GAO. 

So,  for  these  reasons,  we're  grateful  that  you  started  off  what  we 
do  consider  to  be  a  landmark  discussion  in  health  care  delivery. 

We  also  appreciate  that  Janet  Shikles  and  Mike  Gutowski,  who 
have  worked  with  us  so  long,  were  with  you  today. 

Thank  you  very,  very  much  for  coming. 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Conyers.  We  are  going  to  modify  our  second  panel,  because 
we  have  asked  Dr.  Reed  Tuckson  to  join  John  Sweeney,  Gerald 
McEntee,  Walter  Maher,  and  Horace  Deets  at  the  witness  table. 
We  are  going  to  ask  John  Sweeney,  president  of  the  Service  Em- 
ployees International  Union,  and  chair  of  the  AFL-CIO  health  care 
committee,  to  be  our  first  witness. 

Without  objection,  all  of  the  prepared  statements  will  be  incor- 
porated into  the  record  in  their  entirety,  and  we  will  ask  you  for 
brief  summaries.  I  know  you  have  waited  a  long  time,  so  it  is  very 
difficult  for  me  to  ask  you  to  please  limit  your  remarks  to  roughly 
5  minutes  so  that  we  can  move  to  the  rest  of  the  members  in  the 
first  panel,  who  have  so  graciously  agreed  to  come  after  panel  two. 

Mr.  Sweeney,  we  would  like  you  to  begin  the  discussion  from  the 
consumer's  perspective  in  this  panel.  Welcome  to  Government  Op- 
erations. 

STATEMENT  OF  JOHN  J.  SWEENEY,  INTERNATIONAL  PRESI- 
DENT, SERVICE  EMPLOYEES  INTERNATIONAL  UNION, 
CHAIR,  AFL-CIO  HEALTH  CARE  COMMITTEE 

Mr.  Sweeney.  Thank  you  very  much,  Mr.  Chairman. 
My  name  is  John  Sweeney.  I  am  president  of  the  Service  Em- 
ployees International  Union. 
Mr.  Conyers.  Could  you  pull  your  mike  a  little  closer  in? 
Mr.  Sweeney.  Thank  you,  Mr.  Chairman. 

My  name  is  John  Sweeney.  I  am  president  of  the  Service  Em- 
ployees International  Union.  I  also  serve  as  chair  of  the  AFL-CIO's 
health  care  committee.  It  is  with  great  pleasure  that  I  appear  be- 
fore you  today. 

Our  union,  SEIU,  has  950,000  members  employed  in  health  care, 
public  sector,  and  building  service.  It's  the  largest  union  of  health 
care  workers  in  North  America.  Our  membership  includes  80,000 
Canadians,  most  of  whom  are  health  care  workers. 

Chairman  Conyers,  SEIU  appreciates  the  concern  and  the  deter- 
mination shown  by  yourself  and  the  members  of  the  Government 
Operations  Committee  in  coming  to  grips  with  the  momentous  topic 
of  health  care  reform.  As  a  Nation,  we  find  ourselves  at  a  critical 
stage  in  the  process  of  building  a  political  consensus  for  com- 
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prehensive  national  reform.  Everyone  now  agrees  on  the  general 
goals  of  universal  access,  cost  control,  and  quality  improvement. 
Large  differences  remain,  however,  as  to  the  methods  and  struc- 
tures for  achieving  those  goals.  Nowhere  is  this  more  true  than  in 
the  area  of  cost  containment. 

The  report  issued  today  by  the  General  Accounting  Office  enti- 
tled, "Canadian  Health  Insurance:  Lessons  for  the  United  States," 
represents  a  significant  contribution  to  this  debate.  The  GAO  re- 
port shows  that  major  savings  are  possible  under  a  single-pur- 
chaser reimbursement  system.  Equally  important,  it  shows  that 
universal  access  and  universal  cost  containment  go  hand  in  hand. 
Cost  containment  is  and  always  has  been  one  of  the  most  central 
and  most  difficult  issues  in  the  health  care  reform  debate. 

Fd  like  to  relate  our  experience  within  the  AFL-CIO.  In  Feb- 
ruary 1991,  we  concluded  a  year-long  process  of  coming  to  consen- 
sus on  a  reform  program.  We  examined  alternative  models  of  re- 
form as  well  as  the  experience  of  other  industrialized  countries. 

In  the  area  of  cost  containment,  the  lesson  is  clear  and  unmis- 
takable. Despite  great  variation  in  institutions,  culture,  and  financ- 
ing structures,  every  other  industrialized  country  employs  uniform 
reimbursement,  a  national  health  budget,  and  capital  controls. 
There  is  no  doubt  that  we  have  much  to  learn  from  other  countries. 

Figures  for  1989  show  that  the  United  States,  on  a  per-person 
basis,  spent  40  percent  more  than  Canada.  Other  industrial  coun- 
tries have  achieved  even  greater  control  over  costs.  We  outspent 
Sweden  by  73  percent,  Germany  by  91  percent,  and  Japan  by  127 
percent.  Canada's  ability  to  control  health  care  costs  demonstrates 
the  large  savings  that  are  possible  under  an  all-payer  reimburse- 
ment system. 

Canada  adopted  the  purest  version  of  an  all-payer  system;  that 
is,  the  so-called  single-payer  approach,  whereby  the  provincial  gov- 
ernments are  the  sole  purchasers  of  health  services.  The  experience 
of  other  countries  shows  that  they  too  have  found  that  an  all-payer 
system  is  essential  to  curtailing  health  cost  inflation,  although  it 
should  be  noted  that  their  experience  also  demonstrates  that  a  sin- 
gle-payer approach  is  not  the  only  way  to  achieve  such  results. 

Labor  has  traditionally  supported  a  pure  social  insurance  ap- 
proach. However,  in  the  current  political  climate  and  in  the  face  of 
the  urgent  need  for  effective  progress  on  reform,  labor  has  decided 
not  to  make  this  a  prerequisite  for  its  endorsement  of  comprehen- 
sive health  care  reform  legislation.  As  long  as  the  objectives  of  gen- 
uine cost  containment,  universal  access  to  care,  and  quality  im- 
provement are  met,  we  have  an  open  mind  on  the  system  and  me- 
chanics for  achieving  these  goals. 

As  AFL-CIO  President  Lane  Kirkland  puts  it,  we're  in  a  nego- 
tiating mode.  The  AFL-CIO  executive  council  statement  calls  for 
real  administrative  streamlining,  as  well  as  comprehensive  cost 
containment,  including  a  national  health  care  budget,  a  single-pur- 
chaser reimbursement  system,  and  controls  on  capital. 

The  executive  council's  statement,  like  the  GAO  report,  also 
points  out  the  need  to  structure  our  reform  system  so  as  to  retain 
those  constructive  innovations,  like  health  maintenance  organiza- 
tions, which  have  emerged  in  the  more  competitive  environment  of 
the  United  States. 
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Unfortunately,  there  are  still  too  many  business  leaders  who 
think  that  they  can  go  it  alone  in  controlling  health  benefit  costs. 
This  belief,  which  is  contrary  to  the  bitter  facts  of  the  last  decade, 
is  based  largely  on  a  philosophical  opposition  to  regulation  and  an 
expanded  role  for  government.  Thankfully,  this  opposition  is  less- 
ening, with  employer  health  benefit  costs  projected  to  hit  $22,000 
per  employee  by  the  year  2000,  less  than  a  decade  away. 

It  is  not  surprising  to  see  the  growing  receptivity  within  the  busi- 
ness community  to  a  public-private  approach  with  some  regulatory 
mechanism.  A  recent  Robert  Wood  Johnson  survey  reported  that  a 
majority  of  Fortune  500  CEO's  agreed  that  health  care  costs  cannot 
be  controlled  without  government  intervention. 

From  the  halls  of  Congress  to  the  corporate  board  rooms,  this  is 
precisely  where  the  reform  debate  is  focused  at  this  time.  Should 
we  continue  to  rely  on  private  efforts  alone,  or  is  there  a  need  for 
an  expanded  role  for  the  Federal  Government  in  regulating  health 
care  costs?  This  issue  is  decisive.  It  will  determine  whether  we 
have  real  reform  or  not, 

We've  done  everything  we  can  do  as  individual  purchasers.  There 
is  no  meaningful  alternative  left,  The  only  remaining  unanswered 
question  is  the  strength  of  the  health  care  industry's  lobbying  ef- 
fort. Can  they  turn  back  meaningful  cost  containment  one  more 
time? 

For  its  part,  the  labor  movement  remains  steadfast  in  its  call  for 
universal  cost  containment.  Only  when  every  payer,  government 
program,  employer  private  insurer,  or  individual,  pays  the  same 
price  for  a  unit  of  service  can  we  control  the  cost  shifting  that  is 
undermining  our  employment-based  system. 

We  are  pleased  to  see  the  recent  congressional  testimony  of 
Comptroller  General  Bowsher  and  CBO  Director  Reischauer,  which 
highlight  the  need  for  universal  cost  containment.  The  new  report 
from  the  GAO  released  today  supplies  further  insights  into  this 
issue. 

Mr.  Chairman,  our  union  applauds  your  efforts  to  bring  the  prob- 
lem of  health  care  costs  to  the  fore.  We  believe  that  without  man- 
datory, universal  cost  containment  health  care  reform  is  doomed  to 
fall  short  of  the  mark. 

Thank  you. 

[The  prepared  statement  of  Mr.  Sweeney  follows:] 


69 


SERVICE 
EMPLOYEES 


INTERNATIONAL   UNION,    AFL-CIO,  CLC 

1313  L  STREET  N.W  •  WASHINGTON,  DC.  20005  •  (202)  898-3200 
JOHN  J.  SWEENEY  RICHARD  W.  CORDTZ 

INTERNATIONAL  PRESIDENT  INTERNATIONAL  SECRETARY-TREASURER 


TESTIMONY  OF 
JOHN  J.  SWEENEY 
INTERNATIONAL  PRESIDENT 
SERVICE  EMPLOYEES  INTERNATIONAL  UNION,  AFL-CIO,  CLC 
ON  HEALTHCARE  REFORM  AND  COST  CONTAINMENT 
BEFORE 

THE  HONORABLE  JOHN  CONYERS 
CHAIR  OF  THE 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
U.S.   HOUSE  OF  REPRESENTATIVES 


JUNE  4,  1991 


70 


Mr.  Chairman,  my  name  is  John  Sweeney,  and  I  am  President  of 
the  Service  Employees  International  Union.  I  also  serve  as  chair 
of  the  AFL-CIO's  Health  Care  Committee. 

It  is  with  great  pleasure  that  I  appear  before  you  today. 
SEIU  has  950,000  members  employed  in  health  care,  the  public 
sector,  building  service  and  other  service  occupations  and  is  the 
largest  union  of  healthcare  workers  in  North  America.  Our 
membership  includes  80,000  Canadians,  most  of  whom  are  healthcare 
workers.     Chairman  Conyers ,  SEIU  appreciates  the  concern  and 
determination  shown  by  yourself  and  other  members  of  the 
Government  Operations  Committee  in  coming  to  grips  with  the 
momentous  topic  of  healthcare  reform. 

As  a  nation,  we  find  ourselves  at  a  critical  stage  in  the 
process  of  building  a  political  consensus  for  comprehensive 
national  reform.     Everyone  now  agrees  on  the  general  goals  of 
universal  access,   cost  control  and  quality  improvement.  Large 
differences  remain,  however,  as  to  the  methods  and  structures  for 
achieving  those  goals .     Nowhere  is  this  more  true  than  in  the 
area  of  cost  containment. 

The  report  issued  today  by  the  General  Accounting  Office 
entitled:  Canadian  Health  Insurance:  Lessons  for  the  United 
States  represents  a  significant  contribution  to  this  debate.  The 
GAO  report  shows  that  major  savings  are  possible  under  an  all- 
payer  reimbursement  system.     Equally  important,  it  shows  that 
universal  access  and  universal  cost  containment  go  hand  in  hand. 
Cost  containment  is  —  and  always  has  been  —  one  of  the  central 
and  most  difficult  issues  in  the  healthcare  reform  debate. 

The  healthcare  cost  crisis  of  the  1980 's  led  to  a  revolution 
in  the  role  of  purchasers  of  health  coverage.     The  Federal 
hospital  cost  containment  legislation  of  the  late  seventies  had 
fallen  victim  to  yet  another  lobbying  campaign  by  providers  of 
care  and,  faced  with  an  alarming  increase  in  costs,  neither  labor 
nor  management  could  afford  any  longer  just  paying  the  bills, 
while  passively  accepting  the  dictates  of  providers  and  insurers. 
Private  purchasers  took  on  a  new  role,  seeking  more  information 
about  the  health  coverage  they  bought,  and  more  control  over  how 
their  money  was  spent . 

The  role  of  government  also  changed  dramatically.     Gone  were 
the  days  when  the  federal  government  played  an  activist  role  in 
health  care,  safeguarding  the  public  health  by  moderating  the 
dynamics  of  the  marketplace.     The  Reagan  Revolution  brought  a 
wholesale  retreat  from  federal  intervention  in  health  services. 
It  also  brought  massive  deficits  and  massive  federal  spending 
cuts .     At  the  same  time  that  the  federal  government  abandoned  its 
responsibility  for  overseeing  the  healthcare  system,  it  tightened 
up  on  its  own  healthcare  spending  with  the  Medicare  Prospective 
Payment  System. 
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As  the  federal  government  turned  its  back,   labor  and 
management  became  locked  in  a  battle  over  health  costs. 
Businesses  needed  relief  from  health  costs  which  were  endangering 
their  competitive  position  and  workers  had  to  choose  between 
going  on  strike  or  accepting  a  rollback  in  their  total 
compensation  via  more  cost  sharing  or  lowered  wage  increases .  An 
SEIU  study  entitled:  Labor  and  Management  On  a  Collision  Course 
over  Health  Care  showed  that  the  proportion  of  striking  workers 
involved  in  disputes  where  health  benefits  were  a  major  issue 
quadrupled  between  19  86  and  1989. 

Labor  has  always  had  a  strong  interest  in  cost  containment 
as  a  way  of  holding  on  to  benefits  and  avoiding  increased  cost 
sharing.     But,  our  experience,  and  that  of  many  employers,  has 
been  that  private  cost  control  mechanisms  bring,  at  best,  a  one- 
shot  reduction  in  costs .     The  underlying  rate  of  increase  in 
healthcare  costs  remains  beyond  the  reach  of  plan-by-plan, 
company-by-company  cost  containment. 

The  problem  is  rooted  in  the  very  structure  of  our 
healthcare  market.     Even  the  largest  employers  find  it  impossible 
to  gain  significant  market  leverage  over  hospitals  and  physicians 
because  their  work  forces  are  dispersed  over  many  communities. 
We  recently  published  a  report  entitled:  On  the  Endangered  List: 
Public  Employee  Health  Benefits  in  the  1990's.     We  found  that 
even  state  governments  --  in  many  states  the  largest  employers 
who  have  the  additional  advantage  of  regulatory  powers  —  were  no 
more  successful  at  controlling  the  cost  of  health  benefits  than 
the  average  private-sector  employer. 

This  experience  shows  once  and  for  all  that  the  pro- 
competitive,  deregulatory  approach  won't  work.     While  competition 
could  and  should  continue  to  have  a  role  in  the  future,  it  must 
be  within  a  framework  that  establishes  the  same  rules  for  all  the 
players.     Right  now,  a  major  source  of  our  troubles  is  the  fact 
that  the  biggest  payer  —  the  federal  government  —  plays  by  its 
own  rules . 

I'd  like  to  relate  our  experience  within  the  AFL-CIO.  In 
February  1991,  we  concluded  a  year-long  process  of  coming  to 
consensus  ;on  a  reform  program.     During  our  deliberations,  the 
committee  examined  alternative  models  of  reform  as  well  as  the 
experience.of  other  industrialized  countries.     In  the  area  of 
cost  containment,  the  lesson  is  clear  and  unmistakable.  Despite 
great  variation  in  institutions,  culture  and  financing 
structures,  every  other  industrialized  country  employs  uniform 
reimbursement,  a  national  health  budget,  and  capital  controls. 

There  is  no  doubt  that  we  have  much  to  learn  from  other 
countries.     Figures  for  1989  show  that  the  United  States,  on  a 
per-person  basis,  spent  40  percent  more  than  Canada.  Other 
industrial  countries  have  achieved  even  greater  control  over 
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costs:  We  outspent  Sweden  by  7  3  percent,  Germany  by  91  percent, 
and  Japan  by  127  percent. 

In  its  report,   the  GAO  highlights  the  fact  that  large 
administrative  savings  are  possible  in  our  system  and  that  we  are 
unlikely  to  control  costs  without  a  reimbursement  system  that  is 
uniform  for  all  payers  and  that  includes  controls  on  capital. 
These  conclusions  are  congruent  with  those  reached  by  the  AFL-CIO 
Health  Care  Committee. 

Canada's  ability  to  control  healthcare  costs  demonstrates 
the  large  savings  that  are  possible  under  an  all-payer 
reimbursement  system.     Canada  adopted  the  purest  version  of  an 
all-payer  system,  that  is,  the  so-called  single-payer  approach 
whereby  the  provincial  governments  are  the  sole  purchasers  of 
health  services.     However,   the  experience  of  other  countries 
shows  that  they  too  have  found  that  an  all-payer  system  is 
essential  to  curtailing  health  cost  inflation,  although  it  should 
be  noted  that  their  experience  also  demonstrates  that  a  single- 
payer  approach  is  not  the  only  way  to  achieve  such  results. 

Labor  has  traditionally  supported  a  pure  social  insurance 
approach.     However,  in  the  current  political  climate  and  in  the 
face  of  the  urgent  need  for  effective  progress  on  reform,  labor 
has  decided  not  to  make  this  a  prerequisite  for  its  endorsement 
of  comprehensive  healthcare  reform  legislation.     As  long  as  the 
objectives  of  genuine  cost  containment,  universal  access  to  care 
and  quality  improvement  are  met,  we  have  an  open  mind  on  the 
mechanics  for  achieving  them.     As  AFL-CIO  President  Lane  Kirkland 
puts  it:   "We're  in  a  negotiating  mode." 

The  AFL-CIO  Executive  Council  statement  calls  for  real 
administrative  streamlining  as  well  as  comprehensive  cost 
containment  including  a  national  healthcare  budget,  a  single- 
purchaser  reimbursement  system  and  controls  on  capital .  The 
Executive  Council's  statement,  like  the  GAO  report,  also  points 
out  the  need  to  structure  our  reformed  system  so  as  to  retain 
those  constructive  innovations,  like  health  maintenance 
organizations,  which  have  emerged  in  the  more  competitive 
environment  of  the  United  States.     Let's  not  throw  out  the  baby 
with  the  bath  water. 

Nevertheless,  competition  and  innovation  must  occur  within  a 
coordinated,  uniform  structure  of  provider  payment.     We  believe 
this  can  be  achieved  by  aggregating  the  purchasing  power  of  all 
payers  into  a  single  purchaser  authority  that  negotiates  with  the 
provider  community. 

We  won  unanimity  on  this  point  in  the  AFL-CIO  and  are 
actively  seeking  to  extend  that  consensus  into  the  business 
community.     Unfortunately,  there  are  still  too  many  business 
leaders  who  think  they  can  go  it  alone  in  controlling  health 
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benefit  costs.  This  belief,  which  is  contrary  to  the  bitter 
facts  of  the  last  decade,  is  based  largely  on  an  ideological 
opposition  to  regulation  and  an  expanded  role  for  government. 

Now,   if  business  owners  wish  to  burn  up  their  profits  on  the 
altar  of  free-market  ideology,  well,  that's  their  business.  But 
in  the  case  of  out-of -control  healthcare  costs,  it's  the  workers 
who  are  paying  the  price  for  their  myopia.     It's  time  to  wake  up 
and  smell  the  coffee. 

Fortunately,  more  and  more  business  leaders  are  doing  just 
that .     A  recent  Robert  Wood  Johnson  Survey  reported  that  a 
majority  of  Fortune  500  CEOs  agreed  that  healthcare  costs  cannot 
be  controlled  without  government  intervention.     Sixty  percent 
indicated  support  for  an  all-payer  reimbursement  system.     It  is 
noteworthy  that  nearly  all  of  these  companies  self-insured  during 
the  1980 's  and  experimented  with  a  wide  range  of  private  cost 
containment  techniques  which  have  proven  to  be  inadequate. 

With  employer  health  benefits  costs  projected  to  hit  $22,000 
per  employee  by  the  year  2000  --  less  than  a  decade  away  --  it's, 
not  surprising  to  see  the  growing  receptivity  within  the  business 
community  to  a  regulatory  approach. 

From  the  halls  of  Congress  to  the  corporate  boardrooms,  this 
is  precisely  where  the  reform  debate  is  focused  at  this  time: 
Should  we  continue  to  rely  on  private  efforts  alone  or  is  there  a 
need  for  the  federal  government  in  regulating  healthcare  costs . 
This  issue  is  decisive  —  it  will  determine  whether  we  have  real 
reform  or  not.     We've  tried  everything  --  there's  no  meaningful 
alternative  left.     The  only  remaining  unanswered  question  is  the 
strength  of  the  healthcare  industry's  lobbying  effort:  Can  they 
turn  back  universal  cost  containment  one  more  time? 

For  its  part,  the  labor  movement  remains  steadfast  in  its 
call  for  universal  cost  containment.     Under  an  all-payer 
reimbursement  system,  every  payer  --  government  program, 
employer,  private  insurer,  or  individual  --  would  pay  the  same 
price  for  a  unit  of  service.     Private  and  public  purchasers  would 
be  combined  into  a  single  purchaser  that  would  negotiate  with 
healthcare  providers. 

According  to  the  Congressional  Budget  Office,  studies  show 
that  the  four  states  with  all-payer  hospital  rate-setting  — 
Maryland,  Massachusetts,  New  Jersey  and  New  York  —  have  all 
experienced  lower  rates  of  cost  increase.     Hospital  costs  in 
these  states  are  two  to  thirteen  percent  lower  than  they  would 
otherwise  have  been. 

A  uniform  reimbursement  system  is  essential  to  stabilizing 
our  system  of  employment-based  coverage.     And  that  system,  which 
provides  health  coverage  for  two  out  of  three  Americans,  is  on 
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the  verge  of  collapse.     While  national  health  spending  per  person 
is  rising  at  the  rate  of  10  percent,  the  cost  of  employer-paid 
health  coverage  is  rising  twice  as  fast:   20  percent  per  employee. 
One  reason  why  costs  are  rising  faster  on  a  per-employee  basis  is 
the  rising  ratio  of  retired  to  active  workers  as  many  companies 
encouraged  early  retirement  during  the  corporate  restructuring  of 
the  nineteen-eighties .     Another  reason  is  cost  shifting  from  the 
federal  government  to  the  private  sector. 

SEIU  has  spent  a  great  deal  of  time  discussing  healthcare 
issues  with  our  local  union  leaders  and  rank-and-file  members. 
We  have  found  that  healthcare  price  discrimination  is  one  of  the 
toughest  concepts  to  get  across.     After  all,  most  people  assume 
that  buying  health  care  is  like  buying  milk  at  the  store  — 
everyone  pays  the  same  price. 

Nothing  could  be  farther  from  the  truth.     Last  year,  we 
collected  data  on  reimbursement  rates  for  a  report  called: 
California  Health  Care:  On  the  Critical  List.     We  found,  for 
example,  that  in  San  Francisco,  private  insurers  would  pay  up  to 
$9400  for  a  coronary  bypass  while  Medicare  paid  only  $5000. 
Medi-Cal  rates  were  even  lower:   $2300  for  the  identical 
procedure.     Across  a  wide  range  of  services,  these  gaps  persisted 
--  the  maximum  allowable  rates  for  private  insurers  were 
generally  twice  the  Medicare  rate  and  three  to  four  time  the 
Medi-Cal  rate. 

So,  in  reality,  there  is  a  spectrum  of  prices  charged  for 
the  same  service  with  government  at  one  end,  followed  by  large 
employers,  small  groups  and  uninsured  individuals  at  the  other. 
Hospitals  and  doctors  calibrate  prices  to  charge  what  each 
segment  of  the  market  will  bear.     Meanwhile,  Medicare  and 
Medicaid,  which  together  account  for  37  percent  of  hospital 
revenue,   set  their  prices  unilaterally  leaving  the  private  sector 
to  fend  for  itself.     And,  keeping  track  of  these  complex  pricing 
arrangements  adds  to  the  administrative  costs  of  our  healthcare 
system. 

Even  if  it  is  true,  as  the  federal  government  claims,  that 
Medicare  pays  full  cost  for  its  own  beneficiaries,  someone  still 
has  to  pay  for  the  cost  of  caring  for  those  who  can't  pay  their 
bills  because  they  have  no  insurance  --  so-called  uncompensated 
care.     There's  also  the  problem  of  low  Medicaid  reimbursements  — 
the  Physician  Payment  Review  Commission  recently  reported  that 
Medicaid  pays  doctors  only  69  percent  of  what  Medicare  pays.  The 
burden  of  uncompensated  care  is  loaded  onto  the  backs  of  private 
payers  as  well  as  state  and  local  taxpayers  who  subsidize  public 
hospitals . 

This  distorted  rate  structure  is  getting  more  and  more 
lopsided  as  costs  are  being  shifted  from  the  federal  government 
to  the  private  sector  and  state  and  local  taxpayers .     The  latest 

-5-- 


75 


estimates  of  national  health  spending  from  the  Health  Care 
Financing  Agency  provide  evidence  of  this  unmistakable  trend. 

In  1985,  Medicare's  share  of  spending  for  hospital  services 
peaked  at  29  percent.     In  the  same  year,  the  new  PPS  system  first 
began  to  bite.     By  1989,   just  five  years  later,  Medicare's  share 
of  hospital  spending  had  fallen  to  26.7  percent.     Medicare  would 
have  spent  $13  billion  more  on  hospital  care  from  1986  through 
1989  without  the  cost  shift.     What  has  happened  is  that  the 
federal  government  has  shifted  the  cost  of  operating  our  nation's 
hospitals  to  the  private  sector  and  to  state  and  local 
governments . 

The  Medicare  cost  shift  has  had  important  consequences.  The 
cost  of  hospital  coverage  for  employers  rises,  resulting  in 
benefit  cutbacks  and  discouraging  more  employers  from  even 
offering  coverage  to  their  employees.     Most  of  the  shift  to 
states  and  localities  shows  up  in  the  form  of  increased  subsidies 
for  public  hospitals,  adding  to  their  already  serious  fiscal 
problems . 

Despite  extensive  cost  containment  efforts,   labor  and 
management  are  powerless  in  the  face  of  Medicare  cost  shifting. 
That's  why  we  need  uniform  reimbursement  for  all  payers,  public 
and  private.     We're  just  asking  for  a  level  playing  field  that 
will  allow  private  payers  to  play  by  the  same  rules  as  Medicare. 

And  that's  why  we  need  federal  leadership  for  a  national 
solution.     States  and  localities  are  feeling  the  federal  cost 
shift,  too.     States  cannot  implement  comprehensive  cost 
containment  reforms  while  Medicare,  the  biggest  single  payer  of 
hospital  bills,  continues  to  go  its  own  way. 

Let  there  be  no  mistake:  we  understand  the  federal 
government's  predicament.     Fueled  by  demographic  pressures, 
Medicare  spending  is  on  a  sharp  upward  slope.     Now  about  seven 
percent  of  total  outlays,  Medicare  could  rise  to  30  percent  of 
the  federal  budget  by  2025 ,  according  to  Budget  Director  Darman. 
That  will  require  equally-unacceptable  large  cuts  in  other 
federal  spending  or  big  tax  increases. 

But  the  federal  government  has  another  option:  shift 
Medicare  costs  to  the  private  sector  and  states  and  localities. 
It's  the  perfect,  off -budget  solution.     Congress  and  the  White 
House  have  shown  their  willingness  to  go  this  route  again  and 
again.     Last  year's  budget  agreement  projected  $32  billion  in 
savings  over  five  years  through  reduced  payments  to  hospitals  and 
physicians.     If  the  past  is  any  guide,  providers  will  make  up 
these  savings  by  shifting  the  shortfall  to  private  payers  and 
states  and  localities. 

Some  opponents  of  increased  regulation  in  health  care  talk 
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as  though  what  we  have  today  constitutes  a  free  market.     But  it 
doesn't.     A  succession  of  Republican  administrations  has  given  us 
a  system  of  partial  regulation  through  Medicare  price-setting. 
There's  no  turning  back.     And,  no  one  is  suggesting  a  return  to 
the  days  when  Medicare  wrote  blank  checks  for  providers. 

So  the  private  sector  is  left  with  no  choice  but  to  advocate 
for  comprehensive  regulation  of  healthcare  spending  with  a 
national  budget,  uniform  reimbursement  and  capital  controls.  And 
unless  we  begin  to  move  in  this  direction  soon,  then  much  more 
drastic  and  even  draconian  steps  will  be  required  later  on. 

We  were  very  pleased  to  see  the  recent  Congressional 
testimony  of  Comptroller  General  Bowsher  and  CBO  Director 
Reischauer  which  highlight  the  need  for  universal  cost 
containment.     The  new  report  from  the  GAO  released  today  supplies 
further  insights  into  this  issue. 

Mr.  Chairman,  SEIU  applauds  your  efforts  to  bring  the 
problem  of  healthcare  costs  to  the  fore.     We  believe  that  without 
mandatory,  universal  cost  containment,  healthcare  reform  is 
doomed  to  fall  short  of  the  mark. 


Thank  you . 
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Mr.  CONYERS.  Thank  you  very  much,  President  Sweeney  of  the 
AFL-CIO  health  care  committee. 

I  would  now  like  to  welcome  Gerald  McEntee,  the  president  of 
AFSCME,  the  American  Federation  of  State,  County  and  Municipal 
Employees,  who  is  a  vice  president  of  the  AFL-CIO,  a  vice  presi- 
dent of  the  Democratic  National  Committee,  and  has  been  a  leader 
in  the  labor  movement  for  many,  many  years. 

I  know  Mr.  Horton  joins  me  in  welcoming  you. 

STATEMENT  OF  GERALD  W.  McENTEE,  PRESIDENT,  AMERICAN 
FEDERATION  OF  STATE,  COUNTY  AND  MUNICIPAL  EMPLOY- 
EES, AFL-CIO 

Mr.  McEntee.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  thank  you  for  the  invitation  to  speak  with  you  today 
on  America's  health  care  crisis  and  possible  solutions  offered  by  our 
Canadian  neighbors.  You  and  your  committee  deserve  high  praise, 
Mr.  Chairman,  for  your  efforts  to  study  and  focus  America's  atten- 
tion on  the  Canadian  health  care  system. 

With  the  chaos  and  bureaucracy  of  more  than  1,500  insurance 
companies  constantly  driving  up  costs,  it's  very  useful  for  us  to  see 
how  a  country  can  provide  excellent  medical  care,  save  money,  and 
guarantee  each  of  its  citizens  a  free  choice  of  doctors  and  hospitals. 
What's  more,  Canada's  doctors  and  hospitals,  free  from  the  admin- 
istrative nightmare  of  competing  private  insurance  companies,  can 
devote  their  energies  toward  their  real  work:  Taking  care  of  people 
and  not  paperwork. 

An  American  version  of  the  Canadian  plan,  health  security,  if 
you  will,  would  have  the  same  kind  of  support  we've  seen  for  Social 
Security.  Everyone,  rich  or  poor,  regardless  of  where  they  live  or 
whether  they  work,  would  be  covered  by  the  same  health  insurance 
plan.  It  would  save  enough  money  immediately  to  cover  everyone 
in  America,  and  it  could  be  financed  so  that  no  individual  or  busi- 
ness pays  more  than  they  can  afford. 

Chairman  Conyers,  I  lead  a  union  of  more  than  1V4  million 
State,  local  government,  health  care,  and  university  workers.  Not 
only  are  they  losing  their  health  insurance  as  costs  skyrocket  and 
States  and  cities  everywhere  slash  spending,  but  the  people  they're 
paid  to  take  care  of,  the  poor,  the  disabled,  the  homeless,  and  even 
the  middle  class,  are  losing  health  insurance  every  day. 

Our  members  would  love  to  believe  that  the  health  insurance 
system  we  have  worked  so  hard  to  build  across  America  will  fix  it- 
self, or  with  the  help  of  your  committee  and  the  Congress,  get  itself 
back  to  assuring  health  care  for  all  the  people.  Like  our  brothers 
and  sisters  in  the  rest  of  the  labor  movement,  we  organized,  and 
we  won  basic  health  insurance  for  our  members  across  the  bargain- 
ing table.  We  did  it  thanks  to  our  own  hard  work  and  thanks  to 
tax  preferences  and  regulations  that  you  helped  us  win. 

But  now  we've  become  the  victims  of  the  insurance  companies 
and  the  employment-based  health  insurance  system  we  helped  to 
create.  We  sit  down  to  bargain  our  contracts  today  and  we  see  costs 
skyrocketing.  We  try  desperately  to  shift  those  costs,  just  as  Medi- 
care, and  Medicaid,  and  everyone  else  who  pays  for  health  care 
tries  to  do,  and  it  doesn't  work. 
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After  two  decades  of  shifting  costs  and  taking  advantage  of  every 
regulatory  and  competitive  approach  that  we  could  find,  we're  back 
to  the  stark  reality  that  health  care  costs  cannot  be  contained  by 
1,500  insurance  companies  and  all  the  unions  and  companies  who 
pay  their  premiums. 

As  you  know,  Mr.  Chairman,  a  popular  view  is  that  reforming 
America's  employer-based  health  insurance  system  is  the  only  po- 
litically viable  solution.  This  view  holds  that  Congress  should  re- 
quire employers  to  either  pay  a  7  or  8  percent  payroll  tax  for  their 
employees  to  be  covered  by  a  public  health  insurance  pool  along 
with  Medicaid  recipients,  or  they  must  pay  by  purchasing  health 
insurance  on  the  private  market. 

Opponents  of  this  approach,  including  the  administration,  have 
labeled  it  "catastrophic  insurance  all  over  again,"  because  employ- 
ees would  end  up  with  lower  wages  after  their  employers  paid  the 
payroll  tax  or  bought  private  health  insurance.  Americans  who  now 
have  health  insurance  would  have  to  pay  new  taxes  to  subsidize 
the  public  plan. 

This  criticism  demonstrates  the  difficulty  ahead  for  those  who 
favor  reforming  America's  employment-based  health  insurance  sys- 
tem. There  are  almost  no  cost  savings  with  this  approach,  since  it 
relies  on  the  insurance  companies  that  now  cost  us  nearly  $70  bil- 
lion a  year. 

Even  if  Congress  enacted  strong  cost  controls  on  doctors  and  hos- 
pitals and  insurance  companies,  it's  unlikely  that  a  reformed  Med- 
icaid program  for  the  uninsured  would  garner  much  political  sup- 
port. Indeed,  we  have  only  to  look  to  Massachusetts,  the  State  that 
enacted  the  first  payer  reform  of  employment-based  health  insur- 
ance, to  see  what  could  happen. 

The  Massachusetts  program  today  is  starved  for  cash.  It's  failing 
because  it's  targeted  to  the  poor  and  the  uninsured.  Much  of  it  may 
never  be  implemented  because  it  lacks  widespread  political  sup- 
port. But  the  critics  would  be  hard  pressed  to  label  a  Canadian- 
style  health  security  plan  as  "catastrophic  insurance  all  over 
again." 

Every  American  would  benefit.  Costs  would  stop  skyrocketing  be- 
cause, as  in  Canada,  doctor  fees  and  hospital  budgets  would  be  ne- 
gotiated and  set  in  each  State.  There  would  be  no  need  for  coinsur- 
ance and  out-of-pocket  deductibles.  You  could  get  sick,  change  jobs, 
or  even  lose  your  job  without  worrying  whether  you  would  lose 
your  health  insurance. 

Finally,  the  savings  on  insurance  company,  hospital,  and  doctor 
administration  alone  would  cover  all  the  uninsured  and  the 
underinsured. 

Mr.  Chairman,  the  Canadian  health  insurance  system  is  the 
basis  for  an  American  solution.  It's  not  1,500  insurance  companies 
and  an  outdated  employment-based  health  insurance  system  that 
costs  us  nearly  $70  billion  a  vear;  it's  one  health  insurance  plan  in 
each  State  negotiating  the  tees  with  the  doctors  and  negotiating 
budgets  with  the  hospitals  to  provide  health  care  for  each  and 
every  American. 

It  does  mean  restructuring,  and  it  does  mean  taking  the  pre- 
miums we  pay  to  those  1,500  health  insurance  companies  and  put- 
ting them  in  the  health  security  plan  in  each  State.  The  premiums 
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we  pay  to  the  insurance  companies  today  are  no  different  than 
taxes.  They're  taken  out  of  our  paychecks.  All  we  want  to  do  is  get 
a  better  buy  for  our  dollar  by  putting  them  in  a  health  security 
plan. 

The  challenge  to  our  generation,  Mr.  Chairman,  is  to  see  whether 
we  can  end  this  century  having  fulfilled  a  dream  of  Americans  ever 
since  the  1920*8,  health  insurance  for  all  of  our  people.  We  have  let 
that  dream  elude  us  in  the  past.  The  special  interests  and  the  con- 
ventional political  wisdom  have  said  it  could  not  be  done,  but  it's 
clear  today  that  we  can't  afford  to  let  them  have  their  way. 

We  need  to  build  the  political  will  to  make  that  dream  of  na- 
tional health  insurance  an  American  reality.  We  stand  ready  to 
work  with  you,  Mr.  Chairman,  and  others  nere  in  Congress,  and 
we  know  that  together  we  can  succeed. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  McEntee  follows:] 
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Mr.  Chairman  and  members  of  the  Committee,   I  am  Gerald  W. 
McEntee,   International  President  of  the  American  Federation  of 
State,   County  and  Municipal  Employees.     Thank  you  for  your 
invitation  to  speak  with  you  today  on  America's  health  care 
crisis  and  possible  solutions  offered  by  our  Canadian  neighbors. 

You  and  your  Committee  deserve  high  praise,  Mr.  Chairman, 
for  your  efforts  to  study  and  focus  America's  attention  on  the 
Canadian  health  care  system.     With  the  chaos  and  bureaucracy  of 
more  than  1500  insurance  companies  constantly  driving  up  costs, 
it  is  very  useful  for  us  to  see  how  a  country  can  provide 
excellent  medical  care,  save  money,  and  guarantee  each  of  its 
citizens  a  free  choice  of  doctors  and  hospitals. 

What's  more,  Canada's  doctors  and  hospitals  —  free  from  the 
administrative  nightmare  of  competing  private  insurance  companies 
— ■  can  devote  their  energies  toward  their  real  work:  taking  care 
of  people,  not  paperwork. 

An  American  version  of  the  Canadian  plan  —  Health  Security, 
if  you  will  —  would  have  the  same  kind  of  support  we've  seen  for 
Social  Security.     Everyone,  rich  or  poor,  regardless  of  where 
they  live  or  whether  they  work,  would  be  covered  by  the  same 
health  insurance  plan.     It  would  save  enough  money  immediately  to 
cover  everyone  in  America.     And  it  could  be  financed  so  that  no 
individual  or  business  pays  more  than  they  can  afford. 
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Chairman  Conyers,  I  lead  a  union  of  more  than  one  and  a 
quarter  million  state,  local  government,  health  care  and 
university  workers.     Not  only  are  they  losing  their  own  health 
insurance  as  costs  skyrocket,  and  states  and  cities  everywhere 
slash  spending,  but  the  people  they  are  paid  to  care  for  —  the 
poor,  the  disabled,  the  homeless  and  even,  the  middle  class  -- 
are  losing  health  insurance  every  day. 

Our  members,  would  love  to  believe  that  the  health  insurance 
system  we  have  worked  so  hard  to  build  across  America  will  fix 
itself  or  ■ —  with  the  help  of  your  Committee  and  the  Congress  — 
get  itself  back  to  assuring  health  care  for  all  the  people. 

Like  our  brothers  and  sisters  in  the  rest  of  the  labor 
movement,  we  organized,  and  we  won  basic  health  insurance  for  our 
members  across  the  bargaining  table.     We  did  it  thanks  to  our  own 
hard  work,  and  thanks  to  tax  preferences  and  regulations  you 
helped  us  win. 

But  now  we  have  become  the  victims  of  the  insurance 
companies  and  the  employment-based  health  insurance  system  we 
helped  create.       We  sit  down  to  bargain  our  contracts  today,  and 
we  see  costs  skyrocketing.     We  try  desperately  to  shift  those 
costs  ■ —  just  as  Medicare  and  Medicaid  and  everyone  else  who  pays 
for  health  care  tries  to  do. 
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It  does  not  work. 

After  two  decades  of  shifting  costs  and  taking  advantage  of 
every  regulatory  and  competitive  approach  we  could  find,  we  are 
back  to  the  stark  reality  that  health  care  costs  cannot  be 
contained  by  1500  insurance  companies  and  all  the  unions  and 
companies  who  pay  their  premiums. 

As  you  know,  Mr.  Chairman,  a  popular  view  is  that  reforming 
America's  employer-based  health  insurance  system  is  the  only 
politically  viable  solution.     This  view  holds  that  Congress 
should  require  employers  to  either  pay  a  7-8%  payroll  tax  for 
their  employees  to  be  covered  by  a  public  health  insurance  pool 
along  with  Medicaid  recipients,  or  they  must  "play"  by  purchasing 
health  insurance  on  the  private  market. 

Opponents  of  this  approach,   including  the  Administration, 
have  labelled  it  "catastrophic  insurance  all  over  again,"  because 
employees  would  end  up  with  lower  wages  after  their  employers 
paid  the  payroll  tax  or  bought  private  health  insurance. 
Americans  who  now  have  health  insurance  would  have  to  pay  new 
taxes  to  subsidize  the  public  plan. 

This  criticism  demonstrates  the  difficulty  ahead  for  those 
who  favor  reforming  America's  employment-based  health  insurance 
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system.     There  are  almost  no  cost  savings  with  this  approach, 
since  it  relies  on  the  insurance  companies  that  now  cost  us 
nearly  $70  billion  a  year.     And  even  if  Congress  enacted  strong 
cost  controls  on  doctors,  hospitals  and  insurance  companies,  it 
is  unlikely  that  a  reformed  Medicaid  program  for  the  uninsured 
would  garner  much  political  support. 

Indeed,  we  have  only  to  look  to  Massachusetts,  the  state 
that  enacted  the  first  "pay  or  play"  reform  of  employment-based 
health  insurance  to  see  what  could  happen.     The  Massachusetts 
program  is  starved  for  cash.     It  is  failing  because  it's  targeted 
to  the  poor  and  the  uninsured.     Much  of  it  may  never  be 
implemented,  because  it  lacks  widespread  political  support. 

But  the  critics  would  be  hard-pressed  to  label  a  Canadian- 
style  Health  Security  plan  as  "catastrophic  insurance  all  over 
again."     Every  American  would  benefit.     Costs  would  stop 
skyrocketing  because,  as  in  Canada,  doctor  fees  and  hospital 
budgets  would  be  negotiated  and  set  in  each  state.     There  would 
be  no  need  for  co-insurance  and  out  of  pocket  deductibles.  You 
could  get  sick,  change  jobs,  or  even  lose  your  job  without 
worrying  whether  you  would  lose  your  health  insurance.  Finally, 
the  savings  on  insurance  company,  hospital  and  doctor 
administration  alone  would  cover  all  the  uninsured  and  the 
under insured. 
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Mr.  Chairman,  the  Canadian  health  insurance  system  is  the 
basis  for  an  American  solution. 

It  is  not  1500  insurance  companies  and  an  outdated 
employment-based  health  insurance  system  that  costs  us  nearly  $7  0 
billion  a  year.       It  is  one  health  insurance  plan  in  each  state, 
negotiating  the  fees  with  the  doctors  and  negotiating  budgets 
with  the  hospitals  to  provide  health  care  for  each  and  every 
American. 

It  does  mean  restructuring,  and  it  does  mean  taking  the 
premiums  we  pay  to  those  1500  health  insurance  companies  and 
putting  them  in  the  Health  Security  plan  in  each  state. 

The  premiums  we  pay  to  the  insurance  companies  today  are  no 
different  than  taxes.  They  are  taken  off  of  our  paychecks.  All 
we  want  to  do  is  get  a  better  buy  for  our  dollar  by  putting  them 
in  a  Health  Security  plan. 

There  is  no  reason  why  we  should  keep  giving  more  and  more 
of  our  money  for  skyrocketing  health  care  costs.     Canadians  spend 
8.5%  of  their  GNP  in  Canada.     We  spend  12%  in  America.  The 
experts  say  it  will  soon  be  15%,  and  then  more  than  20%  by  the 
end  of  the  next  decade. 
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We  ask  ourselves,  Mr.  Chairman,   is  it  worth  it  to  patch  up  a 
system  that  cannot  even  meet  the  needs  of  the  middle  class,  let 
alone  the  poor? 

Can  we  really  afford  to  waste  money  on  1500  insurance 
companies,  when  we  cannot  afford  to  spend  more  on  health  care  for 
the  ever-growing  number  of  uninsured  Americans? 

We  know  business  and  government  cannot  afford  the  costs. 

And  we  know  a  single  system  could  do  the  job  without  costing 
us  new  money. 

We  know  it  can  be  done  because  the  Canadians  have  done  it! 

The  challenge  to  our  generation,  Mr.  Chairman,   is  to  see 
whether  we  can  end  this  century  having  fulfilled  a  dream  of 
Americans  ever  since  the  1920' s:     health  insurance  for  all  of  our 
people. 

We  have  let  that  dream  elude  us  in  the  past.     The  special 
interests  and  the  conventional  political  wisdom  have  said  it 
could  not  be  done.     But  it  is  clear  today  that  we  cannot  afford 
to  let  them  have  their  way. 


87 


7 

America  cannot  compete  in  the  21st  century  with  an  outmoded 
system  that  saps  our  economy  and  puts  profits  and  administration 
ahead  of  health  care. 


We  need  to  build  the  political  will  to  make  that  dream  of 
national  health  insurance  an  American  reality.     We  stand  ready  to 
work  with  you,  Mr.  Chairman,  and  others  here  in  Congress.  We 
know  we  can  succeed! 
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Mr.  Conyers.  Thank  you,  Mr.  McEntee. 

As  you  know,  there  are  other  committees  that  are  working  on 
this  matter,  and  your  spirit  of  cooperation  is  very  well  received  by 
the  members  of  this  committee  as  we  start  out  on  a  new  path. 

I  am  very  happy  to  acknowledge  our  next  witness,  Dr.  Reed 
Tuckson,  whose  service  in  the  government,  particularly  in  Wash- 
ington, DC,  has  been  so  very,  very  important. 

As  the  medical  officer  for  the  District  of  Columbia,  you  have  done 
a  job  that  will  be  well  remembered  by  not  only  the  citizens  here 
but  many  in  the  health  field  who  remember  some  of  the  very  cre- 
ative initiatives  that  you  began.  Although  you're  not  there  any 
longer,  your  concern  still  allows  you  to  join  us  in  these  very  impor- 
tant national  discussions.  I  am  delighted  to  recognize  you  at  this 
time. 

STATEMENT  OF  REED  TUCKSON,  SENIOR  VICE  PRESIDENT 
FOR  PROGRAMS,  MARCH  OF  DIMES  BIRTH  DEFECTS  FOUN- 
DATION 

Dr.  Tuckson.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
your  consideration  in  my  behalf. 

On  behalf  of  the  March  of  Dimes  Birth  Defects  Foundation,  it  is 
a  privilege  for  us  to  testify  on  an  issue  that  many  others  have  al- 
ready stated  is  of  extraordinary  importance  and  vital  urgency. 

While  I'm  here  to  talk  about  these  problems  and  these  issues 
from  the  perspective  of  America's  mothers  and  their  babies,  I'd  like 
to  emphasize  that  we  are  particularly  and  equally  concerned  about 
access  to  care  for  all  Americans,  whether  they  be  mothers  and 
whether  they  be  babies,  but  as  American  citizens. 

I  was  very  much  impressed  and  interested  in  three  points  that 
Mr.  Bowsher  had  to  make  in  his  very  excellent  presentation  about 
the  Canadian  system  and  its  relevance  to  this  nation's  health  care 
system. 

First,  I  thought  it  was  extremely  important  that  he  is  able  to  ex- 
press that  it  is  possible  for  a  nation  to  provide  universal  access  to 
all  of  its  nation's  citizens,  if  there  is  a  national  commitment  to  do 
so,  a  will  to  do  so,  and  the  courage  to  make  hard  choices  for  the 
sake  of  their  citizens'  survival. 

Second,  I  was  impressed  that  he  suggested  a  way  that  we  might 
be  able  to  accomplish  it.  Perhaps  it  is  not  the  only  way,  but  it  is 
a  viable  and  serious  option  that  deserves  thorough  and  urgent  dis- 
cussion. 

And,  third,  he  also  pointed  out  that  we  must  appreciate  and  con- 
tinue to  utilize  our  unique  strengths  in  technology  that  results 
from  research,  an  issue  that  is  of  vital  importance  to  the  survival 
of  America's  babies. 

These  hearings,  Mr.  Chairman,  are  important  because  of  the  ur- 
gency of  the  matter.  Last  night  100  women  in  this  country  cried 
themselves  to  sleep  because  tney  lost  a  baby  who  died  in  the  first 
year  of  their  life.  One  hundred  women  every  night  is  what  contrib- 
utes to  an  infant  mortality  rate  that  has  40,000  of  our  Nation's  ba- 
bies dying  in  the  first  year  of  their  life. 

Last  night,  250,000  women  went  to  bed  fearful  and  concerned 
about  the  immediate  and  long-term  prospects  for  their  child  born 
yesterday  with  a  serious  birtn  defect.  We  are  19th  in  the  world, 
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tied  for  last  place  with  our  industrialized  peers,  in  infant  survival. 
And  if  we  do  not  move  past  interest,  discussion,  debate,  and  rhet- 
oric and  on  to  action,  another  100  women,  sir,  will  cry  themselves 
to  sleep  tonight,  next  week,  next  month,  next  year. 

This  is  a  disgrace.  We  should  be  ashamed  as  a  Nation.  What  else 
could  be  more  important  than  whether  or  not  our  babies  live  or 
die?  So  many  of  these  lives  are  lost  or  will  be  lost  because  they  do 
not  get  access  to  very  fundamental  basic  and  comprehensive  care. 

And  while  many  other  things  contribute  to  that  access  problem, 
finances  remain  the  key  barrier.  I  remind  you  of  information  that 
you  are  well  aware  of,  sir,  and  that  is  the  Institute  of  Medicine  Re- 
port, "Financial  barriers,  particularly  inadequate  or  no  insurance 
and  limited  personal  funds,  were  the  most  important  obstacle  re- 
ported in  15  studies  of  women  who  received  insufficient  care." 

A  decade  ago,  Mr.  Chairman,  25  percent  of  America's  pregnant 
women  received  no  first  trimester  care.  Despite  all  of  our  discus- 
sion and  agonizing  over  this  issue,  a  decade  later  the  statistics  are 
still  exactly  the  same;  we  have  made  no  progress.  One  out  of  four 
of  our  pregnant  women  receive  no  first  trimester  care.  And,  in  fact, 
another  70,000  receive  no  care  at  all. 

Despite  the  important  increases  and  expansions  we've  made  in 
Medicaid  over  the  last  several  years,  6  million  women  of  child-bear- 
ing age  have  no  insurance  whatsoever;  another  5  million  have  in- 
surance but  have  no  maternity  coverage;  and  another  10  million 
children  have  no  insurance. 

Those  without  insurance  have  three  options.  First,  they  can,  per- 
haps, try  to  pay  out  of  pocket.  The  average  bill  for  having  a  baby 
is  about  $4,000.  That's  without  complications,  so  it's  a  conservative 
figure.  That's  one-fifth  of  the  average  income  of  a  couple  who  are 
living  in  their  20's. 

The  second  option  is  that  they  can  go  to  public  health  depart- 
ments, but  as  you  are  well  aware  and  members  of  the  committee 
must  be,  public  health  departments  are  being  systematically  dis- 
mantled across  the  country.  And  their  capacity  to  meet  even  the 
needs  that  existed  5  years  ago  is  significantly  diminished,  and  cer- 
tainly they  cannot  meet  the  new  demands  as  more  and  more  people 
require  their  care. 

Third,  they  can  just  not  show  up  for  care  at  all,  and  don't  wind 
up  in  any  system.  This  fragmented,  disjointed,  too  often  inacces- 
sible health  care  system  does  not  serve  this  country  well. 

I  travel  every  other  day  to  someplace  in  America  now,  sir,  and 
I  see  the  people  who  don't  get  served.  The  system,  for  example,  did 
not  serve  well  a  woman  I  met  the  other  day,  named  Katrina. 
Katrina,  when  pregnant  with  her  second  baby,  was  unable  to  re- 
ceive prenatal  care.  She  was  working  part  time  as  a  store  clerk,  but 
had  no  health  insurance.  Her  husband,  with  private  employer- 
based  insurance,  covered  only  hospitalization  for  himself.  The  de- 
pendent coverage  offered  by  his  employer  would  not  pay  for  her 
maternity  care. 

Even  worse,  the  family  was  still  paying  off  the  bills  from  the 
birth  of  their  first  child.  With  these  debts,  they  could  not  even  seek 
care  from  the  same  obstetrician  without  up-front  payment  for  past 
and  current  services. 
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This  family  lived  in  a  State  which  has  not  used  its  option  to  ex- 
tend Medicaid  to  185  percent  of  the  Federal  poverty  level.  When 
she  turned  to  the  public  health  system,  she  found  that  the  local 
health  department  did  not  offer  prenatal  services.  The  closest  com- 
munity health  center  was  in  the  next  county,  over  40  miles  away. 

She  arrived  at  the  hospital  in  labor,  weeks  before  her  due  date. 
An  infection  that  could  have  been  detected  and  treated  though  pre- 
natal care  caused  a  premature  labor.  As  a  result,  her  second  baby 
was  born  weighing  less  than  4  pounds,  spent  2  weeks  in  the  hos- 
pital, much  of  that  in  neonatal  intensive  care  unit,  with  a  bill  of 
over  $20,000. 

The  system  did  not  well  serve  Katrina,  and  it  doesn't  well  serve 
the  economic  interest  of  the  Nation.  For  every  $1  we  spend  in  pre- 
vention, we  know  we  could  save  $3  in  cost. 

In  summary,  Mr.  Chairman,  we  must  act  and  we  must  act  now. 
One  of  the  minimal  characteristics  of  a  system  that  we  so  urgently 
need— the  National  Academy  of  Science's  National  Forum  on  the 
Future  of  Children  and  Family  has  recently  convened  a  group  of 
very  thoughtful,  very  knowledgeable  experts  who  recognized  the 
sense  of  urgency.  What  they  have  suggested  and  annunciated  at 
the  beginning  of  their  work  is  to  have  certain  guiding  principles. 

First,  all  pregnant  women  and  children  are  entitled  to  a  basic 
level  of  high-quality  preventive  and  treatment  services,  that  such 
services  should  be  accessible  to  all,  comprehensive  families  serving 
and  culturally  sensitive;  that  many  of  the  preventive  issues  that 
have  been  discussed  in  the  earlier  comments  in  this  panel  and  the 
special  services  important  to  maternal  and  child  health  have  not  fit 
easily  into  the  traditional  insurance  model,  and,  thereby,  we  must 
look  at  that  very  carefully. 

And  access  to  maternal  and  child  services  cannot  be  dependant 
on  race,  income,  geographic  location,  marital  status,  or  other  artifi- 
cial criteria  that  have  limited  access  to  care. 

Mr.  Chairman,  I  sincerely  hope  that  we  are  also  able  to  continue 
to  make  use  of  the  research  and  the  technology  that  so  often  comes 
into  play  to  level  the  playing  field.  The  March  of  Dimes  has  been 
very  much  involved  in  that,  and  it  allows  the  salvation  of  very  poor 
babies  who  are  subjected  to  multiple  insults. 

But  as  much  as  we  care  about  the  importance  of  research  and 
technology,  as  much  of  our  money  that  goes  into  that,  we  abso- 
lutely are  convinced  of  the  need  to  restructure  our  system  and  our 
financing  to  get  prenatal  care  on  the  front  end  to  prevent  and  obvi- 
ate the  need  for  such  extraordinary  costs  in  the  back  end. 

Mr.  Chairman,  I  will  conclude  with  one  sentence  that  something 
you  said  alluded  to  earlier:  There  may  be  some  pain  at  the  begin- 
ning, but  nothing  could  be  as  painful  as  the  loss  of  100  babies 
every  night. 

[The  prepared  statement  of  Dr.  Tuckson  follows:] 
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Chairman  Conyers  and  Members  of  the  Committee,  on  behalf  of  the 
March  of  Dimes  Birth  Defects  Foundation,  I  would  like  to  thank  you  for 
the  opportunity  to  appear  before  you  today.    I  also  would  like  to 
commend  you  for  taking  interest  in  the  pressing  problem  of  health  care 
financing  and  having  the  vision  to  look  outside  our  borders  for 
solutions.    The  March  of  Dimes  shares  the  concern  of  other  voluntary 
health  organizations,  health  professionals,  business,  labor,  and  elected 
officials  about  the  growing  number  of  uninsured  Americans,  the  high 
(and  growing)  cost  of  ( health  care,  and  the  barriers  to  access  to  care 
these  problems  create  for  millions  of  American  families  who  want  to 
have  healthy  babies. 

In  the  interest  of  time,  I  will  briefly  summarize  my  written 
testimony  today.    In  addition,  I  request  that  the  March  of  Dimes  be 
permitted  to  submit  two  pieces  of  testimony  for  the  record  today.  One 
is  a  fuller  version  of  my  oral  remarks  and  the  other  is  testimony 
given  by  the  March  of  Dimes  in  1975  on  the  subject  of  national  health 
insurance.    I  submit  this  older  testimony  because  of  the  striking 
relevance  of  its  key  points  to  today's  topic. 

I.    What  key  lessons  can  be  learned  from  the  Canadian  health  system? 

In  his  excellent  and  comprehensive  presentation  of  the  report  on 
the  Canadian  health  care  system,  Mr.  Bowser  drew  many  interesting 
conclusions.    From  the  point  of  view  of  the  March  of  Dimes,  three 
lessons  are  particularly  important. 

1.       The  Canadian  people  have  made  a  commitment  to  universal  access 
to  primary  care.    This  is  particularly  important  for  pregnant  women  and 
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infants. 

2.  The  GAO  has  suggested  reforms  that  could  generate  savings  in 
administrative  costs  sufficient  to  finance  coverage  for  the  30  to  34 
million  uninsured  Americans. 

3.  The  United  States  has  unique  strengths  which  could  and  should  be 
protected  in  the  process  of  health  care  system  reform.    Of  particular 
interest  to  the  March  of  Dimes  is  the  nation's  commitment  to  research 
in  and  development  of  medical  technology. 

II.  What  problems  result  from  our  nation's  failure  to  ensure  universal 
access? 

The  nation  simply  cannot  afford  to  continue  on  its  present 
course.    Notwithstanding  the  complexity  of  various  solutions  that 
would  help  us  reach  the  goal  of  universal  access,  we  do  not  have  the 
luxury  of  time  when  it  comes  to  infant  survival.    This  is  especially 
true  if  we  are  to  make  good  on  our  moral  and  ethical  responsibilities 
as  a  civilized  society  to  ensuring  that  babies  are  born  with  the 
greatest  chance  of  survival. 

I'm  sure  that  the  members  of  the  committee  are  as  pained  as  I  am 

about  the  tragedy  of  infant  mortality.  As  you  are  well  aware, 

o        Last  night,  in  this  country,  100  women  cried  themselves  to  sleep 
over  the  loss  of  their  babies  who  died  in  their  first  year. 

o        Each  year,  nearly  40,000  infants  die  before  their  first  birthday. 
Yet  one-quarter  of  these  deaths  could  be  prevented  with  the 
knowledge  and  technology  now  available. 

o        These  statistics  mean  that  we  are  not  competitive  with  Japan  and 
other  industrialized  nations  on  infant  health  measures.  Our 
infant  mortality  rate  places  us  in  a  tie  for  last  place  among  our 
industrialized  peers  and  ranks  us  19th  worldwide  on  infant 
survival. 
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Many  factors  contribute  to  this  national  disgrace.  However, 
inadequate  -access  to  care  during  pregnancy  is  a  major  contributor. 
Despite  the  rhetoric  of  recent  years  about  the  importance  of  improving 
infant  survival,  our  policies  and  statistics  do  not  reflect  a  full 
commitment. 

o        A  decade  ago,  one-quarter  of  all  pregnant  women  received  no 
prenatal  care  in  the  critical  first  three  months  of  pregnancy. 
That  figure  has  not  changed.  We  have  made  no  progress  in 
improving  early  prenatal  care  use  since  1979. 

o        Each  year,  approximately  70,000  babies  are  born  without  benefit 
of  any  prenatal  visits  --  this  means  that  their  mothers  did  not 
see  a  health  provider  before  they  arrived  at  the  hospital  to 
give  birth. 

It  is  obvious  that  health  status  and  utilization  are  linked  to 

many  factors  in  addition  to  insurance.     However,  insurance  is  the  first 

critical  step.    In  the  United  States,  health  insurance  is  the  key  to 

unlocking  the  door  to  the  health  care  system.     Time  and  time  again, 

studies  have  shown  that  financial  barriers  are  the  greatest  hurdles 

families  must  overcome  in  seeking  maternity  care.    In  a  landmark  report 

on  prenatal  care,  the  Institute  of  Medicine  reported  that 

"Financial  barriers  --  particularly  inadequate  or  no 
insurance  and  limited  personal  funds  --  were  the  most 
important  obstacles  reported  in  15  studies  of  women  who 
received  insufficient  care." 

From  New  York  City  to  Oklahoma  City,  these  studies  document  the 
financial  barriers  that  keep  women  from  receiving  early  and  adequate 
prenatal  care. 

As  the  number  of  uninsured  Americans  has  grown  in  recent  years, 
women  of  childbearing  age  and  children  felt  a  disproportionate  impact. 
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Workers  children  and  dependent  spouses  often  are  excluded  from 

employer-based  health  insurance  plans.     Young  families  rarely  can 

afford  to  buy  the  additional  coverage  which  may  cost  up  to  $3,000  per 

year.    As  a  result  they  live  uninsured  or  underinsured. 

o         Statistics  from  1989  indicate  that,  despite  recent  expansions  of 
Medicaid,  over  6  million  women  of  childbearing  age  had  no  health 
insurance,  public  or  private.     Other  estimates  suggest  that  there 
may  be  an  additional  5  million  women  who  have  some  private 
coverage  but  none  for  maternity  care. 

o         Nearly  tvo-thirds  of  the  uninsured  are  concentrated  in  low- 
income  families.  The  majority  live  in  two-parent,  working  families 
with  children.     The  typical  women  having  a  baby  is  from  such  a 
family  --  in  her  20s,  married,  family  income  of  just  under  $20,000 
per  year,  with  at  least  a  high  school  education,  and  employed,  or 
married  to  a  man  who  is  employed,  full-time. 


The  problems  of  being  uninsured  are  most  serious  for  low  income 
families  who  cannot  afford  to  pay  for  care  "out-of-pocket."    When  a 
pregnancy  occurs  the  need  for  care  is  urgent  but  may  go  unmet.  The 
average  bill  for  having  a  baby  is  estimated  at  over  $4,000.  This 
figure  --  a  conservative  estimate  that  assumes  there  are  no 
complications  --  represents  one-fifth  of  the  average  income  of  a 
couple  in  their  early  2  0s. 

Furthermore,  the  concept  of  insurance  is  eroding.     Many  of  the 
sickest  populations  have  been  left  behind.     The  preventive  care  needed 
by  pregnant  women  and  infants  often  is  left  out  of  private  "basic 
benefit"  packages. 

o         Uninsured  women  often  cannot  afford  to  purchase  the  basic 

services  that  would  have  given  a  baby  a  chance  to  survive,  such 
as  genetic  screening  or  testing  for  sexually  transmitted  diseases 
and  infections. 

o        For  those  5  million  women  of  childbearing  age  who  abuse  drugs, 
one  million  of  whom  use  cocaine,  and  the  estimated  375,000 
infants  born  drug-exposed,  the  crisis  in  access  to  substance 
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abuse  is  critical.    The  financing  o£  substance  abuse  treatment 
services  is  essential. 

Lack  of  health  insurance  has  a  direct  relationship  to  the  use  of 
health  care  services  and  to  health  status.     Evidence  over  the  past 
decade  indicates  that  even  when  uninsured  pregnant  women  and  infants 
have  obvious  health  needs  and  serious  health  problems,  they  receive 
significantly  less  care  than  their  insured  counterparts. 

When  we  fail  to  assure  access  to  care  for  pregnant  women  and 
children,  we  miss  opportunities  to  prevent  costly  health  problems. 
When  families  delay  preventive  care,  society  pays.  Prenatal  care  has 
been  found  to  be  effective  and  cost  effective  --  saving  over  $3  for 
every  $1  invested  by  improving  infant  health  and  reducing  neonatal 
intensive  care  costs.      We  pay  more  when  a  women  faces  financial 
barriers  to  prenatal  care  that  result  in  over  $1,000  per  day  in 
neonatal  intensive  care  costs  fcr  a  low  birthweight  baby. 
Immunizations,  beginning  in  infancy  and  delivered  on  time  can  save  $10 
for  every  $1  invested.    We  pay  more  when  infants  do  not  receive 
vaccines  and  a  case  of  preventable  pertussis  or  measles  is  the  result. 
III.  What  do  these  statistics  mean  in  human  terms? 

Beyond  these  statistics  lie  names  and  faces  of  families  who  face 
virtually  insurmountable  challenges  in  seeking  health  care.    Two  such 
persons  share  this  panel  with  me  today.    In  simple  human  terms,  the 
case  for  reform  is  even  more  compelling. 

As  the  Senior  Vice  President  for  Programs  of  the  March  of  Dimes, 
I  continuously  travel  this  country.  I  see  the  same  tragedies  you  must 
see  as  you  tour  this  nation.    In  thinking  about  barriers  to  access  to 
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care  I  am  reminded  of  a  woman  I  talked  to  not  long  ago  in  Indianapolis. 

Her  story  presents  the  reality  of  the  type  of  basic  barriers  to  care 

faced  by  millions  of  other  similar  women  and  families. 

When  Katrina  was  pregnant  with  her  second  baby,  she  was 
unable  to  receive  prenatal  care.  Katrina  was  working  part- 
time  as  a  store  clerk  but  had  no  health  insurance.  Her 
husband  has  private,  employer-based  insurance  that  covers 
hospitalization  for  himself.     However,  the  dependent 
coverage  offered  by  his  employer  would  not  pay  for 
Katrina's  maternity  care.    Even  worse,  the  family  was  still 
paying  off  the  bills  from  the  birth  of  their  first  child. 
With  these  debts,  they  could  not  seek  care  from  the  same 
obstetrician  without  upfront  payment  for  past  and  current 
services. 

This  family  lives  in  a  state  which  has  not  used  its  option 
to  extend  Medicaid  coverage  to  pregnant  women  and  infants  with 
family  incomes  up  to  185%  of  the  federal  poverty  level.    When  she 
turned  to  the  public  health  system,  Katrina  found  that  the  local 
health  department  did  not  offer  prenatal  services.      The  closest 
community  health  center  was  in  the  next  county  (over  40  miles 
away),  and  it  had  a  long  waiting  list  for  prenatal  patients. 

Katrina  arrived  at  the  hospital  in  labor,  weeks  before  her 
due  date.    An  infection,  that  could  have  been  detected  and 
treated  through  prenatal  care,  caused  the  premature  labor.    As  a 
result,  her  second  baby,  Thomas,  was  born  weighing  less  than  four 
pounds.    Thomas  spent  two  weeks  in  the  hospital,  much  of  this 
time  in  neonatal  intensive  care.     His  total  hospital  bill  was  over 
$20,000.    The  family's  annual  income  is  $18,000.    They  are  unsure 
how  or  if  they  will  be  able  to  pay  off  this  debt. 


Technological  advances  in  the  care  of  newborns  made  possible  the 
survival  of  this  baby,  but  at  a  very  high  price.    The  cost  of 
comprehensive    prenatal  care  would  have  been  less  than  $1,000, 
including  testing  and  treatment  for  the  mother's  infection.    In  addition, 
there  is  no  way  to  predict  what  longterm  damage  may  have  resulted 
from  the  infection  and  premature  birth. 

The  sad  fact  is  that  Katrina's  story  is  only  one  of  the  many  I 
hear  as  I  travel.    On  average,  over  200  women  per  day  give  birth  to  a 
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baby  without  benefit  of  any  prenatal  care.  She  lives  in  only  one  of  the 
31  states  which  do  not  extend  Medicaid  coverage  to  pregnant  women  and 
infants  with  family  incomes  up  to  185%  of  poverty.    Waiting  lists  for 
prenatal  care  in  publicly-funded  clinics  have  been  documented  in  every 
region  of  the  country.    We  also  know  that  Katrina  was-  fortunate  that 
a  private  obstetrician  was  available  for  her  first  child  --  hundreds  of 
thousands  of  pregnant  women  live  in  areas  without  immediate  access  to 
obstetrical  care. 

m.    What  action  must  be  taken  in  response  to  these  problems? 

It  is  clear  that  something  must  be  done.    We  recognized  that  the 
policy  debate  on  health  care  system  reform  is  gaining  momentum  and 
that  this  debate  will  more  clearly  show  the  strengths  and  deficits  of 
various  approaches.    Moving  to  a  health  care  system  that  makes  health 
insurance  available  to  all  through  a  single  payer  may  or  may  not  be 
the  best  way  for  the  nation  to  proceed.    However/  action  is  urgently 
needed  to  save  babies  that  will  otherwise  die  of  preventable  causes. 

We  recommend  that  assuring  access  to  care  for  pregnant  women 
and  children  be  the  top  priority  in  health  care  reform.    This  would 
mean  ensuring  that  all  pregnant  women  and  children  have  health  care 
coverage  and  that  the  benefits  provided  under  a  new  system  be 
adequate  to  meet  the  needs  of  these  populations. 

The  March  of  Dimes  believes  strongly  that  the  unique  needs  of 
pregnant  women  and  infants  must  be  considered  in  the  health  care 
reform  debate.    To  that  end,  we  are  supporting  and  helping  to  finance 
a  project  of  the  National  Academy  of  Sciences,  National  Forum  on  the 
Future  of  Children  and  Families  that  will  develop  criteria  for 
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evaluating  the  adequacy  of  health  care  reform  proposals  in  relation  to 
the  maternal  and  child  health  population. 

The  National  Academy  of  Sciences  working  group,  and  other  similar 
groups,  have  enunciated  certain  guiding  principles:  1)  All  pregnant 
women  and  children  are  entitled  to  a  basic  level  of  high  quality 
preventive  and  treatment  services;  2)  Such  services  should  be 
accessible  to  all,  comprehensive,  family  centered,  and  culturally 
sensitive;  3)  Many  of  the  preventive  and  special  services  important  to 
maternal  and  child  health  do  not  fit  easily  into  the  traditional 
insurance  model;  4)  Access  to  maternal  and  child  health  services  cannot 
be  dependent  on  race,  income,  geographic  location,  marital  status,  or 
other  artificial  criteria  that  have  limited  access  to  care,  and  5) 
Parents  are  the  principal  providers  of  primary  care  to  children  and 
should  be  supported  in  their  efforts. 

Mr.  Chairman,  we  are  not  naive  enough  to  believe  that  just 
spending  more  money  is  the  easy  answer.    Given  the  reality  of  tight 
budget  times  we  cannot  afford  waste.    We  must  have  a  system  that  is 
as  efficient  as  possible  and  as  effective  as  possible.     This  means  the 
system  must  be  overhauled,  administrative  waste  must  be  trimmed,  and 
costs  for  unnecessary  procedures  should  be  contained.    In  addition,  we 
know  that  we  pay  more  if  we  do  not  invest  in  prevention.  Since 
maternal  and  infant  health  services  are  the  essence  of  preventive 
health  care,  policymakers  must  pay  special  attention  to  reforms  that 
serve  these  populations  far  better  than  today's  system. 

But  in  overhauling  health  policy,  great  care  must  be  taken  to 
protect  some  of  the  basic  strengths  of  our  nation's  health  care 
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system.    From  the  March  of  Dimes  perspective,  we  understand  and 
appreciate  -the  critical  role  of  research  and  technological  development 
in  medicine,  we  believe  that  particular  attention  should  be  given  to 
protecting  this    component  of  our  nation's  health  care  system.    We  are 
proud  of  the  role  we  have  played  in  stimulating  and  financing 
technological  innovations  in  biomedical  research  and  practice.  We 
are  especially  proud  of  the  fact  that  technological  advances  have 
played  a  critical  role  in  leveling  the  field  for  some  of  the  most 
disadvantaged  infants.    Neonatal  intensive  care  and  genetic  services 
equalize  the  chances  of  survival  for  infants  born  with  environmental 
and  biological  insults. 

Your  work,  along  with  that  of  your  colleagues,  will  shape  and 
refine  reforms  in  the  nation's  health  care  system.    We  urge  you  to  act 
thoughtfully  and  expeditiously  to  ensure  access  to  care  for  all 
Americans.    As  you  move  forward,  we  hope  that  you  will  put  pregnant 
women  and  children  into  the  lifeboat  first.    Their  health  and 
productivity  are  the  hope  for  tomorrow.    We  cannot  afford  to  neglect 
their  needs  and  our  future. 
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Summary 

o        Evidence  is  mounting  that  our  health  care  system  has  high  and 

unnecessary  costs.    In  the  big  picture,  many  costs  are  hidden  and 
little  attention  is  paid  to  the  need  for  cost-ef f eciency  in 
financing  health  care.    We  cannot  afford  to  have  health  care 
consume  a  growing  proportion  of  the  GNP  (now  almost  12%).  We 
cannot  afford  to  miss  opportunities  for  early  and  preventive 
care. 

o        The  GAO  study  released  today  points  to  the  cost-containment  and 
administrative  savings  that  could  be  achieved  through  a  single- 
payer,  universal  health  insurance  system.    The  story  left  untold 
is  the  number  of  lives  that  could  be  saved  by  making  our  health 
care  financing  system  more  rational  and  more  universal.  Limited 
access  to  care  unnecessary  infant  death  and  disability. 

o        The  greatest  challenge  is  filling  the  large  gaps  left  by  our 

current  system.    Reducing  financial  barriers  to  care  is  the  first, 
and  most  essential,  task  before  us.    However,  we  also  must 
address  the  maldistribution  of  health  providers  and  the  need  for 
greater  emphasis  on  prevention.    Our  public  health  infrastructure 
is  overburdened  and  crumbling. 

o        The  MOD  believes  that  pregnant  women  and  children  should  be 

given  first  priority  as  the  nation's  leaders  take  action  to  reform 
our  health  care  system.    Every  pregnant  woman  and  every  child 
should  have  health  care  coverage  and  any  "minimum"  benefit 
package  should  include  those  services  most  important    for  the 
maternal  and  child  health  population. 

o        In  attempting  to  address  some  of  the  major  problems  in  our 

health  care  system,  we  should  not  adopt  policies  that  "throw  out 
the  baby  with  the  bathwater."    Special  attention  should  be  paid 
to  continuing  incentives  for  the  development  of  new  and 
innovative  medical  technology. 
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Mr.  Conyers.  Thank  you  so  much,  Dr.  Tuckson.  You  remind  me 
of  a  slogan  that  has  been  ringing  in  my  ears  ever  since  your  testi- 
mony began,  and  it  is  that  "all  children  are  entitled  to  grow  up 
healthy."  And  I'm  still  deeply  respectful  of  the  passion  that  you 
have  nurtured  as  a  doctor  and  as  a  public  official.  And  I  hope  that 
it  continues  and  spreads  throughout  your  profession. 

We're  delighted,  now,  to  have  Mr.  Walter  Maher,  director  of  Fed- 
eral relations  of  Chrysler  Corp.  And  his  presence  reminds  me  of  the 
more  than  40  Members  of  Congress  that  visited  Detroit's  auto  man- 
ufacturers last  month.  And  I  remember  that  your  chairman,  Lee 
Iacocca,  made  a  point  in  one  of  the  presentations  at  Chrysler  head- 
quarters, located  in  my  district,  that  the  cost  of  an  automobile 
made  in  Detroit  is  $500  more  than  the  cost  of  an  automobile  made 
in  Canada  because  of  the  health  costs  that  are  built  into  the  Amer- 
ican vehicle  which  currently  cannot  be  changed  or  modified  in  any 
way. 

And  I  want  to  congratulate  this  major  corporation  for  determin- 
ing that  this  subject  is  important  enough  to  intervene  at  the  very 
beginning.  And  we  welcome  you  and  your  testimony  here  today. 

STATEMENT  OF  WALTER  B.  MAHER,  DIRECTOR,  FEDERAL 
RELATIONS,  CHRYSLER  CORP. 

Mr.  Maher.  Thank  you,  Mr.  Chairman.  My  company  and  its 
chairman  want  to  specifically  thank  you  for  not  only  commissioning 
this  report,  but  for  convening  this  set  of  hearings. 

The  GAO  report  that  you  commissioned  properly  focuses  on  the 
root  cause  of  the  problem,  and  that  is  that  health  spending  in  this 
country  is  out  of  control.  I  took  note,  this  morning,  of  a  lot  of  the 
questions  concerning  the  level  of  cost  control  in  Canada  and  that 
it  may  cause  some  to  believe,  "Gee,  could  we  ever,  in  this  country, 
get  to  their  level  of  efficiency." 

And  as  John  Sweeney  pointed  out,  however,  Canada  is  the  sec- 
ond most  expensive  country  on  Earth.  As  much  as  we  are  more  ex- 
pensive than  Canada,  they  are  even  more  expensive,  for  example, 
than  Germany  and  Japan — two  nations  that  my  industry  has  to 
pay  particular  attention  to.  Were  we,  in  this  country,  to  consume 
health  services  at  the  same  rate  they  do  in  Germany  and  Japan, 
per  capita,  our  Nation  would  have  about  $300  billion  a  year  avail- 
able to  redeploy  in  this  economy.  And  that's  a  fact  of  life  that  the 
businesses  in  this  country  have  to  take  note  of. 

And  as  you  pointed  out,  we're  quite  concerned  about  how  this  im- 
pacts the  cost  of  doing  business  in  America.  And  we're  concerned 
that  as  health  care  absorbs  more  and  more  of  our  Nation's  and  our 
citizen's  resources,  it  has  a  depressing  effect  on  the  total  economy 
and  jobs  for  Americans. 

Now,  Mr.  Bowsher  discussed  several  potential  solutions  to  this 
problem.  He  mentioned  that  the  GAO  was  studying  not  only  Can- 
ada's but  Germany's  and  other  nations'  systems.  Whatever  system 
or  hybrid  is  adopted  in  this  country,  an  essential  ingredient  must 
be  fiscal  integrity. 

No  nation  on  Earth  has  adopted  a  program  to  provide  all  citizens 
access  to  health  care  without  concurrently  putting  in  place  a  sys- 
tem to  control  aggregate  health  spending.  And  as  the  GAO  report 
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indicates,  that's  the  major  failing  of  the  U.S.  health  care  system: 
It  totally  lacks  any  process  to  control  aggregate  expenditures. 

However,  in  shaping  a  health  system  for  the  21st  century,  Amer- 
ica has  got  to  strive  to  be  the  best.  My  company  agrees  with  the 
GAO  report's  conclusion  that  we  should  not  feel  compelled  to  adopt 
Canada  or  any  other  nation's  health  system,  lock,  stock,  and  barrel. 
Many  nations,  including  Canada  and  West  Germany,  feel  they're 
spending  too  much  on  health  care,  and  they're  looking  to  build  on 
their  systems  and  to  incorporate  some  of  the  good  things  that  the 
U.S.  system  has.  And  we  should  do  the  same. 

For  example,  as  was  pointed  out  this  morning,  Canada  is  explor- 
ing the  use  of  HMO's,  organized  health  care  delivery  systems,  but 
there  is  no  consideration  oeing  given  in  Canada  to  dismantling  its 
control  over  overall  system  costs. 

As  the  reform  debate  takes  shape,  we're  finding  many  road- 
blocks; some  approach  myth  status.  For  example,  often  we  read 
that  managed  care  is  business's  last  hope  before  some  imposed  na- 
tional health  system.  Well  what's  amusing  about  this  is  that  it  as- 
sumes that  "managed  care"  and  "national  health  insurance"  are 
mutually  exclusive  terms. 

They  are  not.  As  is  clear  from  a  reading  of  the  GAO  report,  the 
manner  in  which  a  society  chooses  to  deliver  health  services  to  citi- 
zens and  the  manner  that  the  society  elects  to  finance  the  system 
are  distinct  issues.  Managed  care  is  clearly  a  valid  cost  control 
strategy  and  should  be  encouraged. 

Medicare  today,  or  the  entire  Canadian  system  for  that  matter, 
could  be  100  percent  managed  care.  For  example,  one  reason  Can- 
ada has  queues  for  some  services  is  because  they  have  not  made 
any  significant  use  of  managed  care  techniques.  This  leads  to  un- 
necessary demands  on  the  system  and,  given  limited  resources, 
queuing  with  gatekeepers  seeing  to  it  that  patients  with  the  emer- 
gent needs  get  care  at  once  and  patients  with  elective  needs  wait- 
ing, if  necessary. 

It's  entirely  conceivable  that  were  Canada  to  make  use  of  the 
best  managed  care  techniques,  they  would  have  no  queuing  prob- 
lem, which  brings  me  to  another  myth,  and  it's  a  classic  red  her- 
ring exploited  by  some  in  the  provider  community.  And  that  is  that 
any  control  over  aggregate  spending  will  cause  citizens  to  stand  in 
line  as  health  care  is  rationed. 

The  GAO  report  devotes  significant  attention  to  this  issue,  and 
substantially  defuses  it.  But  the  report,  nevertheless,  fails  to  dif- 
ferentiate between  a  budgeting  process  and  the  size  of  the  agreed- 
upon  budget,  and  the  distinction  is  very  important.  First,  we 
should  never  fear  rationing  excess;  we  should  seek  to  eliminate  it. 

But  more  fundamentally,  having  a  budget  process  does  not  nec- 
essarily imply  deprivation  or  queues;  it's  simply  a  function  of  how 
much  a  society  chooses  to  spend  on  health  or  anything  else.  If  you 
have  a  large  enough  budget,  you  can  get  instant  gratification.  The 
key  is  to  create  a  process  where  citizens  can  choose  where  they 
want  to  spend  their  resources. 

The  alternative  to  having  a  budget  is  to  have  no  budget,  to  have 
no  control  on  spending.  This  should  be  unacceptable,  and  vet  that's 
what  we  have  in  our  country.  Money  simply  gets  spent  for  health 
care,  regardless  of  medical  necessity,  and  then  citizens,  aware  of 
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other  needs — education,  crime,  housing,  environment — find  those 
issues  crowded  off  the  agenda  because  the  cupboard  is  bare. 

Similarly,  often  when  the  subject  of  Canada  and  health  care 
come  up  in  some  provider  or  insurance  industry  circles,  you're 
greeted  by  the  rhetorical  statement,  "Do  you  want  to  turn  health 
care  over  to  the  same  people  who  brought  you  the  Postal  System? 
Do  you  want  incessant  government  meddling  in  your  health  care?" 

Well,  as  is  made  clear  in  the  GAO  report,  health  care  delivery 
in  Canada,  as  well  as  in  Germany  and  Japan  and  most  other  coun- 
tries, is  not  handled  by  the  government.  It's  concentrated  in  the 
private  sector.  And  as  far  as  meddling  is  concerned,  the  meddling 
which  goes  on  today  in  our  country— by  government,  by  insurance 
companies,  by  business  health  plan  sponsors — is  much  greater  than 
in  Canada  or  anywhere  else.  And  I  invite  you  to  ask  any  of  your 
provider  witnesses  about  what  they  properly  call,  "the  hassle  fac- 
tor." 

In  conclusion,  Mr.  Chairman,  as  the  GAO  notes,  we  should  not 
copy  any  health  system.  We  should  take  the  best  of  the  Canadian 
system  and  integrate  it  with  the  best  of  our  country's  system.  We 
do  need  to  adopt  a  structure,  a  health  policy  such  as  exists  in  Can- 
ada and  most  other  nations— one  that  embraces  the  concepts  of 
universal  access,  a  uniform  fee-for-service  payment  system,  and  a 
process  to  control  aggregate  health  expenditures — and  within  such 
a  structure,  deploy  the  best  of  American  managed  care  and  compet- 
ing organized  delivery  systems. 

We  would  then  have  in  place  a  process  which  not  only  deter- 
mines the  appropriate  level  of  national  health  expenditures,  but 
also  a  process  to  assure  that  the  health  system  accomplishes  its  pa- 
tient care  needs  and  responsibilities  within  the  agreed-upon  limits. 

Thank  you,  sir. 

[The  prepared  statement  of  Mr.  Maher  follows:] 
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I  appreciate  the  opportunity  to  share  with  you  our  views  on 
the  need  for  national  health  care  reform.  In  particular,  I  am 
pleased  to  comment  on  the  recent  report  by  the  U.S.  General 
Accounting  Office  (GAO)  regarding  the  consequences  for  both  health 
care  spending  and  access  of  the  adoption  by  the  United  States  of 
some  or  all  of  the  features  of  the  Canadian  health  system. 

Starting  first  with  basics,  it  is  the  inexcusably  high  cost 
of  health  care  in  America  which  is  at  the  source  of  all  our 
concerns  regarding  the  plight  of  the  uninsured,  the  ruinous  costs 
to  federal  and  state  budgets,  to  businesses  and  to  families,  and 
the  damage  to  our  economy.  This  inexcusable  level  of  costs  is  a 
direct  result  of  the  fact  this  nation,  and  this  nation  alone,  lacks 
any  sort  of  process  to  control  aggregate  health  spending.  Consider 
for  a  moment,  if  we  had  such  a  process  would  we  witness  our 
country's  chief  budgeteer,  Mr.  Darman,  all  50  of  our  state 
governors,  the  leaders  of  both  houses  of  Congress,  big  business 
leaders,  big  labor  leaders,  the  heads  of  major  consumer 
organizations,  all  crying  uncle  .   .   .  crying  for  help? 

And  they  have  good  reason  to  cry.  Health  spending  in  America 
is  clearly  out  of  control.  We  spend  40%  more  per  capita  than  the 
second  most  expensive  country  (Canada) ;  7  0%  more  than  number  three 
(Switzerland)  .  The  situation  is  even  worse  when  we  are  compared 
with  Germany  and  Japan,  home  of  our  major  international  trade 
competitors.    Were  we  to  consume  health  services  in  America  at  the 
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same  rate  they  do  in  those  countries,  we  would  have  $3  00  billion 
per  year  available  to  redeploy  in  our  economy  (see  Exhibit  1) . 

Chrysler  is  quite  concerned  about  the  competitive  damage 
inherent  in  the  dramatic  difference  between  U.S.  and  foreign  health 
costs.  A  study  of  1988  experience  established  that  seven  hundred 
dollars  of  the  cost  of  every  U.S. -built  Chrysler  car  went  to 
support  the  U.S.  health  system.  Cost  differences  described  above 
contributed  to  foreign  automakers  having  a  $300  to  $500  per  car 
advantage  over  us  due  to  health  costs  alone.  Domestic  companies 
are  likewise  at  a  disadvantage  compared  with  new  foreign-owned 
firms  locating  in  America  which,  while  offering  similar  benefit 
plans,  employ  a  much  younger  workforce  and  are  a  generation  away 
from  their  first  retiree. 

This  is  a  problem,  however,  that  besets  any  American  business 
offering  health  coverage  to  employees.  It  is  not  just  a  problem 
for  mature  companies  with  many  retirees;  it  is  not  just  a  problem 
for  unionized  businesses.  Chrysler  is  a  member  of  the  National 
Leadership  Coalition  for  Health  Care  Reform,  a  group  dedicated  to 
being  a  constructive  participant  in  the  solution  of  this  problem, 
and  we  find  in  our  midst  many  varied  firms,  as  well  as  consumer, 
provider  and  labor  interests. 

Businesses  are  finding  they  are  quite  limited  as  to  what  they 
alone  can  do  in  response  to  this  problem,  other  than  managing  their 
benefit  programs  as  effectively  as  possible.     They  cannot  import 
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a  cheaper  product  from  abroad.  Those  involved  in  competitive 
markets  cannot  raise  prices  at  will  to  fully  recoup  higher  health 
costs.  Instead,  one  result  is  a  classic  squeeze  on  profits.  Lower 
profits  reduce  the  funds  which  would  otherwise  be  available  for 
investment  in  research,  new  products  and  job  creation.  Lower 
profits  also  result  in  a  reduction  of  tax  revenues  for  investment 
by  government  in  infrastructure  improvement,  including  vital  areas 
such  as  education. 

A  recent  survey  of  Fortune  500  CEOs  sponsored  by  the  Robert 
Wood  Johnson  Foundation  revealed  that  fully  75%  have  concluded 
their  businesses,  all  large,  cannot  solve  this  problem  alone.  Over 
half  agreed  some  form  of  government  intervention  is  required. 
During  hearings  before  the  Senate  Finance  Committee  in  April  of 
this  year,  top  officials  of  firms  as  varied  as  Bethlehem  Steel 
Corporation,  Dayton  Hudson  Corporation,  and  Southern  California 
Edison  Company,  carefully  detailed  the  seriousness  of  the  problem 
for  their  businesses  and  the  need  for  prompt  action  by  the  federal 
government  to  frame  a  health  policy  for  this  nation  enabling  the 
public  and  private  sectors  to  work  in  tandem  to  accomplish  the 
necessary  goals  of  access  and  cost  control. 

Chrysler  likewise  is  convinced  that  to  accomplish  overall 
health  system  reform,  satisfying  business  concerns  regarding  cost 
and  public  concerns  regarding  the  uninsured,  government  must  be 
involved  in  the  solution.  We  cannot,  for  example,  continue  to 
permit   the   public   sector   to   operate    its   enormous   health  plans 
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without  regard  to  their  impact  on  private  sector  payers. 
Coordination  is  required  if  costs  are  to  be  managed;  and  management 
of  costs  is  a  prerequisite  to  solution  of  the  access  problem.  I 
believe  the  GAO  report  fully  supports  this  assertion. 

Sadly,  however,  because  we  do  not  have  a  health  policy  in  this 
country,  we  lack  coordination  between  public  and  private  sector 
health  plans.  As  a  result,  the  public  sector  has  the  opportunity 
to  control  its  spending  by  taking  steps  which  lead  to  costs  being 
shifted  to  private  sector  payers.  For  example,  Medicaid  today 
covers  only  40%  of  the  poor.  For  those  it  does  cover,  it  pays 
doctors  about  66%  of  Medicare  rates.  However,  state  and  federal 
legislators  are  well  aware  that  America  is  a  humane  country  .  .  . 
that  the  poor  not  covered  by  Medicaid  will  get  care  if  they  get 
sick  enough  and  end  up  in  some  hospital  emergency  room. 
Accordingly,  they  have  little  incentive  to  face  the  tax  payers  with 
a  request  to  adequately  provide  for  these  needs  when  they  have  the 
benefit  of  de  facto,  back  door  tax  collectors  .  .  .  hospital  and 
physician  billing  offices  .  .  .  who  do  their  best  to  recoup  these 
uncompensated  costs  from  their  paying  customers,  chiefly  businesses 
sponsoring  health  benefit  plans. 

The  public  sector  is  not  alone  in  shifting  costs  to  businesses 
offering  health  coverage.  Some  private  sector  employers  are  doing 
the  same  thing.  Clearly,  for  example,  a  disproportionate  share  of 
employer  paid  health  costs  is  borne  by  the  manufacturing  sector  of 
the  economy  to  the  benefit  of  the  service  sector.      Consider  the 
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fact  that  49%  of  those  employed  in  retail  firms  (excluding  eating 
and  drinking  places)  are  either  uninsured  or  insured  elsewhere 
(usually  by  the  employer  of  their  employee's  spouse  or  parent). 
For  eating  and  drinking  establishments  the  comparable  figure  is 
76%!  As  a  result  of  this  phenomenon,  rather  than  having  the 
opportunity  to  spread  part  of  the  cost  of  financing  health  care 
delivery  to  American  citizens  by  adding  to  the  cost  of  every 
hamburger,  beer  or  necktie  sold  in  this  country,  where  none  of  the 
sellers  are  threatened  by  foreign  competitors  (which  would  be  the 
ultimate  result  if  such  employers  sponsored  health  benefit  plans) , 
we  instead  add  to  the  costs  and  prices  of  U.S.  manufacturers  who 
do  face  serious  competition  from  abroad. 

The  status  quo  cries  out  for  a  solution.  We  submit  that, 
acting  effectively  in  its  various  capacities  as  the  sponsor  of 
public  health  programs,  as  a  standard  setter  and  as  the  developer 
of  tax  policy,  the  federal  government  can  and  must  help  chart  the 
course  for  a  rational  health  policy  for  America.  It  can  fulfill 
this  role  in  one  of  two  general  ways  —  either  by  establishing  the 
overall  ground  rules  within  which  a  public/private  partnership  can 
work  to  achieve  our  nation's  health  care  objectives,  or  by 
establishing  a  fully  publicly  financed  and  administered  plan  as 
described  in  the  GAO  report.  We  do  not  see  any  other  solutions  at 
this  time  which  hold  promise  for  success. 

Whichever  alternative  is  ultimately  chosen,  the  policy  must 
be  capable  of  responding  to  both  the  patient  care  and  fiscal  needs 
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of  this  country.  Specifically,  our  objectives  should  be  a  health 
system  within  which  the  necessary  health  care  needs  of  all  citizens 
are  met;  a  system  which  consumes  resources  prudently,  balances 
spending  on  health  with  other  national  priorities,  spreads  costs 
over  the  broadest  possible  base  and  does  not  disproportionately 
impact  any  segment  of  the  economy;  and  a  system  which  exists  in  a 
context  of  continuous  quality  improvement. 

Further,  to  accomplish  these  objectives  the  policy  must  embody 
certain  key  principles: 


Equity  Among  Payers 

This  obviously  is  only  an  issue  were  we  to  have  a 
public/private  partnership.  Clearly,  public  coverage  must  be 
available  for  all  the  poor.  Further,  given  the  government  as  a 
"partner",  this  requires  a  process  for  the  determination  of  fair 
provider  fees  for  f ee-f or-services  medicine  such  as  they  do  in 
Canada,  with  such  fees  applicable  to  all  public  and  private  sector 
payers.  There  should  be  no  room  for  cost  shifting  from  the  public 
to  the  private  sector  other  than  through  the  valid  process  of 
appropriating  tax  revenues  to  fund  public  programs. 

Equity  Within  the  Economy 


If  we  are  to  rely  on  employer  financing  in  the  future,  all 
employers  must  participate.     This  can  be  done  without  harming  weak 
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or  deterring  start-up  enterprises  and  without  encumbering 
established  employers  with  unreasonable  costs  and  FASB  liabilities. 
To  help  accomplish  this  within  a  public/private  reform  strategy, 
any  employer  or  individual  should  have  the  option  to  pay  a  tax  no 
greater  than  the  cost  of  a  community  rated  premium  unadjusted  for 
age,  thus  permitting  enrollment  in  a  publicly  administered  health 
plan.  This  will  help  assure  costs  are  spread  across  the  broadest 
possible  base  in  our  economy  and  that  no  sector  of  the  economy  or 
no  employer  bears  a  disproportionately  large  share  of  expenditures. 

Fiscal  Integrity 

No  nation  on  earth  has  embarked  on  a  program  to  provide  all 
citizens  access  to  health  care  without  concurrently  adopting  a 
strategy  to  control  aggregate  national  health  care  spending.  Such 
management  of  spending  should  extend  not  only  to  spending  for 
health  services,  but  spending  for  capital  items  and  graduate 
medical  education  as  well.  As  the  GAO  report  indicates,  control 
over  aggregate  expenditures  is  critical. 

Finally,  in  shaping  a  health  system  for  the  21st  century, 
America  should  strive  to  become  the  best.  We  agree  with  the  GAO 
report's  conclusion  that  we  should  not  feel  compelled  to  adopt 
Canada's  or  any  other  nation's  health  system,  lock,  stock  and 
barrel.  Many  nations,  including  Canada  and  Germany,  believe  they 
are  spending  too  much  for  health  care  and  are  looking  to  build  on 
their  systems  by  adopting  some  of  the  good  elements  of  the  U.S. 
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system.  We  should  do  the  same.  For  example,  Canada  is  exploring 
the  use  of  organized  health  care  delivery  systems;  but  there  is  no 
consideration  being  given  by  Canada  to  dismantling  its  controls 
over  overall  system  costs  and  the  cost  of  capital  items. 

A  major  problem  the  health  system  reform  debate  must  contend 
with  is  how  to  address  the  legitimate  concerns  of  the  very  small 
business  person.  Seventy-five  percent  of  U.S.  businesses  employ 
fewer  than  ten  persons.  The  majority  of  them  do  not  currently 
offer  health  coverage.  They  represent  an  obstacle  to  universal 
access  if  employer-based  coverage  is  to  be  the  chosen  financing 
vehicle.  If  the  concerns  of  these  employers  cannot  be  satisfied 
because  of  worries  about  tieing  health  coverage  in  any  way  to 
employment  and  the  resulting  impact  on  hiring  and  production  costs, 
and  as  a  result  the  health  system  reform  needed  by  all  employers 
currently  offering  coverage  is  stalemated,  then  we  believe  it  would 
be  appropriate  to  reconsider  the  tie  to  employment  and  move  to  a 
fully  publicly  financed  system. 

Further,  while  much  attention  has  been  given  to  the  concerns 
of  small  businesses,  similar  attention  should  be  accorded  the 
problems  of  mature  companies.  Many  such  firms  have  been  in 
business  well  over  50  years,  were  extraordinarily  labor  intensive 
(and  still  are  to  a  lesser  extent) ,  and  now  have  many  retirees  and 
older  workforces  reflecting  a  combination  of  the  firms'  years  of 
existence,  continued  automation  and  foreign  competition.  With  the 
U.S.     increasingly  battling  in  a  global  economy,  we  must  revisit 
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rules  applicable  to  U.S.  firms  which  differ  from  rules  applicable 
to  our  major  trading  partners.  For  example,  rules  or  practices 
relating  to  the  way  employers  help  finance  the  provision  of  health 
care  to  employees  and  to  pre-age  65  retirees,  and  the  way 
businesses  must  account  for  such  costs.  By  focusing  all  our 
attention  on  small  businesses  we  run  the  risk  of  becoming  a  nation 
of  start-up  companies,  which  gradually  over  time  lose  their  markets 
to  foreign  producers. 

A  good  example  is  the  recent  decision  of  the  Financial 
Accounting  Standards  Board  (FASB)  concerning  retiree  health 
benefits.  Looking  solely  at  the  potential  economic  and  social 
impact  of  this  new  FASB  rule  reguiring  reporting  and  amortization 
of  retiree  health  benefit  costs,  FASB  has  contended  that  the  rule 
represents  an  accounting  change  that  does  not  change  the  underlying 
economics  of  the  transactions  and  therefore  should  not  have 
significant  economic  and  social  consequences.  We  disagree.  In  the 
current  economic  environment,  U.S.  companies,  especially  automotive 
companies,  are  in  fierce  competition  with  foreign  companies  for 
market  share  and  capital.  Virtually  no  foreign  competitor  operates 
in  a  health  policy  and  accounting  environment  that  imposes 
principles  similar  to  those  contained  in  this  rule.  For  example, 
in  both  Germany  and  Japan,  companies  help  finance  the  delivery  of 
health  care  to  citizens,  including  retirees,  by  paying  taxes  under 
a  pay-as-you-go  method.  In  contrast,  the  stepped-up  recognition 
of  the  expense  for  previously  earned  benefits  required  by  the  U.S. 
FASB  rule  will  be  of  a  magnitude  that  will  cause  the  apparent  cost 
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of  doing  business  in  this  country  to  skyrocket  which  our  analysis 
indicates  will  most  certainly  have  adverse  impact  on  the  U.S. 
economy . 

We  believe  that  many  companies  will  attempt  to  raise  prices 
to  recover  some  or  all  of  the  added  costs  of  postretirement 
benefits.  To  the  extent  they  succeed,  the  increase  in  prices  and 
demand  for  funds  in  capital  markets  will  put  upward  pressure  on 
interest  rates  and  inflation.  This  higher  cost  of  capital  will 
also  ultimately  discourage  capital  formation  in  job-creating 
enterprises  and  push  more  U.S.  companies  toward  moving  operations 
off-shore. 

The  economic  impact  of  the  proposed  statement  will  not  only 
be  bad  for  business  but  will  hurt  the  American  workforce  as  well. 
Some  U.S.  corporations  have  already  begun  to  anticipate  the 
earnings  impact  of  the  proposed  statement.  Their  actions  have 
included:  reducing  the  number  of  employees  taken  into  full-time 
employment  by  increasing  the  number  of  "leased"  employees  from 
temporary  employment  agencies  so  as  to  reduce  their  obligation  for 
retiree  health  care  coverage;  modifying  benefit  plans  by  converting 
them  to  dollar  benefit  plans  versus  service  benefits  plans,  making 
benefit  levels  dependent  on  years  of  service,  and  otherwise 
reducing  benefits. 
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The  Real  Potential  for  Reform 

When  Chrysler  and  others  became  members  of  the  National 
Leadership  Coalition  for  Health  Care  Reform,  we  agreed  to  certain 
fundamental  principles,  among  which  were: 

•        Providing    all    citizens    of    this    country    access  to 
affordable  health  care. 

Controlling  costs. 

Equitable  financing,  including  the  elimination  of  cost 
shifting  from  the  public  to  the  private  sector. 

Having  agreement  on  these  principles,  as  benign  as  they  may 
seem,  is  critical  for  we  believe  it  significantly  constrains  your 
reform  options. 

For  example,  if  you  want  universal  access  .  .  .  which  is 
achievable  given  the  experience  of  Canada  and  the  rest  of  the 
world  .  .  .  one  option,  as  noted  earlier,  is  a  fully  tax  supported 
system  available  to  all.  Some  in  this  country  are  opposed  to  that 
solution  and  prefer  to  build  on  the  employer  based  system,  coupling 
the  expansion  of  publicly  financed  programs  for  the  unemployed  poor 
with  a  "pay  or  play"  option  for  employers.  However,  if  you  expect 
to  realize  universal  access,  your  solution  cannot  be:  build  on  the 
employer    based    system,    but    use    only    incentives    to  encourage 
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employers  to  offer  coverage.  That  will  not  produce  100%  coverage. 
Accordingly,  it  appears  any  business  association  taking  this 
approach  either  has  to  change  it  or  concede,  they  do  not  expect  to 
realize  universal  access. 

Further,  if  you  want  to  eliminate  public  to  private  sector 
cost  shifting,  one  option,  again,  is  to  have  a  single  payer  .  .  . 
no  one  to  shift  to.  As  with  universal  access,  some  in  this  country 
prefer  to  maintain  a  role  for  private  sector  health  plans. 
However,  when  one  confronts  the  reality  of  private  sector  health 
plan  sponsors  coexisting  with  government  sponsored  plans,  with  only 
the  latter  having  the  authority  to  pass  laws  that  lead  to  cost 
shifting,  the  need  for  some  form  of  all  payer  strategy  as  exists 
in  Canada,  Germany,  Japan  and  many  other  countries,  becomes 
apparent.  You  cannot  expect  to  eliminate  cost  shifting  and  yet 
advocate  continuation  of  a  process  which  facilitates  the 
subsidization  of  public  payers  by  private  payers.  Frankly,  it 
appears  the  regulatory  trappings  of  an  all  payers  system  are  a 
necessary  result  of  having  a  public-private  system  free  of  cost 
shifting.  It  should  be  noted,  however,  that  even  with  an  all  payer 
strategy  in  place  for  f ee-f or-service  medicine,  both  public  and 
private  sector  payers  could  remain  totally  free  to  experiment  with 
alternative  reimbursement  strategies,  such  as  capitated  programs, 
so  long  as  they  were  not  a  subterfuge  for  cost  shifting.  The  GAO 
report,   in  fact,  would  support  such  an  approach. 
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Another  issue  those  working  on  health  system  reform  must 
contend  with,  particularly  with  reference  to  the  cost  shifting 
issue,  is  the  matter  of  funding  for  public  programs.  Businesses 
complaining  about  the  failure  of  government  to  cover  all  the  poor, 
about  the  failure  of  Medicaid  to  pay  providers  fairly,  and  about 
the  magnitude  of  the  costs  being  shifted  to  business  as  a  result 
of  such  failures,  as  they  develop  strategies  to  reverse  this  cost 
shift  .  .  .  i.e.,  to  have  the  expense  transferred  from  their  books 
back  to  the  public  sector  books  where  it  belongs  .  .  .  must  be 
prepared  to  support  efforts  to  properly  fund  such  public  programs. 
The  purpose  here  is  not  to  spend  mere  money  in  this  country  on 
health  care.  It  is  instead  to  see  to  it  that  funds  required  for 
public  sector  programs  are  raised  through  the  tax  system  and  not 
through  cost  shifting  to  the  sponsors  of  private  sector  health 
plans. 

There  have  been  other  road  blocks  to  reform.  Some  approach 
myth  status.  For  example,  often  we  read  "managed  care"  is 
businesses1  last  hope  before  "national  health  insurance."  What  is 
amusing  about  this  myth  is  that  it  assumes  "managed  care"  and 
"national  health  insurance"  are  mutually  exclusive  terms.  As  is 
clear  from  a  reading  of  the  GAO  report,  they  are  not.  The  manner 
in  which  a  society  chooses  to  deliver  health  services  to  citizens 
and  the  manner  that  same  society  chooses  to  finance  the  delivery 
of  care  are  distinct  issues.  Clearly,  "managed  care"  is  a  valid 
cost  control  strategy  and  should  be  encouraged.  Medicare  today, 
or   the   entire   Canadian    system   for   that   matter,    could   be  100% 
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managed  care.  We  must  not,  therefore,  let  "managed  care"  become 
the  "Voluntary  Effort"  of  the  90s  and  stifle  the  systemic  changes 
that  are  necessary. 

Another  issue  currently  in  vogue  is  insurance  reform,  chiefly 
with  respect  to  small  businesses.  Insurance  reform  is  essentially 
an  insurance  policy  holder  payment  equity  issue.  Huge  penalties 
currently  paid  by  many  small  policy  holders  will  simply  get  spread 
among  other  policy  holders.  It  promises  little,  if  anything,  to 
control  aggregate  U.S.  health  costs  or  improve  the  plight  of  the 
uninsured.  It  is  not  a  bad  idea;  but  we  must  not  delude  ourselves 
it  is  a  panacea. 

Another  myth,  a  classic  red  herring  exploited  by  some  in  the 
provider  community,  is  that  any  control  over  aggregate  spending 
will  cause  citizens  to  stand  in  line  for  services  as  health  care 
is  rationed.  The  GAO  report  devotes  significant  attention  to  this 
issue  and  substantially  defuses  it.  The  report,  nevertheless, 
failed  to  differentiate  between  a  budgetary  process  and  the  size 
of  the  agreed  upon  budget.     The  distinction  is  important. 

First,  we  should  never  fear  rationing  excess;  instead  we 
should  seek  to  eliminate  it.  More  fundamentally,  however,  having 
a  "budget"  process  does  not  necessarily  imply  deprivation  or 
queues.  It  is  simply  a  function  of  how  much  a  society  chooses  to 
spend  on  health  or  anything  else.  If  you  have  a  large  enough 
budget,   you  can  get  instant  gratification.     The  key  is  to  create 
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a  process  where  citizens  can  choose  where  they  want  to  spend  their 
resources.  The  alternative  to  a  budget  is  to  have  no  control  on 
spending.  This  is  unacceptable  and  yet  this  is  what  we  have  today 
in  our  country. 

Yet  another  myth,  again  hoisted  most  frequently  by  some  in 
entrepreneurial  medicine,  is  that  subjecting  health  care  to  the 
discipline  of  a  budget  will  sentence  our  country  to  an  ice  age  of 
technology  development.  Well,  as  we  have  witnessed  lately  in  the 
Persian  Gulf,  having  defense  subject  to  the  discipline  of  a  budget 
process  did  not  leave  our  forces  shy  of  hi-tech  weapon  systems. 

Similarly,  often  when  the  subject  of  Canada  and  health  care 
come  up  in  some  provider  or  insurance  industry  circles,  you  are 
greeted  by  the  rhetorical  statement:  Do  you  want  to  turn  health 
care  over  to  the  same  people  who  brought  you  the  postal  system? 
Personally,  I  believe  our  postal  system  is  pretty  good.  However, 
that  is  irrelevant.  As  is  made  clear  in  the  GAO  report,  health 
care  delivery  in  Canada,  as  well  as  in  Germany,  Japan  and  most 
other  countries  is  not  handled  by  the  government,  it  is 
concentrated  in  the  private  sector.  Again,  looking  at  the  defense 
industry  in  America,  despite  a  budget  process,  despite  a  single 
payer,  we  have  a  thriving,  private  sector  defense  industry,  which 
prides  itself  on  innovation  and  which  competes  furiously  to  provide 
the  services  required  by  the  citizens  of  this  country  to  meet  their 
security  needs. 
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Clearly,  if  we  develop  a  health  policy  in  this  country  under 
which  the  government  is  responsible  for  all  the  poor,  is  required 
to  pay  fairly  for  services  rendered  to  Medicare  and  Medicaid 
beneficiaries,  including  its  fair  share  for  hospital  capital  and 
medical  eduction  expenses,  and  is  not  allowed  to  realize  its 
expenditure  targets  by  shifting  costs  to  the  private  sector,  it 
appears  establishing  a  budget  would  be  mandatory.  Government  does 
it  for  all  other  expenditure  categories.  Health  should  be  no 
exception. 

Some  in  the  business  community  are  pausing  over  the  concept 
of  budget  discipline.  This  is  ironical  since,  not  only  does  every 
successful  business  depend  upon  such  a  discipline,  but  virtually 
every  employee  benefits  manager  I  know  would  give  his  or  her  eye 
teeth  to  have  100%  of  their  employees  enrolled  in  a  good,  high 
quality,  capitated  organized  delivery  system.  Guess  what  that 
produces  ...  a  budget  .  .  .  the  very  type  of  expenditure  control 
recommended  by  the  GAO  report. 

Lessons  From  Abroad 

The  Health  Care  Financing  Review's  19  8  9  Annual  Supplement  is 
devoted  to  an  international  comparison  of  health  care  systems.  It 
notes  how  different  systems  can  learn  from  one  another  and 
discusses  indicators  that  health  care  system  philosophies  are 
converging.      The  article  by  Bengt  Jonsson  of  Sweden's  Department 
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of  Health  and  Society  best  focuses  on  the  deficiencies  of  the  U.S. 
system,  specifically  its  fragmented,  uncoordinated  structure: 


"It  seems  clear  that  a  "free"  market  cannot  solve  the 
basic  resource  allocation  problems  in  health  care: 
efficiency  and  equity  in  health  care  production  and 
consumption.  Public  insurance  systems,  tax  subsidies  to 
private  insurance,  asymmetric  information  between 
producers  and  consumers,  and  provider  monopolies  through 
licensing  (doctors)  are  inherent  factors  in  a  health  care 
system  that  make  free  competition  an  ineffective  policy; 
competition  has  to  be  "managed.".   .   .  . 

The  idea  of  prospective  payment  lies  behind  the 
development  of  DRGs  to  classify  patients.  This  system, 
developed  at  Yale  University,  is  as  close  as  one  can  come 
to  what  Oscar  Lange  (1938)  called  "market  socialism." 
Hospitals  compete  against  a  set  of  predetermined 
administrative  prices.  .  .  .  Today,  when  the  era  of 
rapidly  expanding  health  care  resources  has  come  to  an 
end,  new  medical  technology  is  the  major  dynamic  factor 
in  health  care.  Clearly,  future  policy  will  be  aimed  at 
control  of  introduction  and  diffusion  of  new  medical 
technology.  Medical  technology  assessment  (MTA) ,  based 
on  explicit  cost-effectiveness  and  cost-benefit  studies, 
will  certainly  have  a  major  role  in  the  development  of 
those  policies. 

The  convergence  theory  implies  that  planning  will  play 
an  increasing  role  in  market  economies.  Developments  in 
the  United  States  during  the  1980s  cannot  accurately  be 
described  as  increased  health  care  planning.  But  they 
certainly  represent  an  increase  in  public  control  over 
the  health  care  system.  This  can  best  be  understood  by 
looking  at  the  great  attraction  HMOs,  DRGs,  and  MTA  have 
had  for  health  researchers  and  policy  makers  in  Europe. 
These  ideas  have  fit  in  well  with  the  more  comprehensive 
and  planned  systems  in  Europe.  They  have  been  seen  as 
a  way  to  increase  the  role  of  markets  and  competition 
within  systems  in  which  traditional  planning  has  proven 
impotent  to  adapt  to  a  situation  of  slower  resource 
growth  with  continued  introduction  of  new  medical 
technology.    .    .  . 

The  single  most  important  lesson  from  the  European  health 
care  systems  during  the  1980s  concerns  the  role  of 
central  government.  .  .  .  Compared  with  Europe,  the  U.S. 
Federal  Government  seems  to  have  less  control  over  the 
totality  of  the  system,  at  the  same  time  that  it  is  more 
directly  involved  in  detailed  regulation  of  efficacy, 
safety,   and  price  setting.     Leadership  and  control  of 
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global  expenditures  and  decisions  regarding  the 
comprehensiveness  of  the  system  must  come  from  the 
center,  but  planning  and  management  should  be  left  to  the 
regional  level.  Decentralization  can  be  combined  with 
internal  markets  and  competition  among  providers. 
Planning  and  markets  are  not  necessarily  antithetical ; 
they  can  work  together  to  create  better  health 
services. 1,1 

The  GAO  report,  likewise,  stresses  the  significance  of  an 
integrated  strategy  to  meet  the  nation's  health  care  needs. 

However,  when  the  subject  of  foreign  health  systems  is 
discussed  in  some  circles,  something  happens  to  the  American 
psyche.  For  example,  as  a  nation  we  applauded  the  Soviets  on 
Perestroika,  openness.  Yet  when  it  is  suggested  the  U.S.  may  have 
something  to  learn,  not  from  the  Soviets,  but  from  our  allies  in 
Germany,  France,  Japan  and  Canada  about  health  care  financing  and 
delivery,  some  get  quite  defensive  and  merely  proclaim  "we  are  the 
best." 

As  the  GAO  report  makes  clear,  we  are  not  the  best  and  there 
is  much  we  can  learn  from  our  neighbors  to  the  North.  But,  as  the 
GAO  also  notes,  we  should  not  simply  copy  the  Canadian  system. 
Instead,  we  should  take  the  best  of  their  system  and  integrate  it 
with  the  best  of  our  country's  system.  We  need  to  adopt  a 
structure,  a  health  policy,  such  as  exists  in  Canada  and  most  other 
nations,  one  which  embraces  the  concepts  of  universal  access,  a 
uniform  fee  for  service  payment  system,   and  a  process  to  control 

Jonsson,  B.  :  What  Can  America  Learn  from  Europeans? 
Health  Care  Financing  Review.   1989  Annual  Supplement. 
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aggregate  health  expenditures,  and  within  such  a  structure  deploy 
the  best  of  American  managed  care  and  competing,  organized  delivery 
systems.  We  would  then  have  in  place  a  process  which  not  only 
determines  the  appropriate  level  of  national  health  expenditures, 
but  also  a  process  to  assure  the  health  system  accomplishes  its 
patient  care  responsibilities  within  the  agreed  upon  limits. 


The  Section  for  Health  Care  Systems  of  the  American  Hospital 
Association  considered  this  issue  in  its  report  titled  Renewing  the 
U.S.  Health  Care  System.  It  focused  specifically  on  the  subject 
of  limits  and  expectations: 


"...  the  payment  system  reinforces  the  proclivities  of 
health  professionals  to  do  all  they  can.  Even  when  there 
is  an  awareness  that  excess  treatment  is  being  given, 
wide  latitude  is  given  to  physicians  and  the  family  to 
decide  whether  to  end  treatment,  have  a  third  kidney 
transplant,  a  baboon  heart,  or  a  10th  surgery  for  a 
brain-damaged  accident  victim. 

Health  care  executives,  in  their  interaction  with  the 
medical  profession,  have  customarily  stayed  completely 
away  from  "appropriateness  of  care"  decisions, 
concentrating  on  supplying  the  physician  with  the  tools 
requested.  The  resulting  disparity  between  the  excess 
services  received  by  some  patients  and  the  total  lack  of 
services  received  by  others  is  not  a  pattern  that  should 
go  forward  into  the  next  century.  Health  care  leaders 
therefore,  will  need  to  learn  enough  to  be  effective  in 
discussions  about  the  efficacy  of  medical  treatment 
approaches.  When  budgets  have  to  go  further,  every 
dollar  should  work  better. 

The  concept  of  limits  is  only  dimly  appreciated  by  health 
care  provides  to  whom  market  demand  is  elastic, 
responding  to  new  services,  better  locations,  more  up- 
to-date  equipment.  Without  real  limits,  structural 
changes  in  the  organization  of  care  and  allocation  of 
resources  will  not  be  made." 
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Realizing  that  "limits"  may  be  fearful  to  some,  the  report 
appropriately  deals  with  the  excesses  of  the  status  quo: 


"Limits  need  not  be  a  frightening  idea  if  we  concurrently 
address  the  "waste  in  the  system,"  which  is 
substantial  .... 

To  be  blunt,  the  key  work  is  waste  -  not  "inefficiency," 
or  "misallocation  of  resources,"  but  waste!  It  is 
wasteful  to  encourage  people  to  wait  until  they  are 
really  ill  to  come  into  the  hospital.  It  is  wasteful  to 
apply  massive,  often  unwanted,  support  to  an  elderly, 
dying  patient.  It  is  wasteful  to  use  expensive 
diagnostic  services  to  confirm  an  already  confirmed 
diagnosis.  It  is  wasteful  to  repeat  tests  simply  because 
they  were  done  elsewhere  or  out  of  fear  of  malpractice. 

It  is  wasteful  to  collect  the  same  demographic 
information  on  patients  at  each  location  of  service.  It 
is  wasteful  to  add  equipment  and  services  principally  in 
an  effort  to  retain  or  attract  physicians.  It  is 
wasteful  from  a  community  perspective  to  build  unneeded 
capacity  just  to  have  something  that  is  newer  and  more 
attractive  in  an  effort  to  attract  market  share  or 
physicians.  A  rational  delivery  system  could  eliminate 
these  examples  of  waste."2 


Having  a  process  to  determine  such  limits  is  important  for  in 
America,  like  Canada,  citizens  mainly  pool  their  money  to  buy 
health  care.  Here  we  do  it  through  the  tax  system  and  by 
purchasing  insurance.  In  Canada  its  virtually  all  through  the  tax 
system.  In  neither  country,  however,  do  individual  citizens  take 
out  their  wallets  or  checkbooks  and  pay  for  health  services 
rendered  in  the  normal  course  of  events.  In  both  countries,  some 
other  party  is  usually  responsible  for  all  or  most  of  the  bill. 


2American  Hospital  Association  Section  for  Health  Care 
Systems,  Renewing  the  U.S.  Health  Care  System,  Report  of  Ad  Hoc 
Meeting,  Jan  25-27,   1990,  pp  26-27. 
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I,  personally,  do  not  see  that  materially  changing  in  this 
country.  We  have  never  had  a  COD  health  system  in  this  country, 
and  few  if  any  countries  have  deployed  such  a  system.  Even  in 
America,  if  you  get  sick  enough,  you  are  likely  to  get  treated 
despite  your  inability  to  pay. 

Accordingly,  given  the  subject  matter  of  the  transaction  .  .  . 
life,  death,  pain  and  suffering;  given  the  fact  citizens  pool  their 
money  to  pay  for  it  thus  destroying  any  semblance  of  a  market  which 
could  normally  be  expected  to  efficiently  allocate  resources?  given 
a  private  sector,  entrepreneurial  minded  medical  industrial  complex 
"selling"  to  such  "consumers,"  absent  some  legislated  process  to 
control  aggregate  expenditures  you  are  assured  to  have  runaway 
spending  .  .  .  precisely  what  we  have  in  America  today.  The  GAO 
report  effectively  underscores  this  point. 

The  causes  of  America's  health  cost  problem  are  widespread, 
but  a  major  contributing  factor  is  that  health  care  itself  is  big 
business  in  America.  The  essence  of  any  business  is  to  grow,  not 
shrink.  That  philosophy  is  embedded  in  our  country's  health  care 
system,  including  not  only  doctors  and  hospitals,  but  also 
pharmaceutical  companies  and  medical  equipment  manufacturers.  To 
this  end,  health  care  is  mass-marketed  in  America,  hi-tech  wonders 
are  the  subject  of  instant  media  attention  and,  not  surprisingly, 
consumers  respond.  Therefore,  when  the  subject  of  health  system 
reform  comes  up,  proponents  of  reform  are  told  about  Americans' 
strong  appetite  for  health  care,   that  Americans  would  not  put  up 
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with  a  reduction  in  health  care  services.  We  hear  this  argument, 
however,  from  the  sellers  of  health  care,  not  the  consumers. 

I,  personally,  do  not  believe  Americans  want  too  much  health 
care.  I  believe  our  health  system  wants  to  sell  too  much  health 
care  and  extract  too  high  a  price  for  it.  As  a  nation  we  pay  far 
more  than  is  needed  to  provide  care  for  all  citizens. 

The  misappropriation  of  our  nation's  resources  inherent  in  our 
level  of  health  expenditures  would  not  have  occurred  if  we  had  in 
place  the  type  of  strategy  discussed  in  the  GAO  report  to  control 
aggregate  expenditures.  Further,  the  GAO  report  makes  it  clear 
that  savings  need  not  come  at  the  expense  of  the  quality  of  health 
care  rendered  to  Americans. 

One  reason  Canada  has  queues  for  some  services  is  because  they 
have  not  made  any  significant  use  of  managed  care  techniques  in  use 
in  this  country.  This  leads  to  unnecessary  demands  on  the  system 
and,  given  limited  resources,  queuing,  with  "gatekeepers"  seeing 
to  it  that  patients  with  emergent  needs  get  care  at  once  and 
patients  with  elective  needs  wait  if  necessary. 

It  is  entirely  conceivable  that,  were  Canada  to  make  use  of 
the  best  managed  care  techniques,  they  would  have  no  queuing 
problem.  Indeed,  Chrysler  Corporation  has  been  contacted  by  a 
hospital    in   Canada   specializing   in   renal    lithotripsy   which  is 
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proposing  to  offer  state-of-the-art  care  to  our  American  workers 
at  significant  savings  to  us. 

In  Canada,  therefore,  a  conscious  decision  is  made  regarding 
how  much  money  citizens  are  willing  to  pay  for  health  care  (a 
decision  citizens  can  obviously  change  if  they  wish) .  At  times 
this  has  required  some  Canadians  to  wait  for  some  services.  With 
the  savings  produced  by  this  process,  however,  Canada  has  provided 
extensive  preventive  care  for  all  citizens  and  has  spent  far  less 
of  their  nation's  resources  than  their  American  counterparts. 

In  America,  by  contrast,  as  a  result  of  our  non-system  and  an 
excessive  investment  in  hospitals  and  an  excessive  diffusion  of  hi- 
tech  equipment,  we  often  provide  instant  gratification  for  those 
citizens  with  health  coverage  at  inflated  prices.  HCFA  then  pays 
additional  sums  to  researchers,  such  as  those  at  Rand,  who 
regularly  report  on  the  huge  waste  inherent  in  such  unnecessary 
surgeries     and     other     procedures.  Our     country     then,  not 

surprisingly,  finds  itself  with  little  if  any  funds  available  to 
immunize  infants  for  rubella,  leading  to  a  major  increase  in  this 
horrible  disease,  not  to  mention  failing  to  adequately  meet  the 
health  care  needs  of  tens  of  millions  of  other  citizens. 

This  is  the  best  health  care  system  in  the  world? 
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Impiicatign,  for  Private  lasmaass  Market 

As  is  clear  from  the  GAO  report,  adoption  of  a  health  policy 
similar  to  the  one  in  Canada,  but  employing  the  best  of  America's 
managed  care  techniques,  need  not  sound  a  death  knell  for  all 
private  insurance  companies.  Clearly,  however,  the  health 
insurance  industry  would  face  a  major  challenge.  The  GAO  report 
well  documents  the  fact  that  we  suffer  from  an  excessive  dose  of 
administrative  costs  which  are  a  byproduct  of  our  fragmented, 
uncoordinated  health  system.  This  administrative  cost  burden  has 
not  produced  the  savings  which  one  would  otherwise  expect  from  a 
pluralistic,  competitive  system.  I,  personally,  believe  insurance 
companies  will  only  have  a  role  in  the  future,  whether  we  adopt  a 
single  payer  strategy  or  an  integrated  public/private  strategy,  if 
they  bring  value  added  to  the  transaction.  Packaging  efficient 
networks  of  doctors  and  hospitals,  coming  to  agreement  with  them 
regarding  practice  standards,  and  selling  such  a  package  to  public 
or  public  and  private  plan  sponsors  can  be  quite  consistent  with 
a  national  strategy  of  enhancing  the  quality  and  reducing  the  cost 
of  health  care  in  America.  Serving  as  a  risk  pooler  and  money 
conduit  may  not  be,  unless  they  are  the  most  efficient  in  filling 
that  need. 

In  conclusion,  Americans  are  clearly  not  aware  of  the  growing 
costs  they  continue  to  bear  as  a  result  of  inaction  ...  as  a 
result  of  failing  to  step  up  to  the  need  to  reform  our  nation's 
health  care  system.     Barring  change,  we  believe  health  costs  will 
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grow  even  greater  than  projected  by  the  GAO,  easily  exceeding  $2 
trillion  by  the  year  2000  and  absorbing  over  20%  of  our  nation's 
GNP.  Health  costs  are  growing  far  faster  than  family  income,  than 
business  income,  than  local,  state  or  federal  government  income 
(i.e.,  tax  receipts).  The  result:  a  steady  reduction  in  citizens' 
standard  of  living  as  health  care  absorbs  more  and  more  of  our 
citizens'  and  our  nation's  resources  and  saps  the  strength  of  its 
businesses. 

For  example,  as  is  noted  in  Exhibit  2,  in  1991  alone  36%  of 
the  growth  in  our  economy  will  be  accounted  for  by  increased  health 
spending.  Indeed,  as  this  exhibit  further  notes,  given  the 
Administration's  assumptions  of  future  economic  growth  and  the 
Department  of  Commerce's  assumptions  for  health  spending,  by  1996 
spending  for  health  will  consume  17-19%  of  our  GNP  and,  more 
significantly,   30-40%  of  every  single  dollar  of  economic  growth. 

This  is  happening  without  a  vote  of  the  people  because  our 
nation  lacks  a  health  policy,  lacks  a  system  to  address  the 
problem.     This  is  the  result  of  inaction. 

The  sooner  our  society  rises  to  this  challenge,  the  sooner  it 
will  be  able  to  enjoy  the  fruits  of  redeploying  the  hundreds  of 
billions  of  dollars  excessively  squandered  on  our  nation's  health 
system  so  that  those  resources  can  be  used  to  benefit  and 
strengthen  all  citizens  and  our  economy  in  general. 
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HEALTH  SPENDING  PER  CAPITA 


1980  1989 

%  U.S.  %  U.S. 

$        Higher   $  Higher 


United  States     $1,089        -  $2,354 
Germany  $    704        55%         $1,232  91% 

Japan  $    522       109%         $1,035  127% 


Source:  Organization  for  Economic  Cooperation 
and  Development:    Facts  and  Trends 
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Mr.  Conyers.  Thank  you  very  much.  It's  refreshing  to  have  a 
corporate  testimony  that  looks  to  the  future  with  national  interest 
in  mind. 

I  would  like,  now,  to  call  on  the  executive  director  of  AARP, 
American  Association  of  Retired  Persons,  Horace  Deets.  who  has 
held  key  posts  in  the  organization,  has  worked  in  the  public  sector 
at  EEO  with  great  distinction,  and  has  been  involved  in  the  Wash- 
ington Hospital  Center  activity  for  a  number  of  years.  We  welcome 
you  to  our  panel. 

STATEMENT  OF  HORACE  DEETS,  EXECUTIVE  DIRECTOR, 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 

Mr.  Deets.  We  thank  you  very  much,  Mr.  Chairman,  Like  the 
others,  I  would  like  to  thank  you  for  your  leadership  in  commis- 
sioning this  study  and  convening  this  hearing  to  get  the  debate  on 
health  care  reform  into  the  public  forum. 

I  think  one  thing  that  can  be  said  as  we  hear  about  the  Cana- 
dian system  is  that  we  probably  have  the  finest  medical  care  in  the 
world  in  this  country,  if— if  you  can  afford  it.  And  I  think  that 
seems  to  be  the  rub  of  what  you're  presenting  through  the  study 
that  youVe  commissioned. 

We,  Chrysler  Corp.  and  AARP,  were  very  interested  in  the  Cana- 
dian versus  the  American  systems.  And  you  may  have  seen  the 
PBS  documentary  which  we  cosponsored  back,  I  guess,  about  6 
months  ago,  and  we  were  very  pleased  to  work  in  concert  with 
Wally  Maher  and  Chrysler  on  that. 

The  quality  of  our  health  care  system,  though,  I  think,  is  dimin- 
ished by  the  fact  that  not  everyone  has  access  to  it.  And  many  of 
the  statistics  that  Dr.  Tuckson  cited  earlier  are  examples  of  failure; 
even  though  we're  paying  more  than  anyone  else,  we  re  not  getting 
our  money's  worth.  We're  not  getting  value  for  dollar. 

The  phenomenal  increase  in  health  care  costs  seems  to  be  the 
most  substantial  barrier  to  access  for  people  of  all  ages,  and  they 
do  affect  us  all.  The  mothers,  who  were  so  eloquently  described  ear- 
lier, who  cry  themselves  to  sleep  over  the  death  of  a  child;  the 
worker  who  has  insurance  coverage  but  whose  family  doesn't  be- 
cause his  employer  can't  afford  dependent  coverage  anymore;  the 
small  business  owner  who  can't  afford  to  offer  health  insurance  to 
any  employees  because  the  cost  is  prohibitive;  or  the  couple  strug- 
gling to  raise  a  family  while  faced  with  the  extraordinary  burden 
of  the  cost  of  nursing  home  care  for  a  parent.  Just  as  deserving  as 
those  without  coverage  are  the  millions  who  are  underinsured  each 
day  or  at  risk  of  losing  coverage. 

Strange  as  it  may  seem,  50  percent  of  our  33  million  members 
are  under  the  age  of  65,  and  they're  often  in  that  gap  between  em- 
ployer coverage,  minimal  coverage,  or  no  coverage  and  getting  to 
Medicare.  So  it's  a  major  concern  that  we're  hearing  from  them  as 
well. 

We  know  that  Congress  has  not  been  idle  on  the  question  of 
health  care  cost  containment.  And  I  think  the  changes  in  1983  to 
provide  us  with  the  DRG's  and,  in  1989,  the  physician  payment  re- 
form have  had  an  impact.  But,  unfortunately,  these  have  been 
piecemeal  attempts  and  have  left  the  door  open  for  cost  shifting, 
and  I  think  this  has  been  manifested  in  many  places. 
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Looking  ahead,  we  don't  see  any  lessening  of  the  problem.  Be- 
tween 1991  and  1992,  the  administration's  budget  estimates  that 
total  Medicare  spending  will  increase  by  nearly  12  percent;  Medic- 
aid spending,  by  16  percent.  The  Congressional  Budget  Office  esti- 
mates that  tax  expenditures  for  employer  contributions  for  health 
care  will  increase  by  12  percent. 

Clearly,  piecemeal  solutions  are  not  the  answer,  and  we  believe 
that  the  Congress  and  the  President  must  establish  a  blueprint,  if 
you  will,  a  broad  architecture  to  get  us  where  we  need  to  be.  We 
recognize  that  costs  are  significant.  We  know  the  economy,  and  we 
know  you  don't  get  anywhere  overnight  if  it's  going  to  be  something 
worthwhile  and  enduring.  But  the  fact  of  the  matter  is,  if  you  don't 
have  a  blueprint,  if  you  don't  know  where  you're  going,  the  piece- 
meal efforts  are  going  to  mean  nothing,  and  we're  not  going  to  have 
a  product  to  show  anytime  in  the  near  future. 

Incremental  steps  are  acceptable  if  they're  building  toward  a 
plan.  And  I  think  that  any  plan  has  to  have  in  it:  Controlling  costs, 
assuring  access  to  services,  guaranteeing  a  high  quality  of  care, 
and  financing  acute  and  long-term  care  services.  A  critical  step  to- 
ward establishing  a  blueprint  and  ultimately  enacting  the  legisla- 
tion necessary  is  evaluating  alternative  proposals  that  are  coming 
forth. 

We  wish  to  commend  the  General  Accounting  Office  and  Comp- 
troller Bowsher  for  advancing  the  debate  through  the  release, 
today,  of  their  study.  We  think  there  are  things  that  can  be  learned 
from  our  neighbors  north  of  the  border.  We  think  there  are  things 
that  can  be  learned  from  other  countries  around  the  world,  as  well. 

In  particular,  we  look  to  the  fact  that  savings  have  been  achieved 
by  a  country  by  curbing,  if  not  completely  eliminating,  cost  shifting 
and  by  significantly  reducing  administrative  costs.  On  this  latter 
point,  we  think  that  current  Medicare  program  offers  an  example 
of  potential  savings  in  the  administration  and  marketing  costs  and 
profits  that  can  be  achieved. 

Medicare,  according  to  the  Ways  and  Means  Committee,  returns 
98  cents  in  benefits  for  every  dollar  in  premium  in  taxes.  This  is 
a  standard  that  even  the  most  efficient  insurer  cannot  reach.  We 
are  pleased  that  the  GAO  is  planning  to  expand  its  studies  to  re- 
view other  nations. 

In  addition,  we  believe  that  the  broad  public  consensus  about  the 
need  for  health  care  reform  requires  a  lot  of  education  and  informa- 
tion. We  know  that  high  percentages  of  people  want  national 
health  coverage,  but  we  know  that  the  percentage  who  want  that 
goes  down  almost  in  direct  proportion  to  the  cost  increase. 

And  I  think  we  have  to  get  in  touch  with  the  feelings  of  the 
American  people.  What  are  the  elements  of  health  care  most  impor- 
tant to  them?  Are  we  willing  to  make  the  tradeoffs  that  will  be  nec- 
essary to  ensure  access  for  all  Americans?  And  are  we  willing  to 
pay  for  the  benefits? 

Resolution  of  this  last  question  is  critical  to  ultimately  reforming 
our  system.  We  believe  that  any  financing  should  be  broad  based 
and  equitable.  We  have  seen  that  social  insurance  programs  like 
Social  Security  and  Medicare  enjoy  considerable  support  because 
everyone  pays  in,  but  everybody  stands  to  get  something  out  of  it. 
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As  we  look  at  the  cost  of  doing  something,  we  should  also  look 
at  the  cost  of  not  doing  anything.  And  I  would  leave  this  word  of 
advice:  Those  who  say  that  nothing  can  be  done  should  get  out  of 
the  way  of  those  who  are  already  doing  it." 

Thank  you  very  much  for  giving  me  this  opportunity,  Mr.  Chair- 
man. 

[The  prepared  statement  of  Mr.  Deets  follows:] 
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Good  morning.     My  name  is  Horace  Deets.       I  am  the  Executive 
Director  of  the  American  Association  of  Retired  Persons   (AARP) . 
Thank  you  for  this  opportunity  to  discuss  one  of  the  foremost 
challenges  facing  our  nation  today — making  affordable  health  and 
long-term  care  available  to  all  Americans,  regardless  of  age  or 
income.     AARP  is  committed  to  reforming  our  health  care  system  so 
that  we  can  reach  this  goal. 

As  a  nation,  we  can  be  proud  of  our  achievements  in  health  care, 
but  we  cannot  continue  to  allow  these  achievements  to  be 
diminished  by  our  failure  to  assure  all  Americans  access  to  basic 
medical  and  long-term  care.     The  key  to  access  for  those  without 
coverage,  as  well  as  the  millions  of  us  who  are  at  risk  of  losing 
coverage,   is  to  bring  health  care  costs  under  control.     To  do 
this  we  need  comprehensive  reform.     Otherwise,  we  will  likely  see 
millions  more  Americans  joining  the  ranks  of  the  uninsured  and 
underinsured  and  the  burden  on  all  of  us  as  taxpayers  continue  to 
grow  unabated. 

Undoubtedly,  the  phenomenal  increase  in  health  care  costs  is  the 
most  substantial  barrier  to  access  that  extends  across  all  age 
groups  and  income  brackets.     Those  with  and  without  insurance  are 
at  risk:     the  worker  whose  children  are  uninsured  because 
dependent  coverage  was  eliminated  from  the  company's  plan;  the 
young  adult  who  cannot  buy  health  insurance  due  to  a  potentially 
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costly  health  condition;  the  couple  struggling  to  raise  a  family 
while  faced  with  the  extraordinary  expense  of  long-term  care  for 
their  parents;  and  the  small  business  that  cannot  afford  health 
care  coverage  for  its  employees  and  their  dependents.     There  are 
countless  examples  of  people  whose  lives  and  dreams  have  been 
shattered  by  lack  of  access  to  health  insurance.     Each  of  us  is 
just  as  vulnerable. 

So  far,  our  approach  to  the  health  care  problem  has  been  largely 
characterized  by  piecemeal  or  "band-aid"  efforts  at  reform. 
Although  Congress  has  made  significant  efforts  to  reduce  costs  in 
our  health  care  system,  costs  continue  to  rise  at  or  near  double 
digit  rates.     As  we  attempted  to  control  costs  in  one  area,  we 
have  merely  shifted  the  burden  to  another.     We  also  continue  to 
add  levels  of  complexity  to  an  already  fragmented  system 
resulting  in  cost  shifting  and  increasing  administrative  costs. 

Efforts  to  control  provider  costs  have  increased  the  lack  of 
uniformity  in  reimbursement  practices  between  public  and  private 
sector  programs  and  further  contributed  to  the  problem.  Clearly, 
much  can  be  done  in  these  areas  to  make  our  health  care  system 
more  efficient,  both  in  the  delivery  of  services  and  reducing 
unnecessary  administrative  costs. 

The  problems  caused  by  piecemeal  solutions  are  also  quite  evident 
in  long-term  care  coverage.     We  are  all  at  risk  of  needing  long- 
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term  care  yet  Medicare  covers  less  then  3  percent  of  nursing  home 
costs.     Medicaid--the  only  public  program  providing  major  support 
for  long-term  care  coverage — -entails  a  process  which  leaves 
Americans  in  jeopardy  of  losing  their  life  savings.     In  addition, 
the  demands  on  Medicaid  have  made  it  increasingly  difficult  for 
that  program  to  carry  out  its  mandate  of  providing  basic  health 
and  long-term  care  services  to  the  nation's  poor.       On  the 
private  side,   long-term  care  insurance  has  not  been  able  to 
adequately  pool  the  long-term  care  risk  to  make  insurance 
affordable  to  a  majority  of  Americans. 

However  well  intended,  piecemeal  approaches  to  the  problems  of 
cost  and  access  are  no  longer  adequate.     We  need  a  comprehensive 
health  care  reform  plan  that  assures  access,  adequately 
reimburses  health  care  providers  and  is  able  to  achieve  real  cost 
control.     Meaningful  incremental  improvements  can  be  important 
steps  towards  this  goal,  so  long  as  the  ultimate  objective 
remains  comprehensive  reform. 

My  testimony  examines  three  issues  AARP  believes  must  be 
addressed  to  successfully  reform  our  health  care  system  in  a 
comprehensive  manner:     (1)  escalating  costs;   (2)  declining  access 
to  health  care;  and,    (3)  ensuring  a  high  quality  of  care.     I  will 
also  discuss  possible  incremental  approaches  to  comprehensive 
reform. 


3 


140 


Escalating  Health  Care  Costs 

The  escalating  cost  of. health  care  in  America  is  the  most 
significant  problem  of  our  current  health  care  delivery  system. 
The  uninsured  and  under insured,  employers,  the  insurance 
industry,  as  well  as  government  health  care  programs  are  all 
adversely  affected  by  the  uninhibited  growth. 

The  statistics  are  staggering  despite  years  of  public  and  private 
efforts  to  control  costs.     Expenditures  for  health  care  in  the 
United  States  totaled  approximately  $675  billion  in  1990,  an 
increase  of  11.7  percent  from  1989.     During  the  past  decade, 
medical  price  inflation  has  averaged  8.3  percent  annual  growth, 
compared  to  an  average  of  5.6  percent  annual  growth  in  general 
inflation.     Moreover,  the  rate  of  increase  in  national  health 
expenditures  has  grown  each  year  since  1986,  when  the  increase 
was  7.7  percent.     These  sharp  increases  have  limited  access  to 
health  care  and  imposed  a  heavy  burden  on  the  government, 
industry  and  individuals. 

For  instance,  consider  the  steady  increase  in  what  the  federal 
government  spends  on  health  care.     Between  FY91  and  FY92  alone, 
as  estimated  in  the  Administration's  FY92  budget,  total  Medicare 
spending  will  increase  nearly  12  percent,  with  Part  A  (Hospital 
Insurance)   increasing  over  10  percent  and  Part  B  (Physician 
Services)   increasing  over  13  percent.     Medicaid  spending  is 
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estimated  to  increase  over  16  percent  and  the  spending  for 
federal • employees'  health  benefits  is  estimated  to  increase  over 
12  percent.     In  addition,   according  to  the  Congressional  Budget 
Office,   tax  expenditures  for  employer  contributions  for  health 
care  benefits  will  increase  by  over  12  percent  between  FY91  and 
FY92  and  will  cost  taxpayers  an  estimated  $210  billion. 

Employers  are  also  feeling  the  effects  of  escalating  health  care 
costs.     Between  1970  and  1988,  employer-provided  health  care 
costs  more  than  doubled  as  a  percentage  of  total  compensation. 
These  increasing  health  care  costs  affect  the  competitiveness  of 
U.S.  business.     The  high  costs  of  health  care  benefits  are  adding 
to  the  overall  costs  of  consumer  goods.     In  addition,  collective 
bargaining  agreements  increasingly  turn  on  the  issue  of  health 
care  benefits  and  are  now  a  major  cause  of  labor  strikes. 

Expenditures  for  specific  services  have  increased  as  well. 
Nursing  homes,  which  now  average  about  $30,000  annually, 
increased  140  percent  from  1980  through  1989.     An  estimated  81 
percent  of  annual  out-of-pocket  expenses  over  $2,000  incurred  by 
elderly  persons  is  spent  on  long-term  care.     It  is  not  surprising 
that  Americans'  greatest  concern  in  the  long-term  care  area  is 
losing  one's  life  savings  due  to  an  extended  nursing  home  stay. 

After  nursing  home  costs,  the  cost  of  prescription  drugs  is  the 
second  largest  out-of-pocket  expense  for  older  Americans. 
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Between  1980  and  1989,  prescription  drug  prices  rose  by  128 
percent  compared  with  an  increase  in  the  overall  Consumer  Price 
Index  (CPI)   of  about  50  percent.     In  1989  alone,  when  the  overall 
rate  of  inflation  was  4.8  percent,  average  prescription  drug 
prices  rose  by  8.7  percent.     As  drug  prices  continue  to  climb, 
access  to  affordable  drug  therapies  shrinks.     The  undesirable 
result  will  be  higher  health  care  costs  from  unnecessary 
hospitalization  and  other  expenses.     Unfortunately,  recent 
efforts  by  Congress  to  begin  to  address  the  problems  of  drug 
prices  have  been  thwarted  by  the  pharmaceutical  industry. 

In  addition  to  these  direct  costs  of  health  care  there  are 
significant  indirect  costs  that  exact  a  heavy  price.     Take,  for 
instance,  a  mother  who  has  sacrificed  a  career  to  tend  to  her 
child  who  needs  long-term  care  due  to  a  disability  or  illness. 
Health  care  statistics  typically  do  not  account  for  the  years  of 
forgone  income  and  benefits  that  this  mother,  and  millions  of 
others  like  her,  will  experience.     These  costs  are  not  accounted 
for  on  a  business  ledger  nor  are  they  "scored"  by  CBO  and  0MB, 
but  they  are  very  much  a  part  of  the  current  cost  to  both  our 
economy  and  the  federal  budget  and  should  be  included  in  any 
meaningful  discussion  of  health  care  reform. 

AARP  believes  that  comprehensive  health  care  reform  should  not 
only  provide  access  to  basic  health  and  long-term  care  services, 
but  also  achieve  cost  containment.     Uniform  methods  of  provider 
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reimbursement  could  be  established  to  promote  cost  containment, 
encourage  efficient  service  delivery,   and  compensate  providers 
fairly.     By  its  very  nature,   comprehensive  health  care  reform 
will  make  cost  containment  more  achievable,   just  as  the 
fragmentation  and  complexity  of  our  current  system  guarantees  its 
failure. 

Clearly,   a  single  payer  health  care  system  could  virtually 
eliminate  cost  shifting  problems  and  provide  significant 
opportunities  for  administrative  cost  savings.     Such  an  overhaul 
of  our  current  system,  however,  would  not  come  without  a  price, 
in  terms  of  the  need  to  increase  taxes  (with  some  offsetting 
private  sector  savings)   and  job  dislocation  in  certain  areas. 

Expanding  public  sector  coverage  will,   by  itself,  result  in 
savings  in  insurance  overhead  costs   (the  difference  between 
premiums  collected  and  benefits  paid  by  insurers) .     This  can  be 
illustrated  by  comparing  loss-ratio  data  for  Medicare  and  private 
Medigap  supplemental  insurance  policies.     The  Medicare  program 
returns  about  98  cents  in  benefits  for  every  dollar  it  takes  in. 
Medigap  policies,  however,  return  approximately  7  0  cents  on  the 
dollar — due  largely  to  marketing  costs,  agent  commissions  and 
company  profits  that  Medicare  does  not  have  to  pay. 
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Incremental  Cost  Containment  Steps 

AARP  recognizes  that  incremental  steps  may  be  necessary  to  move 
toward  a  comprehensive  health  care  system.     In  this  regard,  AARP 
strongly  supports  recent  steps  to  control  the  costs  of  the 
Medicare  Part  B  program.     For  years,  Medicare  Part  B  has  been 
among  the  fastest  growing  federal  programs.     In  addition  to  the 
effect  on  the  federal  treasury,  skyrocketing  costs  have  also 
dramatically  increased  out-of-pocket  costs  paid  by  beneficiaries. 
In  1989  alone,  physician  charges  that  exceeded  Medicare's 
approved  rate  resulted  in  over  $2  billion  in  additional  direct 
costs — over  and  above  deductibles  and  coinsurance — to 
beneficiaries. 

The  Physician  Payment  Reform  package  enacted  by  Congress  contains 
two  key  provisions  intended  to  bring  these  costs  under  control: 
(1)   a  volume  performance  standard  to  control  the  rate  of  increase 
in  physician  spending;  and  (2)   a  strong  framework  of  beneficiary 
protection,   including  a  limit  on  physician  balance  billing. 
These  two  improvements  can  make  a  significant  difference  in  the 
costs  associated  with  Medicare  Part  B  and  should  be  implemented 
according  to  the  timeline  established  in  the  1989  legislation. 
This  is  particularly  true  of  the  balance  billing  protection. 

As  increasing  health  care  costs — for  everything  from  prescription 
drugs  to  long-term  care — place  a  greater  out-of-pocket  burden  on 
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individuals  by  further  reducing  fixed  incomes,  protection  from 
the  additional  costs  of  high  physician  charges  is  even  more 
important.     Balance  billing  limits  prevent  the  shifting  of 
unreasonable  costs  onto  beneficiaries.     Without  this  protection 
there  is  little  control  over  the  high  costs  of  physician 
services.     Balance  billing  is  key  to  making  the  Medicare  Part  B 
payment  system  more  equitable  for  beneficiaries,  and  further 
erosion  of  this  protection  is  unacceptable. 

Long-term  care  costs  could  be  better  contained  if  states  were 
required  to  adopt  care  management  systems  to  target  services  and 
control  utilization.     In  addition,   including  respite  and  adult 
day  care  in  the  menu  of  services  available  could  reduce 
institutionalization  and  permit  caregivers  to  continue  to  pursue 
productive  career. 

AARP  also  encourages  incremental  steps  that  will  control  costs 
and  improve  access  to  prescription  drugs,  especially  among  older 
Americans.     An  expansion  of  the  Medicare  program  to  cover 
outpatient  prescription  drugs  could  help  reduce  unnecessary 
hospitalization  and  other  health  care  expenses  caused  by  the 
increasing  unaf f ordability  of  drugs.     Cost  containment  methods 
should  be  part  of  comprehensive  reform,   including  provisions 
permitting  negotiations  on  prices  charged  by  drug  manufacturers. 
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Declining  Access  to  Health  Care 

Escalating  health  care  costs  are  linked  to  the  decline  in  access 
to  health  care  coverage  in  America.     Approximately  34  million 
Americans  under  the  age  of  65  have  no  health  insurance  and 
millions  more  have  inadequate  insurance  protection,  including 
workers.     Even  though  two-thirds  of  employees  receive  health 
insurance  from  their  employers,  working  people  represent  more 
than  half  of  uninsured  adults.     Even  when  workers  are  insured, 
their  dependents  may  not  be.     Indeed,  the  largest  decrease  in 
health  insurance  coverage  between  1979  and  1986  occurred  in 
coverage  obtained  through  another  family  member's  employment. 

Employees  of  small  firms  and  their  dependents  are  especially 
vulnerable.     About  one-half  of  the  working  uninsured  are  in  firms 
with  fewer  than  25  employees.     Primarily  because  of  their  to 
inability  to  spread  the  risk  of  serious  illness  over  a  large 
workforce,  health  insurance  for  workers  in  small  businesses  is 
significantly  more  expensive  than  it  is  for  larger  employers. 

The  lack  of  comprehensive  federal  programs  also  contributes  to 
the  access  problem.     The  Medicare  program,  for  instance,  has 
restrictive  eligibility  requirements  and  significant  gaps  in 
coverage.     The  required  copayments  are  more  than  some  elderly  can 
afford.     Lack  of  access  to  home  and  community-based  services 
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creates  incentives  to  place  individuals  in  nursing  homes  when 
other  alternatives  would  be  preferable. 

The  Medicaid  program,  which  was  intended  to  serve  as  the  "safety 
net"  for  our  nation's  low  income  population,   is  also  severely 
limited.     In  addition  to  constant  budgetary  constraints, 
particularly  at  the  state  level,  a  means-tested  program  like 
Medicaid  does  not  receive  the  broad  public  and  political  support 
granted  to  social  insurance  programs  like  Social  Security  and 
Medicare.     Such  welfare-based  programs  typically  place 
unreasonably  restrictive  income  and  asset  eligibility 
requirements  on  groups,  have  complex  administrative  procedures 
and  have  a  negative  stigma  that  prevents  people  from  obtaining 
coverage.     For  example,   it  is  estimated  that  in  1988  only  51.4 
percent  of  the  approximately  3  3  million  Americans  below  the 
federal  poverty  line  were  enrolled  in  Medicaid. 

Other  problems  with  the  Medicaid  program  include:  (1)  exclusion 
of  millions  of  individuals  from  coverage,  regardless  of  income; 

(2)  variations  in  benefits  according  to  place  of  residence  due  to 
the  tremendous  differences  among  state  programs;  and 

(3)  inadequate  reimbursement  to  health  care  providers,  resulting 
in  reduced  program  participation  and  cost  shifting  onto  private- 
pay  patients. 
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AARP  believes  that  individuals  of  all  ages  have  a  right  to 
receive  quality  health  care  services  when  they  need  them,  and 
that  the  public,  through  the  federal  and  state  governments,  has 
the  ultimate  responsibility  to  develop  a  system  that  ensures 
reasonable  and  equitable  access  to  needed  services.  All 
individuals  should  be  assured  of  a  standard  benefit  package 
through  either  a  public  or  private  health  care  plan. 

Incremental  3tep_s  to  Achieve  Greater  Access  to  Health  Care 

Although  comprehensive  reform  is  essential  for  ensuring  access  to 
health  care  services  for  all  Americans,   incremental  steps  can  and 
should  be  taken  to  move  us  closer  to  that  goal.     Reforming  the 
private  health  insurance  market,  especially  for  small  employers, 
is  a  critical  step  in  the  right  direction. 

Reforms  for  the  private  health  insurance  market  for  small 
employers  should  focus  on  making  insurance  more  available. 
Coverage  should  not  be  denied  when  one  of  a  company's  employees 
is  considered  to  be  "high  risk"  in  terms  of  his  or  her  potential 
for  incurring  substantial  medical  costs.     Further,  once  insured, 
termination  of  coverage  should  not  be  allowed  due  to  the 
deterioration  of  the  health  of  a  member  or  members  of  the  group. 
Insurers  should  also  be  required  to  set  rates  on  the  same  terms 
for  all  groups  in  a  particular  area  by  eliminating  discriminatory 
and  selective  premium  increases  and  limiting  insurers'  ability  to 
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screen  out  relatively  unhealthy  or  high  risk  groups  or 
individuals.     Such  reforms  could  significantly  improve  access  to 
health  insurance  coverage  for  smaller  employers. 

Federal  standards  for  private  long-term  care  insurance  will  also 
help  consumers.     Recent  reports  from  the  General  Accounting 
Office  as  well  as  the  Office  of  the  Inspector  General  found  that 
many  states  are  doing  a  poor  job  of  protecting  consumers  and 
regulating  such  policies.     Just  as  the  Congress  enacted  Medicare 
Supplemental  Insurance  improvements  last  year,  we  believe  the 
time  has  come  for  similar  federal  action  in  the  long-term  care 
insurance  area. 

Another  incremental  step  towards  comprehensive  reform  is  assuring 
health  care  access  to  some  of  the  more  vulnerable  populations. 
Individuals  between  the  ages  of  55  and  65 — the  near-elderly — are 
not  yet  eligible  for  Medicare  and  are  significantly  less  likely 
than  those  under  55  to  have  employer-provided  health  care 
coverage.     This  is  due  to  the  fact  that  only  about  half  of  the 
near-elderly  are  in  the  workforce. 

For  those  outside  the  employment  system,  there  are  a  number  of 
factors  that  lead  to  their  loss  of  health  care  coverage.  Early 
retirement,  for  health  or  ether  reasons,  may  result  in  a  gap  in 
health  insurance  until  the  individual  becomes  eligible  for 
Medicare.     Lay-offs  or  terminations  also  create  gaps.     A  younger 
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spouse  who  has  relied  on  insurance  coverage  through  his  or  her 
older  spouse's  employment  may  lose  coverage  as  the  older  spouse 
leaves  the  workforce  or  loses  employer  coverage  upon  becoming 
eligible  for  Medicare.     Expanding  Medicare  eligibility  to  include 
the  near-elderly  and  other  vulnerable  populations  is  a  feasible 
solution. 

AARP  also  supports  the  following  incremental  steps  to  improve  the 
Medicaid  program:    (1)  at  a  minimum,  enabling  everyone  whose 
income  is  at  or  below  the  federal  poverty  line  to  be  eligible  for 
Medicaid;   (2)  requiring  states  to  have  medically  needy  programs 
for  people  of  all  ages;   (3)  adjusting  Medicaid  reimbursement  to 
help  ensure  adequate  access  to  services;  and  (4)   improving  and 
updating  Medicaid  data  collection. 

Ensuring  a  High  Quality  of  Health  Care 

AARP  believes  that  comprehensive  health  care  reform  can  and 
should  be  accomplished  without  compromising  quality.     In  fact, 
one  of  the  goals  of  health  care  reform  should  be  to  improve  the 
value  of  our  health  care  dollar.     Over  the  past  decade,  policies 
aimed  at  controlling  costs  have  contributed  to  the  under  and 
overuse  of  health  care  services,  increasing  our  concern  about 
assuring  high  quality  health  care.     The  legacy  of  nursing  home 
quality  reform,  where  scarce  resources  contributed  to  a 
diminution  in  care  and  spurred  Congress  to  enact  stringent  new 
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requirements  and  payment  assurances,  continues  to  illustrate  the 
link  between  cost  and  quality. 

Countless  individuals  are  forced  to  forgo  treatment  because  of 
financial  barriers  to  access.     Research  also  shows  that  many 
individuals  receive  unnecessary,  excessive  or  inappropriate 
services — increasing  costs  and  even  posing  risks  to  their  health. 

Comprehensive  health  care  reform  will  require  a  major  commitment 
to  achieving  and  maintaining  quality  in  medicine,  as  measured  by 
statistical  norms,   clinical  outcomes,   appropriateness,  and 
effectiveness  of  care.     Clearly,  there  is  a  need  for  greater 
research  and  information  in  these  areas. 

AAR?  supports  actions  that  target  and  investigate  substantial 
variations  in  medical  practice,   including:     1)  monitoring 
geographic  medical  practice  variations;   2)    supplying  all  medical 
providers  with  information  about  practice  variations; 
3)  broadening  the  study  of  the  effectiveness  and  appropriateness 
of  common  medical  treatments;  and  4)   reducing  inappropriate  and 
unnecessary  use  of  hospitals.     In  addition,  quality  assurance 
programs,   such  as  peer  review  and  professional  licensure,  should 
be  strengthened  and  coordinated. 
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Achieving  Health  Care  Reform 

AARP  believes  that  comprehensive  reform  of  our  health  care  system 
must  become  a  national  priority  if  we  are  to  achieve  the  goal  of 
assuring  access  to  quality  care  for  all  our  citizens  and  to  gain 
control  of  escalating  health  care  costs. 

We  recognize  that  broad  public  consensus  about  the  problem  and 
the  need  to  share  the  risk  of  health  care  costs  will  be  key  to 
Congressional  action.  To  help  increase  public  awareness  about 
the  need  for  health  care  reform  and  to  guide  AARP  in  its 
participation  in  the  public  debate,  the  Association  has  adopted 
health  care  reform  principles — addressing  both  acute  and  long- 
term  care. 

The  principles  (included  at  the  end  of  our  written  testimony) 
encompass  what  we  believe  are  the  four  broad  elements  of  health 
care  reform: 

o  Controlling  health  care  costs 

o  Assuring  access  to  health  care  services  and  coverage 
o  Guaranteeing  a  high  quality  of  health  care 
o  Financing  health  care  reform 

AARP  believes  that  to  achieve  meaningful  health  care  reform,  the 
Congress  and  the  Administration  must  establish  a  blueprint — the 
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broad  architecture — of  a  reformed  system  that  reflects  these 
principles. 

Another  step  towards  helping  to  achieve  public  consensus  on 
health  care  reform  is  a  careful  examination  of  alternative  health 
care  systems.     To  this  end,  we  commend  the  General  Accounting 
Office,  and  in  particular  Comptroller  General  Bowsher,  for 
undertaking  the  study  of  the  Canadian  health  care  system.  The 
involvement  of  the  GAO  adds  an  important  and  credible  voice  to 
this  debate. 

The  GAO  report  shows  that  there  are  valuable  lessons  to  be 
learned  from  both  the  successes  and  shortcomings  of  this  system. 
For  instance,  the  report  shows  that  the  administrative  efficiency 
in  the  single  payor  Canadian  system  achieves  savings  by  reducing 
administrative  costs.     The  lesson  here  parallels  the  lesson  from 
our  own  Medicare  program.     On  the  other  hand,  the  report  raises  a 
variety  of  important  questions,  including  how  a  single  payor 
system  balances  the  savings  it  achieves  through  administrative 
efficiency  with  steadily  increasing  costs  for  physician 
expenditures  and  a  rising  level  in  the  volume  of  services. 

Clearly,  the  GAO  report  provides  information  which  will  be 
critical  in  the  overall  health  care  reform  debate — particularly 
in  helping  to  determine  health  care  priorities.     From  this 
standpoint,  we  would  encourage  GAO  to  broaden  its  scope  by 
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looking  at  other  health  care  systems.     We  also  urge  GAO  to 
investigate  further  some  of  the  causes  of  the  inefficiencies  in 
our  own  system,  particularly  the  uninhibited  price  increases  in 
prescription  drugs,  the  magnitude  of  fraudulent  practices 
involving  durable  medical  equipment  and  the  extent  to  which 
nursing  home  providers  shift  costs  onto  private  pay  residents. 

Finally,  AARP  believes  that  to  achieve  broad  public  consensus 
about  the  need  for  health  care  reform,  increased  public  education 
is  essential.     AARP  is  making  this  a  priority  in  our  activities, 
and  we  are  continuing  to  educate  our  members  about  the  nature  of 
the  problem  and  the  costs  involved.     However,  we  cannot  do  it 
alone.     It  is  incumbent  upon  the  Administration  and  a  bi-partisan 
Congress,  as  well  as  AARP  and  other  groups,  to  lay  the  groundwork 
that  will  focus  public  attention  on  the  tough  choices  that  must 
be  part  of  the  solution,  such  as: 

o       What  elements  of  the  health  care  system  are  most  important 
to  Americans? 

o       Are  we  willing  to  pay  the  costs  of  these  benefits,  not  only 
in  the  aggregate,  but  as  individual  taxpayers? 

o        Are  we  willing  to  adjust  our  patterns  of  use  and  coverage 
and  make  the  trade-offs  that  will  be  necessary  to  ensure 
affordable  access  for  all  Americans? 
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These  questions — which  ultimately  focus  on  our  willingness  to  pay 
for  a  reformed  health  care  system — will  be  at  the  center  of  the 
debate.     AARP  believes  that  any  financing  of  health  care  reform 
should  be  broad-based  and  equitable.     Social  insurance  programs, 
like  Social  Security  and  Medicare,   enjoy  considerable  public 
support.     Comprehensive  health  care  reform  will  only  achieve 
broad  support  if  it  is  primarily  financed  through  a  social 
insurance  structure. 

We  have  an  obligation  to  raise  these  questions  with  the  American 
people.  Comprehensive  reform  of  our  health  care  system  will  only 
be  possible  when  Americans  understand  the  need  for  protection  and 
recognize  the  inherent  dangers  involved  in  continuing  a  piecemeal 
approach  to  a  comprehensive  problem.  We  are  confident  that,  with 
your  help,  we  can  answer  these  questions  and  form  a  clear  and 
strong  message  to  our  elected  officials. 

We  have  no  illusions  about  a  quick  solution,  but  clearly,  the 
1992  elections  offer  an  important  opportunity  to  help  solidify 
America's  commitment  to  reforming  our  health  care  system.  AARP 
and  thousands  of  our  volunteer  leaders  stand  ready  to  help  make 
these  elections  the  focal  point  in  the  national  debate  over 
health  care  reform. 
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Mr.  Chairman,   I  appreciate  the  opportunity  to  testify  before  you 
today.     AARP  stands  ready  to  work  with  you  and  your  colleagues  in 
achieving  the  goal  of  comprehensive  and  affordable  health  care 
for  all  Americans. 

GG2-CON-5/31 
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Mr.  Conyers.  Well,  thank  you. 

We  are  now  caught  between  a  vote  on  the  Civil  Rights  Act,  and 
although  I  had  agreed  to  forego  my  questions,  I  just  have  to  roll 
into  one  question  for  your  consideration.  I  need  your  opinion  on  vol- 
untary cost  containment;  could  it  be  affected?  And  the  part  B  is: 
Do  you  think  that  employer  mandated  reforms  will  cost  society  sig- 
nificant amounts  of  money  to  implement,  and  is  this,  in  effect,  an 
off-budget  solution  to  health  care  reform  proposals? 

Would  anyone  like  to  take  a  crack  at  any  part  of  that? 

Gerald. 

Mr.  McEntee.  I'd  like  to  take  a  crack  at  it.  I  don't  think  the  vol- 
untary cost  controls  are  going  to  work.  We  tried  them  before,  dur- 
ing the  Carter  administration;  they  didn't  work.  We  think  it's  abso- 
lutely critical  to  have  mandatory  cost  controls.  As  to  the  reform  in 
terms  of  the  employer-mandated  programs,  first  of  all,  as  the  gen- 
tleman said,  I  don't  think  we  can  handle  this  problem  in  a  piece- 
meal fashion.  And  if  you  have  the  employer-mandated  reforms,  you 
don't  get  the  cost  savings  that  you  would  get  out  of  a  single-payer 
system.  And  I  don't  think  you  would  get  a  better  system,  and  I 
think  you  do  pay  more  for  it. 

Mr.  Conyers.  Yes,  Mr.  Maher. 

Mr.  Maher.  Yes,  Mr.  Chairman,  I  have  to  concur,  voluntary  cost 
controls  will  not  work,  particularly  if  they're  part  of  a  bill  that's  de- 
signed to  produce  universal  access.  Therefore,  I'm  not  going  to  say 
that  if  some  individual  payer  decides  to  say,  "Well,  I  m  going  to 
hire  myself  my  own  doctor.  I'm  going  to  go  to  that  doctor."  Can  that 
person  save  money?  Absolutely. 

But  if  this  is  a  part  of  a  universal  access  strategy,  trying  to  say 
that  voluntary  cost  controls  will  work,  as  Mr.  McEntee  said,  the 
'Voluntary  effort,"  which  was  the  cry  in  the  late  1970's — failed.  But 
not  only  that,  as  I've  mentioned,  there  is  not  a  single  nation  in  the 
world  that  has  attempted  to  provide  access  to  care  for  all  citizens 
that  has  not  deployed  some  process  to  control  cost  because  of  the 
subject  matter  that  we're  talking  about — life,  death,  pain,  suffer- 
ing— you  can't  turn  that  over  to  a  process  designed  to  give  care  and 
not  try  to  manage  the  expenditures. 

The  second  part  of  the  question  about  the  cost  of  an  employer- 
mandated  system — obviously,  other  systems  in  the  world  have 
shown  that  you  can  look  to  the  employer  community  as  a  source 
of  financing,  and  they  do  in  Germany,  they  do  in  Japan.  But  they 
do  that  witnin  a  structure  that  has,  in  place,  control  of  costs;  that 
has,  in  place,  a  structure  to  assure  uniform  fee  schedules,  to  assure 
that  the  problems  of  mature  industries,  as  Mr.  Bowsher  pointed 
out,  are  addressed. 

And  with  that  in  mind,  now  you  can  go  to  the  employer  commu- 
nity and  say,  "Yes,  here,  we  want  you  to  pony  up."  But  the  em- 
ployer community  knows  that  that's  being  done  in  the  context  of 
a  system  designed  to  rationally  expend  resources. 

Mr.  Conyers.  Very  good. 

Frank  Horton. 

Mr.  HORTON.  I  don't  have  any  further  questions,  Mr.  Chairman. 

Mr.  Conyers.  Chris  Shays. 

Mr.  Shays.  I'll  pass. 

Mr.  Conyers.  Collin  Peterson. 
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Mr.  Peterson.  Ill  pass. 

Mr.  Conyers.  Well,  gentlemen,  this  is,  obviously,  only  a  begin- 
ning. 

Mr.  McEntee.  Mr.  Chairman,  if  I  could  just  make  one  other  re- 
mark, one  other  statement,  very  short.  I  understand  your  problems 
with  time,  but  we're  looking  for  some  volunteers  to  help  us  on  this. 

Today's  hearing  is  especially  timely  because  this  week,  at  tens  of 
thousands  of  worksites  across  America,  the  American  Labor  Move- 
ment will  be  there,  and  we're  asking  workers  to  sign  a  ballot  for 
a  national  reform  of  the  health  care  system.  And  we're  calling  it 
"Health  Care  Action  Week,"  and  it  will  take  place  in  50  States.  And 
it  will  be  lobbying  for  a  national  health  care  bill. 

The  place  tnat  we're  looking  for  volunteers,  if  anybody  wishes  to 
help  us  with  this,  is  that  in  over  100  locations,  on  Thursday,  June 
6,  our  organization,  which  is  called  "Jobs  for  Justice,"  is  targeting 
the  private  insurance  industry,  and  we  plan,  literally,  to  tie  up  the 
insurance  buildings  with  red  tape  the  way  they  have  tied  up  the 
health  care  system  for  decades. 

And  if  anybody  wishes  to  volunteer  on  that  assignment,  we  have 
insurance  companies  in  your  particular  congressional  districts  that 
you  could  possibly  help  us  with. 

Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  Good  piece  of  advertising,  Gerry. 

Mr.  McEntee.  Thank  you,  I  hope  the  TV  was  on  during  that. 

Mr.  Conyers.  Gentlemen,  we  thank  you.  This  is  the  opening 
round  of  a  discussion  that  we  all  know  cannot  be  concluded  in  a 
day  or  a  year,  but  I  do  invite  you  to  stay  with  this  committee  and 
others  that  are  in  the  Congress  working  on  this  matter,  so  that  we 
can  really  bring  the  best  thinking  that  we  can  in  the  private  and 
public  sector  to  bear  on  the  resolution  of  a  problem  that  will  not 
wait  any  longer. 

Thank  you,  again. 

I  would  like,  now,  to  invite  Mrs.  Shannon  Scholler  of  Wichita, 
KS,  and  Mrs.  Reba  Davis  of  Silver  Spring,  MD  to  come  before  the 
committee,  briefly,  for  their  testimony.  We  appreciate  their  pa- 
tience. We  welcome  them. 

Mrs.  Scholler  and  the  family,  we  welcome  you.  It's  our  under- 
standing that  your  family  has  been  wiped  out,  financially,  through 
medical  bills  not  covered  by  health  insurance  for  your  daughter, 
Janessa;  and  also,  Jeff  Reckeweg  has  the  same  illness  as  Janessa. 

Can  you  tell  us  a  little  bit  about  your  situation? 

STATEMENT  OF  SHANNON  SCHOLLER,  WICHITA,  KS, 
ACCOMPANIED  BY  JANESSA  SCHOLLER  AND  JEFF  RECKEWEG 

Mrs.  Scholler.  Janessa  and  Jeff,  as  you  can  see,  are  very  nor- 
mal, healthy  looking  children,  but  both  children  have  a  breathing 
disorder  called  central  hypoventilation  that  is  life  threatening. 
Each  night,  these  children  must  be  either  on  a  ventilator  or  con- 
stantly monitored  with  home  nursing  care  to  make  sure  they  con- 
tinue breathing  at  night.  This  disorder  causes  them  to  stop  breath- 
ing at  night. 

For  many  years,  we  have  paid  our  insurance  to  Blue  Cross/Blue 
Shield,  as  nave  Janessa's  grandparents  and  great  grandparents,  in 
the  belief  that  if  we  paid  our  insurance  and  had  a  health  care  crisis 
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in  our  family,  we  would  be  able  to  get  health  care  coverage  for  our 
family.  In  that  last  2  years,  we  have  found  that  is  not  the  case. 

We  have  seen,  from  day  1,  since  Janessa  was  diagnosed  with  this 
illness,  we  have  had  to  fight  for  every  bit  of  insurance  coverage. 
Janessa  was  home  1  week  before  her  ventilator  was  denied  pay- 
ment for  the  first  time.  We  have  outstanding  doctor  bills  that  are 
over  a  year  that  have  not  been  paid.  We  also  have,  currently,  nurs- 
ing care  and  ventilator  payments  that  are  6  months  behind,  which 
makes  it  very,  very  difficult  to  get  payment  for  Janessa's  care. 

We  have  seen  our  insurance  premiums  rise,  from  last  May,  of 
$176  a  month.  Right  now,  we  are  paying  $600  a  month.  I  teach  a 
preschool  at  a  very  small,  nonprofit  childcare  center.  Because  of 
this,  we  have  a  small  group  policy.  Because  of  the  increase  in  our 
premium  rates,  the  other  people  at  our  company  can  no  longer  af- 
ford insurance  and  are  now  without  health  care  because  they  have 
had  to  drop  the  insurance. 

Mr.  CONYERS.  Is  that  because  they  raised  yours  and  theirs? 

Mrs.  Scholler.  Everybody  in  the  policy. 

So  what  has  happened  is  now  these  people  are  without  health 
care,  and  we  are  the  only  person  left  on  the  group.  And  when  this 
happens,  Blue  Cross/Blue  Shield  is  going  to  drop  our  health  care 
insurance.  The  only  thing  that  we  will  have  available  is  a  nongroup 
policy  that  costs  $1,500  a  month,  which  is  just  outrageous. 

One  of  the  things  that  we  have  had  happen  at  work — our  Blue 
Cross/Blue  Shield  recommended  that  the  boss  where  I  work  elimi- 
nate us  as — their  exact  words:  If  you  eliminate  your  high-risk  em- 
ployee, then  we  will  provide  you  with  a  reasonable  group  policy. 
They  have  recommended  this  on  three  occasions  now.  Fortunately, 
I  have  a  wonderful,  caring  boss  who  has  refused  to  fire  me  and  has 
continued  to  fight  with  us  to  keep  health  insurance. 

What  is  happening  now  is  when  we  lose  our  insurance  in  6 
months,  which  is  what  is  going  to  happen — our  family  makes 
$28,000  a  year.  There  is  no  way  we  can  afford  $1,500  a  month. 
That's  $18,000  a  year  for  health  insurance. 

What  makes  it  so  bad  is  that  this  is  not  even  good  coverage.  It 
will  no  longer  pay  for  Janessa's  nursing  care,  prescriptions,  or  lab- 
oratory work.  And  the  cap  that  we  had  before  of  lifetime  maximum 
benefits  was  $1  million,  now  it  will  go  down  to  $250,000.  Right 
now,  Janessa  has  already  used  up  $160,000  of  her  benefits. 

Much  of  this  was  used  up  last  summer  because  our  doctors  felt 
that  Janessa  needed  to  have  someone  watching  her  ventilator  at 
night.  And  because  of  this,  they  refused  to  release  Janessa  from  the 
hospital  without  home  nursing  care,  someone  to  keep  her  ventilator 
functioning.  Because  of  this,  Janessa  spent  from  May  3  until  Au- 
gust 17  in  a  pediatric  intensive  care  unit,  because  Blue  Cross 
would  not  pay  for  home  nursing  care.  It  costs  them  $1,000  a  day 
for  Janessa  to  sit  in  the  hospital.  It  would  have  cost  them  $160  for 
her  to  be  home. 

We  have  seen  just  incredible  things  over  the  last  year.  We  have 
looked  into  all  of  our  options  repeatedly.  We  have  been  told  that 
right  now  the  only  options  we  have — Janessa's  uninsurable;  we  can 
get  insurance  through  no  one.  She's  completely  uninsurable,  and 
we've  checked  with  numerous  companies,  and  they  will  not  touch 
her. 
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The  only  other  options  we  have  are  to  get  some  type  of  State  as- 
sistance. At  $28,000  a  year,  we  qualify  for  nothing.  The  suggestions 
that  have  been  made  to  us,  repeatedly,  by  social  workers  and  State 
officials  is:  One,  my  husband  and  I  could  divorce,  which  would  re- 
duce our  income;  two,  we  could  reduce  our  income  to  $470  a  month, 
which  would  qualify  us  for  welfare;  or  the  suggestion  that  I  find 
that  most  reprehensible  is  that  we  relinquish  custody  of  Janessa  to 
the  State  of  Kansas,  which  would  make  her  a  ward  of  the  State  or 
a  foster  child.  She  would  then  be  placed  back  in  our  home  as  a  fos- 
ter child,  given  a  medical  card,  and  the  State  would  pay  us  for 
Janessa's  care. 

The  only  other  suggestion  that  we  have  had  is  that  some  mem- 
bers in  our  church  have  suggested  that  maybe  the  only  alternative 
we  might  have  is  for  them  to  help  us  raise  the  money  to  move  to 
Canada  were  we  could  find  health  care  for  Janessa.  And  what  is 
so  sad  is  that  these  two  children  that  you  are  looking  at,  without 
health  care,  will  die. 

Janessa,  when  we  can  no  longer  afford  our  insurance,  will  no 
longer  have  a  ventilator,  she  will  no  longer  have  nursing  care.  And 
without  these  things  to  breath  for  her  at  night,  this  child  will  die. 

Jeff  Reckeweg  is  in  the  same  position.  As  of  August  1,  the 
Reckeweg  family  loses  their  State  medical  coverage,  and  Jeff  is 
without  health  care,  totally,  because  he  has  used  his  million  dollar 
cap  on  insurance.  He  no  longer  will  have  the  monitors  he  needs, 
and  he  will  no  longer  have  the  nursing  care. 

And  both  of  our  families  find  us  in  a  position  in  which  we  have 
no  options.  And  we  can't  wait  years  for  a  solution. 

Mr.  Conyers.  You  sure  can't 

Could  I  just  welcome,  especially,  Janessa  and  Jeff,  and  tell  them 
how  glad  this  committee  is  to  have  them  come  to  Washington  so 
that  we  could  all  learn  about  the  problems  experienced  by  some  of 
our  friends  in  dealing  with  health  insurance.  And  so  we  wanted  to 
thank  you  very  much  for  coming.  And  if  you  want  to  say  anything 
to  us  to  add  to  your  mom's  discussion,  please  feel  free  to  do  so. 

Thank  you  very  much  for  being  here. 

[The  prepared  statement  of  Ms.  Janessa  Scholler  follows:] 
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May,  1991 


Dear  Person: 

My  name  is  Janessa  Erin  Scholler.  I  am  a  nine  year  old  girl  from 
the  heartland  of  America,  Kansas.  I  have  an  awful  problem  and  am  ask- 
ing for  everyone  to  think  of  ways  to  help  me  solve  it. 

You  see,  I  have  a  medical  breathing  difficulty  the  doctor's  call 
central  hypo-ventillation .     I  attend  public  school,  run  and  play  during 
the  day  but  at  night  when  I  fall  to  sleep  the  part  of  my  brain  that 
should  tell  me  to  take  breaths  also  falls  to  sleep.     For  years  I  had 
to  be  hooked  to  a  monitor  that  made  a  noise  when  I  stopped  breathing. 
I  know  you  will  think  this  is  very  funny — my  kitty  cat  knew  when  my 
monitor  would  beep  that  I  needed  to  wake  up.     She  would  jump  on  my 
tummy  until  I  woke  up  or  until  Mommy  or  Daddy  would  come  help  me  and 
reset  my  machine.     Several  years  ago  the  doctors  learned  I  was  not 
breathing  deep  enough  at  night  and  too  much  carbon  dioxide  was  still  in 
my  body.     This  was  making  me  very  sick  and  very  tired.     Emphysema  suffer- 
ers have  the  same  damage  to  their  bodies.     The  doctors  have  me  sleep 
with  a  machine  that  breaths  for  me  at  night.     It  has, lots  of  hoses  and 
dials  that  need  adjusted  while  I  sleep.     It  takes  a  very  smart  person  to 
stay  awake  all  night  and  watch  my  equipment.     When  morning  comes  I  pop 
out  of  bed,  get  dressed,  eat  my  breakfast  and  catch  the  bus  for  school. 
My  nurse  tells  me  goodby  and  goes  home. 

It  is  wonderful  that  doctors  have  invented  equipment  to  help  little 
girls  and  boys  like  me.     There  are  less  than  100  of  us  in  the  United 
States.     Our  equipment  costs  as  much  as  a  new  car  and  the  insurance 
company  does  not  like  to  pay  for  it.     My  Daddy  has  to  work  all  day  and 
most  of  the  night  to  help  buy  my  shoes  and  my  sister's  shoes,  our  food, 
and  my  medicine.     Mommy  works  teaching  a  day-care.     Our  insurance  is 
through  her  job  group.     In  the  past  few  years  our  insurance  has  jumped 
from  $179  a  month  to  $600  a  month.     Mommy's  friends  at  work  can't  afford 
the  big  money  so  can't  be  in  the  group  anymore.     I  don't  think  the 
insurance  wants  to  cover  me  anymore  because  they  told  Mommy  and  Daddy 
it  might  cost  up  to  $1,000  a  month,  with  a  huge  deductable.     Mommy  cried 
and  cried.     I  cried  too. 

Our  insurance  company  is  Blue  Cross  and  Blue  Shield.     It  is  a  big 
huge  company.     Several  years  ago  the  lawmakers  of  our  state  decided  they 
might  make  things  cost  cheaper  if  they  started  making  all  groups  pay 
different  prices  for  insurance.     If  you  never  used  your  insurance  you 
would  pay  just  a  couple  hundred  dollars  a  month.     If  you  got  sick  and 
told  the  doctor  you  had  insurance  and  they  paid  the  doctor  bill  then 
your  premium  went  up.     If  a  friend  in  the  group  got  sick  your  premium 
also  went  up.     Big  huge  companies  that  had  zillions  of  people  to  spread 
the  cost  among  were  lucky  and  didn't  have  to  pay  as  much  as  a  little 
group  with  one  sick  person.     I  don't  think  the  lawmakers  should  have  done 
that.     It  liked  it  better  when  the  cost  was  spread  among  all  the  people 
in  the  state.     It  seems  smarter  to  me.     I  told  some  lawmakers  that  one 
time  and  they  agreeded  but  said,   "lawmakers  are  interested  in  votes,  not 
necessarily  what  is  smart". 
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I  have  heard  people  talking  about  maybe  my  folks  could  get  a 
divorce  and  Mommy  and  my  sister  and  I  would  then  qualify  for  welfare. 
The  government  would  be  happy  to  pay  all  our  expenses  if  we  don't  have 
any  money  at  all.     That  would  be  very  sad. 

I  really  would  like  to  live  in  a  nice  house  and  not  have  to  ride 
around  in  the  back  of  my  Daddy's  work  van.     I  would  like  to  take  a  nap 
sometimes,  but  I  can't  because  of  all  my  equipment.     I  would  like  to  go 
to  a  slumber  party.     I  would  like  to  have  one  week  without  worrying 
about  my  doctor's  bills  and  hearing  my  Mommy  get  mad  when  the  mail  comes 
from  Blue  Cross.     Most  of  all,  I  want  to  be  able  to  take  advantage  of 
the  medical  technology  when  it  become  available.     I  don't  like  hospitals 
but  I  don't  cry  much  and  I  try  to  cheer  the  other  kids  when  I  have  to 
get  pokes  and  things.     I  can't  see  why  our  state  and  our  country  can't 
find  a  way  to  help  girls  and  boys.     Grandma  and  Grandpa  talk  about 
"socialized  medicine",  saying  we  don't  want  that.     I  wonder  if  it 
wouldn't  be  okay  for  girls  and  boys.     I  could  live  for  a  long  time  and 
be  able  to  take  advantage  of  new  equipment  invented  if  I  had  the  money 
spent  by  lawmakers  on  some  very  unimportant  things. 


Please  think  about  my  problem  real  real  hard  and  let  me  hear  from 
you  real  fast  because  I  may  not  be  alive  if  I  can't  afford  my  machine  '' 
and  medicine. 


X  X  X  0  0  0 


Janessa  Erin  Scholler 


P.S.:     My  Grandma  helped  me  spell  "technology" 
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Mr.  Conyers.  Let  me  now  turn  to  Mrs.  Reba  Davis  of  Silver 
Spring.  Could  you  briefly  outline  the  reason  you  were  selected  to 
be  a  witness  here  at  our  first  hearing? 

STATEMENT  OF  E.  REBA  DAVIS,  SURVIVOR  OF  BREAST 
CANCER,  SILVER  SPRING,  MD 

Mrs.  Davis.  Good  afternoon. 

Having  an  opportunity  to  speak  to  you  pleases  me  very  much,  as 
I  am  a  survivor  of  breast  cancer.  However,  I  am  also  one  of  prob- 
ably numerous  others  who  had  to  accept  all  of  the  expenses  that 
were  incurred  with  this  illness  on  my  own.  Fortunately  for  me,  my 
husband  was  quite  understanding  and  did  all  within  nis  power  to 
keep  our  family  and  our  joint  business  venture  from  financial  ca- 
tastrophe. 

Throughout  my  entire  married  life,  22  years  in  August,  with  two 
sons,  15  and  20  years,  we  have  always  enjoyed  the  benefits  of  med- 
ical insurance  coverage.  In  recent  years,  we  participated  in  a  group 
plan  in  order  to  offer  insurance  benefits  to  our  employees.  When 
this  group  coverage  was  no  longer  necessary  for  our  employees,  my 
husband  decided  to  look  for  economy  in  a  family  plan  situation. 

We  changed  to  an  insurance  company  located  in  Ft,  Worth,  TX, 
submitted  our  application  and  premium  check  on  February  17, 
1989.  Our  canceled  check  was  dated  March  20,  1989.  My  husband 
and  I  probably  are  not  unlike  thousands  of  laypeople  who  do  not 
thoroughly  understand  every  word  of  an  insurance  policy.  So  you 
can  imagine  our  surprise  and  dismay  to  realize  that  coverage  of  a 
sickness  which  first  manifests  more  than  30  days  after  the  certifi- 
cate date  would  be  the  basis  of  denying  me  insurance  benefits. 

My  initial  doctors  visit  was  May  5,  1989,  where  upon  examina- 
tion, the  doctor  informed  me  that  ne  suspected  breast  cancer;  a  bi- 
opsy would  determine  this  for  certain.  And  I  had  the  biopsy  3  days 
later,  May  8.  It  was  positive  and  my  surgery  was  scheduled  for 
June  13. 

My  question  and  concern  is:  who's  to  say  when  any  mass  begins 
to  grow.  I  ask  that  because  coverage  was  requested  for  services 
rendered  June  12  through  June  19,  including  hospital  services,  an- 
esthesia, followup  oncology  and  hematology  clinic  services,  x  rays, 


stating,  "It  appears  to  have  a  preexisting  condition." 

To  this  date,  we  have  documented  payments  of  approximately 
$22,000  medical  bills,  not  to  mention  approximately  $800  for  pre- 
scription drugs.  The  policy  specifically  states  that  doctors'  visits, 
laboratory  services,  x  rays,  prescription  drugs  and  medicines,  anes- 
thesia, chemotherapy,  et  cetera  would  be  covered.  We  were  advised 
to  keep  the  policy  in  effect,  at  least  for  my  part  of  the  policy. 

Since  applying  in  February  1989,  we  have  paid  over  $8,275  for 
medical  coverage  to  our  insurance  company.  I  continued  to  have 
scheduled  blood  work  and  examinations  and  can't  deny  being  un- 
comfortable every  time  I  read  "No  insurance"  typed  on  my  appoint- 
ment forms.  And  even  more  demeaning  is  the  fact  that  I  have  to 
sign  a  statement  at  every  visit  saying  that  I  will  pay  an  outside 
organization  for  services  rendered  to  me. 

This  came  about  after  several  of  our  payments  were  paid  beyond 
the  due  date.  An  attorney  was  engaged,  not  to  conduct  a  legal  ac- 


and  mammograms 


August.  Everything  was  denied, 
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tion,  but  to  ask  the  insurer  to  review  our  claim  once  again.  Even 
this  was  costly.  The  attorney  felt  unreasonable  delay  for  coverage 
approval  seemed  to  apparent,  and  the  appearance  of  a  preexisting 
condition  was  ludicrous.  Nevertheless,  we  were  again  rejected  due 
to  this  apparent  preexisting  condition. 

We  are  not  bitter,  just  frustrated  and  annoyed  that  we  are  pow- 
erless against  the  system,  with  apparently  no  means  of  recourse. 
Again  I  will  state  that,  even  under  the  circumstances,  I  am  pleased 
to  have  had  an  opportunity  to  share  my  story  with  you,  and  I 
thank  you  for  your  support. 

[The  prepared  statement  of  Mrs.  Davis  follows:] 


165 


Good  afternoon,  (morning) 

Having  an  opportunity  to  speak  to  you  pleases  me  very  much 
as  I  am  a  SURVIVOR  of  BREAST  CANCER 1   However,   1  am  also  one  of 
probably  numerous  others  who  had  to  accept  all  of  the  expenses 
that  were  incurred  with  this  illness,  on  my  own. 

Fortunately  for  me,  my  husband  was  quj te  understanding  and 
did  all  within  his  power  to  keep  our  family  and  our  joint  business 
venture  from  financial  catastrophe.     Throughout  my  entire  married 
life  (22  years  in  August,  91  with  2  sons-15  and  20  years),  we 
have  always  enjoyed  the  benefits  of  medi  'cal  insurance  coverage. 
In  recent  years,  we  participated  in  a  group  plan  in  order  to 
offer  insurance  benefits  to  our  employees.     When  this  group  cover- 
age was  no  longer  necessary  for  our  employees,  my  husband  decided 
to  look  for  economy  in  a  family  plan  situation. 

We  changed  to  an  insurance  company  located  in  Ft.  Worth,  Texas, 
submitted  our  application  and  premium  check  on  2/17/89.     Our  can- 
celled check  was  dated  3/20/89. 

My  husband  and  I  probably  are  not  unlike  thousands  of  lay 
people  who  do  not  thoroughly  understand  every  word  of  an  insurance 
policy.     So  you  can  imagine  our  surprise  and  dismay  to  realize  that 
coverage  of  a  "sickness  which  first  manifests  more  than  30  days 
after  the  Certificate  Date"  wouid  be  the  basis  of  denying  me. 
insurance  benefits.     My  initial  doctor's  visit  was      5/  -5 
whereby  upon  examination  the  doctor  informed  me  that  he  suspected 
breast  cancer.    A  biopsy  would  determine  this  for  certain,  and  I  had 
the  biopsy  on  5/8/89.     It  was  positive  and  my  surgery  was  scheduled 
for  6/13/89. 

My  question  and  concern  is  whose  to  say  when  any  mass  begins 
to  grow?    1  ask  that  because  coverage  was  requested  for  services 
rendered  June  12  -  19,  1989  including  hospital  services,  anesthesia, 
follow-up  oncology  and  hematology  clinic  services,  x-rays  and  mammo- 
grams in  July  and  August.     Everything  was  denied  stating  "it  appears 
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to  have  a  pre-existing  condition..." 

To  this  date  we  have  documented  payments  of  approximately 
522,000.00  in  medical  bills.     The  policy  specifically  states 
the  doctor's  visits,   laboratory  services,   x-rays,  prescription 
drugs  and  medicines,  anesthesia,  chemotherapy,  etc.  would  be 
coveted . 

We  were  advised  to  keep  the  policy  in  effect  and  we  did,  at 
least  for  my  part  of  the  policy.     Since  applying  for  this  policy 
in  2/89,  we  have  paid  over  $8,275.00  for  medical  coverage  to  our 
insurance  company.     I  continue  to  have  scheduled  bloodwork  and 
exams,  and  can't  deny  being  uncomfortable  every  time  I  read  "NO 
INSURANCE"  typed  on  my  appointment  forms.  And  even  more  demeaning 
is  the  fact  that  I  have  to  sign  a  statement  at  every  visit  saying 
that  I  will  pay  an  outside  organisation  for  services  rendered  to 
me.     This  came  about  after  several  of  our  payments  were  paid  after 
the  due  date. 

An  attorney  was  engaged,  not  to  conduct  a  legal  action,  but  to 
ask  the  insurer  to  review  our  claim  once  again.     Even  this  was  cost 
The  attorney  felt  unreasonable  delay  for  coverage  approval  seemed 
apparent,  and  the  appearance  of  a  pre-existing  condition  was  ludi- 
crous. 

Nevertheless,  we  were  again  rejected  due  to  this  "apparent 
pre-existing  condition?     We  are  not  bitter,   just  frustrated  and 
annoyed  that  we  are  powerless  against  the  system  with  no  means  of 
recourse . 

Again  I  will  state,  that  even  under  the  circumstances,  I  am 
pleased  to  have  had  an  opportunity  to  share  my  story  with  you, 
and  I  thank  the  National  Coalition  for  Cancer  Survivorship  for 
its  continued  support.  Thank  you. 


E.  Reba  Davis 
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Mr.  CONYERS.  Well,  both  these  cases  are  illustrative  of  the  kind 
of  problem  that  Fm  very,  very  much  afraid  is  all  too  prevalent  in 
our  society  and  under  our  system.  I  think  I  can  say  for  all  of  our 
colleagues  that  you  spur  us  on  to  a  resolution  as  quickly  as  pos- 
sible. 

Mr.  Horton.  Mr.  Chairman,  I  just  want  to  agree  with  you  and 
say  to  the  witnesses  that  these  are  typical  rather  than  abnormal 
situations,  and  that's  too  bad.  I  think  our  system  is  defective  in  not 
being  able  to  provide  universal  coverage. 

Mrs.  Scholler,  did  you  say  that  your  coverage  did  not  provide — 
that  your  insurance  did  not  provide  coverage  to  begin  with? 

Mrs.  Scholler.  Well,  what  have  gone  through  is,  they  will  even- 
tually provide  coverage,  but  we're  playing  a  game  of  seeing  how 
long  it  can  take  to  provide  the  coverage.  Right  now,  they  are  over 
6  months  behind  on  some  of  Janessa's  bills,  mainly  her  nursing 
care  and  her  ventilator  payment.  And  what  happens,  when  your 
bills  run  into  the  thousands  of  dollars,  people  do  not  want  to  pro- 
vide you  the  equipment  or  the  nursing  care  if  they  don't  know  if 
they  will  get  paid  or  it  will  take  months. 

Mr.  Horton.  That's  very  true.  I've  had  many  instances  just  like 
that.  Why  don't  they  pay  those  bills? 

Mrs.  Scholler.  I  think  it's  a  very  effective  means  of  limiting 
your  care  if  they  can  make  it  difficult. 

Mr.  Horton.  What  is  the  company  that  you  have? 

Mrs.  Scholler.  It's  Blue  Cross-Blue  Shield  of  Kansas,  and  we 
have  an  excellent  policy.  We  have  one  of  the  most  top  dollar,  you 
know,  comprehensive  policies  that  was  available  to  us. 

Mr.  Horton.  But  now  you've  been  told  that  that's  going  to  go  up 
to  $1,500  a  month? 

Mrs.  Scholler.  Yes. 

Mr.  Horton.  And  they  still  haven't  paid  those  bills,  though? 
Mrs.  Scholler.  No,  and  it  will  cover  very  little  of  Janes sa's  care. 
Mr.  Horton.  Well,  I  hope  that  as  a  result  of  this  hearing  we  can 
at  least  get  those  bills  paid. 
Mrs.  Scholler.  I  hope  so,  too. 

Mr.  Horton.  And  it  lets  somebody  out  in  Kansas  know  there's 
a  real  serious  problem.  I  mean,  to  think  that  those  children  won't 
have  somebody  to  monitor  them  at  night.  I'm  familiar  with  this 
kind  of  situation.  I  know  people  who  have  had  that  illness,  and  it's 
a  very  serious  thing.  You  don't  realize  it,  but  there  are  adults  that 
have  it,  too,  not  just  children.  It's  a  very  serious  disease,  and  it  can 
create  some  serious  problems,  and  you  can  die,  as  you  pointed  out. 

We  ought  to  have  the  type  of  coverage  that  will  cover  illness  like 
that.  Private  companies  that  don't  cover  such  illnesses  are  going  to 
have  to  make  arrangements,  at  least  until  we  can  do  something  at 
the  Federal  level. 

Mrs.  Scholler.  Or  at  least  make  it  known  up  front  to  us  that 
if  we  used  our  insurance  that  they  would  raise  our  premiums  to 
the  point  that  we  could  no  longer  afford  them,  then  we  might  have 
had  an  option.  If  we  had  known  this  before,  we  might  have  had  an 
option  of  looking  to  a  different  company.  And  we  are  not  new  sub- 
scribers. We  paid  our  premiums  for  years. 

Mr.  Horton.  Well,  it  borders  on  some  very  serious  problems. 
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Mrs.  Davis,  I  certainly  have  known  of  some  instances  similar  to 
yours  in  my  career  in  the  Congress.  I  remember  some  years  back 
a  friend  of  mine  had  breast  cancer. 

My  wife  and  I  were  friends  with  this  lady,  and  she  had  breast 
cancer,  and  they  wouldn't  provide  for  the  implant  at  the  time.  The 
company  did  ultimately  change  their  decision.  I  have  a  case  right 
now  of  a  lady  who  had  breast  cancer  and  who's  had  some  other 
health  problems,  and  she's  lost  her  hair.  And  that's  cosmetic  if  you 
have  a  wig,  so  they  don't  pay  for  that  type  of  thing.  I  think  that's 
outlandish  also,  especially  when  you  have  a  very  serious  illness  like 
cancer,  and  then  you  have  to  go  through  chemotherapy  and  you 
lose  your  hair,  I  think — especially  a  woman;  a  man  might  be  able 
to  handle  it  better  than  a  woman— but  certainly  women  are  enti- 
tled to  have  that  tvpe  of  coverage,  too. 

So  there  are  a  lot  of  problems  in  the  breast  cancer  field,  as  far 
as  insurance  is  concerned.  You  have  illustrated  very  clearly  one  of 
the  problems  that's  involved. 

Thank  you. 

Mr.  Conyers.  Chris  Shays. 

Mr.  Shays.  Just  very  briefly,  I  want  to  thank  both  children  for 
being  here.  I  marvel  at  your  patience.  I  marvel  that  you  could  have 
sat  through  this  hearing  in  such  a  grown-up  way,  and  I  thank  you 
both  for  being  here. 

I  would  like  to  ask  Mrs.  Scholler  just  one  question:  Is  this  an  ill- 
ness that  both  children  will  evolve  out  of  over  time? 

Mrs.  Scholler.  No,  there  really  is  not  a  prognosis.  It  is  pretty 
rare.  The  disease  itself  is  very  rare,  so  there  are  not  enough  chil- 
dren really  to  know  what  the  prognosis  is.  But  the  problems  we're 
having  unfortunately  aren't  rare,  and  they  are  something  that 
could  happen  to  anyone. 

Mr.  Shays.  Thank  you. 

Mrs.  Davis,  I  just  want  to  throw  out  to  you  that  all  our  offices, 
all  Congressmen  and  Congress  women's  offices  end  up  getting  in- 
volved in  cases  like  yours.  And  I  just — even  though  it  is  very  likely 
that  you  probably,  under  their  rules,  are  not  entitled,  I  just  would 
emphasize  that  you  might  want  to  contact  your  Congressman  or 
Congresswoman  just  to  make  sure  that  their  staff  can  t  sort  it  out 
to  the  very  end  to  see  if  there's  a  way  you  can  be  helped. 

Mrs.  Davis.  Thank  you. 

Mr.  Conyers.  Collin  Peterson. 

[No  response.] 

Mr.  Conyers.  Bernie  Sanders. 

Mr.  Sanders.  Briefly,  Mr.  Chairman. 

First,  let  me  also  congratulate  you,  including  the  children,  for 
your  willingness  and  your  courage  to  come  before  this  committee. 
It's  not  an  easy  thing  to  do. 

And  just  to  say,  Mr.  Chairman,  that  the  stories  we're  hearing 
this  afternoon  are  being  repeated  by  the  hundreds  of  thousands  all 
over  this  country.  What  it  tells  me,  basically,  is  whether  we  will 
continue  an  anarchistic  system  of  1,500  separate  insurance  compa- 
nies that  say  to  families  like  these,  "Sorry,  now  that  you  need 
health  insurance  so  very  much,  now  is  the  time  you're  not  eligible 
for  our  policy.  Go  to  somebody  else."  And  who  wants  you? 
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Ultimately,  when  we  talk  about  a  single  payer,  comprehensive 

§lan,  what  we  are  saying  is  that  we  are  all  Americans,  some  of  us 
on't  get  sick  at  all,  some  of  us  are  spending  a  lot  of  money  on  ill- 
ness, but  the  pool  must  be  the  entire  United  States  of  America,  all 
of  us,  rich  and  poor,  healthy  and  sick,  young  and  old,  and  not  to 
create  an  insane  situation  where  people  and  companies  are  wasting 
huge  amounts  of  money  sending  people  in  need  from  one  company 
to  another. 

It's  not  only  a  human  tragedy;  it  is  a  waste  of  energy  and  a 
waste  of  money.  Ultimately,  we  have  to  say,  "We're  all  Americans. 
We're  going  to  take  care  of  each  other  under  a  single  payer,  com- 
prehensive plan  covering  all  of  us." 

So  I  just  want  to  conclude  by  congratulating  you  and  thanking 
you  very  much  for  coming  forward. 

Mr.  Conyers.  We  thank  you  all  for  being  here,  especially  Jeff 
and  Janessa.  We  appreciate  seeing  young  people  before  our  com- 
mittee. Thank  you  very  much. 

We  finally  rush  to  get  in  the  president  of  the  Health  Insurance 
Association  of  America,  vice  president  of  Blue  Cross  and  Blue 
Shield,  and  Dr.  Allan  Detsky,  economist  and  internal  medicine  spe- 
cialist at  Toronto  Hospital  in  Ontario,  Canada. 

The  president  of  the  Health  Insurance  Association  is  Carl 
Schramm,  representing  300  commercial  health  insurance  compa- 
nies that  ultimately  provide  coverage  to  98  million  Americans.  He 
has  a  distinguished  record:  Service  on  the  faculty  of  Johns  Hopkins 
School  of  Public  Health,  service  on  the  U.S.  Senate  Committee  on 
Labor  and  Human  Resources,  and  advisor  to  the  U.S.  Department 
of  Labor. 

Welcome  to  the  committee.  All  of  your  testimony  will  be  received 
into  the  record  in  its  entirety.  We  apologize  for  not  having  as  much 
time  as  we  probably  need,  but  there  is  always  the  possibility  of  fur- 
ther discussion  among  our  panelists  if  the  need  is  perceived. 

With  that  apology,  we  welcome  you  and  invite  you  to  begin,  Dr. 
Schramm. 

STATEMENT  OF  CARL  SCHRAMM,  M.D.,  PRESIDENT,  HEALTH 
INSURANCE  ASSOCIATION  OF  AMERICA 

Dr.  Schramm.  Thank  you,  Mr.  Chairman. 

Because  of  the  shortness  of  the  hour,  111  be  extremely  brief.  I 
thank  you  for  hearing  from  HIAA,  which  represents,  as  you  said, 
300  insurance  companies  that  insure  98  million  Americans. 

We,  too,  applaud  the  committee  for  engaging  in  a  study  of  Can- 
ada, because  I  think  Canada  offers  us  important  lessons  as  to  our 
own  situation. 

The  first  I  think  is  undeniable,  and  that  is,  we  should  learn  from 
Canada  that  every  citizen  in  our  republic  is  protected  by  either  a 
public  or  private  financing  mechanism.  The  commercial  health  in- 
surance industry  stands  for  universal  coverage,  and  we  have  ar- 
gued for  at  least  4  years  that  steps  should  be  advanced,  both  be- 
tween our  members  and  Members  of  the  Congress  and  members  of 
the  State  legislatures,  to  ensure  that  the  32  million  people  without 
health  insurance  are  in  fact  covered. 

The  second  aspect  of  Canada,  however,  I  would  suggest  is  a  les- 
son regarding  the  cost  of  our  system.  I  would  draw  some  important 
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distinctions  between  the  report  offered  today  by  GAO  and  what  I 
think  the  real  situation  is  by  way  of  lessons  for  America. 

First,  Canada  does  not  save  the  money  that  the  GAO  report  sug- 
gests. Indeed,  GAO  is  hooked  on  a  statistical  artifact  when  it  says 
that  Canada  is  saving  extraordinary  percentages  relative  to  gross 
national  product  devoted  to  health  as  a  result  of  public  financing. 
In  fact,  the  rate  of  inflation  in  health  care  costs  in  Canada,  which 
bedevil  the  provincial  and  the  Federal  parliament  in  Canada,  ex- 
ceeds our  rate  of  annual  cost  inflation  in  health  care  in  the  United 
States. 

Canada  does  not  have  cost  inflation  under  control  with  its  all- 
payer  system,  and  it  is  creating  enormous  political  problems  at  the 
provincial  level  and  at  the  Federal  level.  Moreover,  per  capita  com- 
mitment of  gross  national  product  in  Canada  is  now  75  percent  of 
what  our  per  capita  commitment  of  gross  national  product  for 
health  is  in  the  United  States.  That  is  exactly  where  Canada  was 
30  years  ago.  The  imposition  of  public  finance  has  done  nothing  to 
reduce  the  overall  commitment  of  funds  to  the  health  care  system 
in  Canada. 

This  is  very  instructive  because  what  it  does  is  point  to  the  ulti- 
mate that  we  face,  the  problem  that  in  fact  causes  fewer  people  to 
have  insurance  each  day,  and  that  is  unbridled  cost  inflation.  The 
stories  you've  just  heard  result  from  enormous  pressure  on  an  in- 
surance industry  and  in  fact  point  to  the  problems  our  insurance 
carriers  have  sifting  out  legitimate  claims,  as  the  ones  youVe  just 
heard,  from  a  vast  number  of  claims  for  doctors'  services  and  hos- 
pitalizations that  are  just  unfounded. 

In  any  given  month,  the  New  England  Journal  of  Medicine  sug- 
gests to  us  that  as  much  as  40  percent  of  the  health  care  delivered 
in  the  United  States  is  medically  unnecessary,  clinically  unneces- 
sary, medically  inefficacious.  And  yet  our  system  of  both  public  and 
private  payment  grinds  on  and  on,  paying  for  enormous  amounts, 
perhaps  as  much  as  $200  billion  of  care  a  year  that  is  unnecessary. 
Canada  has  yet  to  figure  out  how  to  in  fact  check  that  same  phe- 
nomena, and  we  cannot  learn  from  Canada  in  that  regard. 

I  would  suggest  that  the  real  lesson  we  have  to  come  to  grips 
with  is  in  fact,  as  the  GAO  reports  suggests  in  its  very  last  sen- 
tence, an  American  solution.  Indeed,  the  GAO  report  suggests,  I 
think  realistically,  that  America  will  not  settle  upon  a  Canadian 
system.  Indeed,  the  baseline  of  our  system  relative  to  their  system, 
in  1971  when  they  executed  it,  is  enormously  different,  and  the  ex- 
pectations of  our  population  are  enormously  different. 

I  would  suggest  that  what  we  must  focus  on  is  both  cost  contain- 
ment and  universal  coverage.  Cost  containment  must  be  a  joint 
product  of  public  policy,  which  will  engage  the  Congress  in  issues 
related  to  the  excessive  hospital  capitalization  that  exists  in  the 
country,  and  the  overproduction  and  geographic  misdistribution  of 
physicians  in  this  country. 

In  terms  of  universal  access,  the  Congress  and  the  State  legisla- 
tures must  recommit  moneys,  perhaps  as  much  as  $30  billion,  to 
establishing  the  Medicaid  program  at  levels  at  which  it  used  to  op- 
erate. In  1965,  Medicaid  covered  76  percent  of  the  people  who 
qualified  under  the  Federal  poverty  standard,  and,  as  you  know,  it 
is  now  covering  about  41  percent  or  the  people  it  should. 
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For  our  part,  we  have  committed  to  legislative  reforms  that 
would  eliminate  the  problems  that  you  have  just  heard  in  the  pre- 
vious panel.  Insurance  companies  must  not  be  permitted  to  execute 
decisions  that  in  fact  leave  people  uncovered,  as  the  stories  you 
have  just  heard  indicate. 

HIAA,  I  believe  with  Blue  Cross-Blue  Shield  of  America,  stands 
for  a  very  vigorous  legislative  program,  to  be  executed  at  the  State 
level,  that  would  limit  medical  underwriting  to  our  companies  in 
the  under-25  life  market,  that  would  establish  rate  corridors  that 
would  forbid  the  extraordinary  rate  increases  you  have  heard  about 
after  a  claim  has  been  filed,  that  would  establish  rate  corridors  for 
initial  care  and  initial  insurance,  and  that  would  guarantee  that 
anybody  who  sought  insurance  in  any  jurisdiction  would  have  a 
company  that  would  write  their  care  at  a  relatively  affordable 
price. 

I  would  end,  however,  by  pointing  to  one  realistic  fact.  Many  wit- 
nesses today  have  suggested  that  this  is  a  problem  of  insurance. 
Fundamentally,  the  premium  bills  that  we  present  our  customers, 
both  Blue  Cross,  commercial  carriers,  and  in  fact  the  Medicaid  pro- 
gram itself,  reflect  the  underlying  cost  of  our  system  of  medical  de- 
livery. Until  we  contain  the  costs  of  our  medical  delivery,  we  will 
not  nave  affordable  medicine  in  America,  and  it  is  merely  a  detail 
as  to  whether  or  not  the  bill  is  provided  by  private  insurance  com- 
panies or  the  public  government. 

The  issue  is,  fundamentally,  who  will  control  those  costs  better 
and  who  can  operate  a  system  that  will  be  responsive  to  the  cus- 
tomers and  the  citizens  of  this  country  more  effectively.  With  our 
advances  in  managed  care,  with  our  promises  of  commitment  to  re- 
form in  this  industry,  we  believe,  conclusively,  it  is  the  private  sec- 
tor. 

Thank  you. 

[The  prepared  statement  of  Dr.  Schramm  follows:] 
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A  week  doesn't  go  by  that  one  doesn't  read  in  the  press 
about  the  nation's  health  care  crisis,  the  crisis  of  access,  the 
crisis  of  medical  inflation  out  of  control.     This  chorus  of  doom 
seems  to  grow  louder  with  each  passing  day.     A  stranger  visiting 
the  United  States  for  the  first  time,  tuning  into  the  debate, 
might  conclude  that  health  care  is  beyond  the  reach  of  most,  that 
most  Americans  either  have  no  coverage  or  have,  at  best, 
inadequate  coverage,  and  that  the  sheer  complexity  of  health  care 
coverage  surely  must  mean  that  no  one  in  his  right  mind  would 
want  to  be  in  the  business  either  of  providing  that  care  or 
trying  to  sell  insurance  coverage  for  that  care.     I  would  submit 
that  there  is  another  vision  of  health  care  in  America,  to  be 
sure  not  one  without  its  own  imperfections,  but  one  that  needs  to 
be  understood  — ■  by  consumers,  providers,   and  yes,  public  policy 
makers . 

I  offer  this  perspective  as  one  who  serves  a  trade 
association  of  more  than  300  member  companies  in  the  business  of 
providing  health  insurance.     HIAA's  member  companies  insure  98 
million  people.     In  1989,  the  latest  year  for  which  we  have  data, 
all  private  insurers,  my  members  plus  the  Blue  Cross  plans, 
covered  76  percent  of  the  population  or  189.0  million  out  of 
249.9  million  Americans.     Persons  covered  either  by  private  or 
public  health  insurance  totalled  216.6  million. 

But,  clearly  there  is  a  gap  between  those  covered  and  the 
total  population.     In  other  words,  HIAA  member  companies  (and 
Blue  Cross/Blue  Shield)  don't  cover  every  American  nor  can  they. 
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It  might  help  to  understand  this  particular  dynamic  by  quickly 
looking  at  a  profile  of  the  uninsured.     While  these  numbers  are 
no  more  original  than  the  oft  repeated  claims  about  the  crisis 
referenced  at  the  start  of  this  statement,  they  frequently  don't 
get  the  attention  they  merit  and  require  if  all  of  us 
participating  in  the  debate  truly  want  to  come  up  with  some 
workable  solutions. 


Uninsured  Population 

By  Fami  I y    I ncome,  1989 


100»- 149% 
17  t 

150*,- 199%  Pover 


Non-  Poor 
39  6 

Source    E8RI  TaDuiations  of  3/90  Current  Population  Survey 


As  the  above  chart  shows,   in  1989,  approximately  28.6 
percent  of  the  uninsured  were  below  the  federal  poverty  level; 
17.8  percent  had  incomes  between  100  percent  and  149  percent  of 
poverty;  14  percent  were  between  150  and  199  percent;  and  39.6 
percent  had  incomes  200  percent  or  more  above  poverty.     Of  those 
with  family  incomes  below  the  Federal  poverty  level,  Medicaid 
reaches  only  42  percent  of  them. 
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The  Health  Insurance  Association  of  America  developed  its 
proposal,  which  we  announced  last  February,  on  access  only  after 
a  very  exhaustive  analysis  of  the  data  just  provided  and 
collateral  data  on  cost  and  industry  practices.     HIAA  believes 
that  only  through  a  combination  of  efforts  between  the  public 
(federal  and  state)  and  private  sectors  can  we  hope  to  stabilize 
the  present  and  improve  access  into  the  future. 

We've  broken  down  our  multi-point  program  into  three  parts: 
actions  we  can  take,  actions  you  as  federal  legislators  can  take 
and  actions  appropriate  for  state  action.     The  three  taken 
together  will  achieve  the  objective  of  access  for  all  Americans. 

INDUSTRY  STEPS 

For  more  than  three  years,  HIAA  wrestled  with  perhaps  one  of 
the  most  complex  parts  of  the  access  equation  —  the  small 
employer  market.     Developing  a  proposal  that  would  meet  the  needs 
of  that  market  while  at  the  same  time  making  it  possible  for 
traditional  providers  of  coverage  to  continue  to  participate  in 
that  market  was  difficult  —  but  not  impossible.     The  Association 
adopted  a  set  of  precepts,  a  full  summary  of  which  is  attached  to 
this  statement.     In  brief,  they  are: 

■  Guaranteed  access  to  coverage 

■  coverage  of  whole  groups 

■  renewability  of  coverage 
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■  continuity  of  coverage 

■  premium  pricing  limits 

■  market  viability 

Using  these  precepts  as  a  base,  we've  developed  model 
legislation  that  we  believe  state  legislatures  can  and  should 
adopt  to  implement  small  market  reforms. 

STATE  STEPS 

In  addition  to  adoption  of  our  model  bill,  we  also  call  on 
the  states  to  establish  a  reinsurance  entity  to  permit  carriers 
to  spread  losses  for  high-risk  people  equitably  across  the 
market.  Under  the  HIAA  proposal,  no  employer  would  have  to  pay 
more  than  150  percent  of  the  relevant  market  averages  for  basic 
coverage. 

For  the  medically  uninsurable  individuals  who  are  not  part 
of  an  employer  group,  we  advocate  the  creation  of  state  risk 
pools.     Losses  should  be  financed  by  state  general  revenues  or 
other  broad  based  funding.     If  a  state  does  not  act,  the  U.S. 
Department  of  Health  and  Human  Services  should  be  authorized  to 
set  up  a  federally  funded  pool  in  that  state  to  pay  for  losses. 
The  funds  for  the  pool  would  come  from  funds  that  HHS  would 
otherwise  spend  in  that  state. 
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State  risk  pools  are  designed  to  guarantee  the  availability 
of  individual  private  health  insurance  to  all  Americans  under  age 
65  who  want  to  purchase  protection  but  who  are  not  considered  to 
be  insurable  for  health  reasons.     At  this  time  3  3  states  have 
enacted,  or  are  considering,  legislation  establishing  state  risk 
pools. 

Those  states  that  have  established  risk  pools  include: 


California 

Colorado 

Connecticut 

Florida 

Georgia 

Illinois 

Indiana 

Iowa 

Louisiana 

Maine 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

New  Mexico 

North  Dakota 

Oregon 

Rhode  Island 

South  Carolina 

Tennessee 

Texas 

Utah 

Washington 

Wisconsin 

Wyoming 

There  are  other  steps  we  also  believe  states  should  take  to 
improve  access  such  as  repealing  state  statutes  that  stand  as 
obstacles  to  managed  care  arrangements. 
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The  HIAA  is  aggressively  pursuing  legislation  affecting 
small  groups  at  the  state  level.     Virtually  all  of  the  49  states 
in  session  for  1991  are  currently  studying  the  problem  of  the 
uninsured  or  have  introduced  legislation  targeted  at  the  problem. 
The  HIAA  has  testified  in  41  states  regarding  possible  solutions 
to  the  growing  number  of  uninsureds  and  has  reported  over  500 
bills  to  its  membership. 

The  National  Association  of  Insurance  Commissioners  (NAIC) 
is  also  actively  involved  with  legislation  at  the  state  level. 
Model  legislation  on  small  group  rating  and  renewability  has  been 
adopted  by  the  NAIC  and  has  been  enacted  by,  or  passed  at  least 
one  legislative  body,   in  Arkansas,  Indiana,  Florida,  North 
Dakota,  New  Mexico  and  South  Dakota.     The  NAIC  will  also  consider 
model  legislation  at  its  June  1991  meeting  aimed  at  assuring  the 
availability  of  private  insurance  to  all  small  employers  and 
assuring  the  stability  of  the  small  employer  health  insurance 
market. 

Legislation  at  the  state  level  generally  falls  into  one  of 
the  following  categories: 

1.  comprehensive  small  employer  market  reforms  and 
reinsurance  structures; 

2.  rating  and  renewability  requirements; 

3.  state  sponsored  health  coverage;  and 

4.  employer  mandates. 


179 


-  7  - 

After  three  states,  Oregon  (1989),  Kentucky  (1990)  and 
Connecticut   (1990)   enacted  comprehensive  measures,   several  states 
followed  by  introducing  legislation  affecting  the  small  group 
market.     For  example,  Alaska,  California,  Maine,  Minnesota, 
Nebraska,  New  Jersey,  New  York,  Ohio,  Texas,  Vermont  and 
Wisconsin  have  introduced  comprehensive  small  group  reform 
packages.     These  bills  encompass  a  broad  spectrum  of  proposals 
which  would  impact  rating,  underwriting,  benefits  and 
reinsurance.     The  Ohio  Department  of  Insurance  has  established  a 
commission  to  study  small  employer  market  reforms.  This 
commission,   "Access  Ohio",  recently  issued  its  report  calling  for 
a  number  of  legislative  initiatives. 

Other  states  which  have  introduced  legislation  focusing  on 
the  uninsured  include  Arizona,  Alaska,   Colorado,   Iowa,  Louisiana, 
Massachusetts,  Michigan,  Mississippi,  North  Carolina,  South 
Carolina,  South  Dakota,  Vermont  and  West  Virginia. 

To  encourage  small  employers  to  offer  health  insurance, 
Arkansas,  Florida,  Georgia,  Illinois,  Kentucky,  Maryland, 
Minnesota,  Missouri,  Rhode  Island,  Virginia  and  Washington  have 
passed  legislation  which  exempts  policies  issued  to  small 
employers  from  certain  state  mandates.     This  type  of  legislation 
has  also  been  introduced  in  Arizona,  Kansas,  Montana,  Nevada,  New 
Hampshire,  Ohio,  Tennessee  and  Texas. 
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State  regulators  also  have  been  actively  confronting  the 
issue  of  the  uninsured.     For  example,  the  New  York  and 
Pennsylvania  Insurance  Departments  have  both  issued  regulations 
restricting  the  underwriting  practices  for  small  groups  (e.g. 
denying  coverage  to  certain  occupations  and  unhealthy  individuals 
within  the  group) . 

HIAA  anticipates  that  many  more  states  will  enact 
legislation  affecting  small  employer  groups  during  the  remaining 
portion  of  their  1991  legislative  sessions. 

FEDERAL  STEPS 

We  call  on  the  federal  government  to  take  the  following 
steps : 

■  ensure  that  the  states  have  the  authority  to  extend  the 
market  reforms  to  all  plan  administrators  and  insurers 
in  the  small  employer  market 

■  extend  to  all  insured  plans  the  same  exemption  from 
state  mandated  benefits  enjoyed  by  large  self-insured 
employers . 

■  help  small  business  by  extending  to  the  self-employed 
the  100  percent  tax  deduction  for  health  insurance. 
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■        target  new  tax  subsidies  to  financially  vulnerable 
groups . 


■        restore  the  promise  of  Medicaid  for  the  poor  and  near 

poor  by  expanding  Medicaid  to  cover  all  those  below  the 
federal  poverty  level. 


■        extend  the  Medicaid  "spend-down"  program  to  all  states 
and  set  eligibility  thresholds  so  that  no  one  is 
impoverished  by  medical  expenses. 


■        allow  low-income  individuals  above  the  poverty  level  to 
"buy  into"  an  income-related  package  of  primary  and 
preventive  care  services. 


COST  CONTAINMENT 

No  one  single  step  can  achieve  on  its  own  the  results  we  all 
seek.     Just  as  we  must  take  those  steps  necessary  to  improve  and 
reform  access  to  care,  so  too  must  we  come  to  grips  with  perhaps 
one  of  the  most  significant  components  to  the  problem  —  cost. 

During  the  past  five  to  ten  years,  the  health  care  delivery 
and  financing  system  in  this  country  has  evolved  at  an  impressive 
pace.     The  most  visible  change  has  been  the  explosion  of  what  are 
becoming  known  as  managed  care  delivery  systems,  of  which  HMOs 
and  PPOs  are  the  best  known. 
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Managed  care  embraces  a  variety  of  existing  and  developing 
structures.     It  may  be  defined  as  those  systems  that  integrate 
the  financing  and  delivery  of  appropriate  health  care  services  to 
covered  individuals  by  means  of  the  following  basic  elements: 

■  arrangements  with  selected  providers  to  furnish  a 
comprehensive  set  of  health  care  services  to  members; 

■  explicit  criteria  for  the  selection  of  health  care 
providers; 

■  formal  programs  for  ongoing  quality  assurance  and 
utilization  review;  and 

■  significant  financial  incentives  for  members  to  use 
providers  and  procedures  associated  with  the  plan. 

In  1989,  one  out  of  three  employees  had  health  coverage 
provided  through  an  HMO  or  PPO.     Enrollment  in  HMOs  has  more  than 
doubled  between  1983  and  1989.     There  were  approximately  33 
million  Americans  in  HMOs  in  1989  or  approximately  13.2  percent 
of  the  population.     When  we  calculate  in  point-of -service  plans 
(generally  PPOs) ,  and  managed  fee  for  service,  the  number  of 
Americans  covered  by  some  form  of  managed  care  would  approach  75 
million. 
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Continued  growth  and  use  of  managed  care  arrangements 
represent  our  best  hope  of  reigning  in  health  care  costs. 
Moreover,  managed  care,  as  contrasted  with  an  all  payer  system  of 
rate  setting,   is  more,  not  less,  likely  to  achieve  cost  control 
results  without  the  kind  of  economic  disruptions  associated  with 
rate  setting. 

THE  CANADIAN  SYSTEM 

I  find  I  must  take  exception  to  some  impressions  left  by  the 
GAO  report  on  the  Canadian  health  care  system.     First,  health 
care  is  indeed  cheaper  in  Canada,  but  we  cannot  conclude  from 
that  simple  observation  that  Canada  has  done  a  better  job  of 
controlling  health  cost  escalation.     An  analysis  completed  by 
HIAA  last  year  showed  that  health  care  costs  per  capita  have 
grown  somewhat  faster  in  Canada  than  in  the  United  States  going 
as  far  back  as  comparable  data  are  available.     In  particular, 
between  1977  and  1987,   real  per  capita  health  care  costs  —  i.e., 
adjusted  for  inflation  in  the  general  economy  —  grew  an  average 
of  4.3  percent  per  year  in  Canada,  compared  to  4 . 0  percent  in  the 
United  States.     (This  comparison  has  recently  been  updated  using 
revised  U.S.   figures,  but  it  still  ends  in  1987  because  only 
preliminary  1988  and  1989  estimates  are  available  for  Canada.) 
The  accompanying  figure  compares  growth  rates  of  real  per  capita 
health  care  spending  between  the  two  countries  in  5-year 
increments  from  1967  through  1987.     Canada's  growth  rate  was 
lower  than  ours  in  only  one  of  the  four  periods.     It  is  true  that 


184 


-  12  - 

Canada  now  spends  a  smaller  portion  of  total  economic  output  on 
health  care  than  the  United  States.     But,  based  on  our  analysis, 
it  appears  that  this  is  so,  not  because  Canada  has  more 
effectively  controlled  health  care  spending,  but  because  economic 
growth  has  been  faster  in  Canada  than  in  the  U.S.  over  the  past 
20  years. 
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These  observations  lead  me  to  my  second  point,  which  is 
closely  related.     Advocates  of  government-run  health  insurance 
point  to  Canada's  lower  health  spending  —  both  per  capita  and  as 
a  percent  of  GNP  —  and  say,  in  effect,  "See!     All  we  have  to  do 
is  change  to  a  government-run  program,  and  we  can  cover  everybody 
and  save  money  at  the  same  time."    That,  I  submit,  is  magical 
thinking.     A  close  examination  of  per  capita  spending  in  Canada 
shows  that  there  was  no  dramatic  reduction  in  costs  when 
universal  public  medical  insurance  was  implemented  between  1968 
and  1971.     In  fact,  during  the  1967-to-1972  period  (see  the 
figure) ,  real  per  capita  spending  grew  significantly  faster  in 
Canada  than  here,  probably  reflecting  increased  utilization  due 
to  expanded  coverage.     In  per  capita  terms,  Canada  spent  at  about 
75  percent  of  the  U.S.  rate  before  universal  public  insurance 
went  into  effect,  and  it  spends  at  about  75  percent  of  the  U.S. 
rate  today.     Thus,  Canada  may  spend  less  on  health  care  than  we 
do,  but  having  a  government-run  public  health  insurance  system  is 
not  the  cause  of  that  lower  spending. 

Administrative  Costs 

One  of  the  major  rationales  national  health  insurance 
advocates  give  for  their  claim  that  government-run  health 
insurance  would  be  cheaper  than  our  current  system  is  that 
administrative  costs  are  lower  in  government-run  systems.  Canada 
and  Medicare  are  the  examples  usually  cited.     There  is  a  long 
list  of  reasons  why  the  magnitude  of  the  difference  is  nowhere 
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near  as  large  as  usually  claimed  by  NHI  advocates.     A  major  one 
is  the  difference  between  how  government  accounts  for  and  how 
private  industry  accounts  for  indirect  costs  such  as  space, 
depreciation,  cost  of  capital  and  reserves,  etc.     Government  has 
those  costs;  it  just  doesn't  attribute  them  to  particular 
government  programs  on  its  books.     Similarly,  one  of  the  major 
"administrative  costs"  incurred  by  insurers  is  the  premium  tax 
they  pay  to  state  governments,  and  other  taxes  and  fees, 
amounting  to  about  3  percent  of  total  premium.     These  tax 
revenues  would  be  lost  if  a  government-run  system  were  to  be  put 
in  place. 

But  let's  put  this  administrative  cost  issue  in  proper 
perspective.     Clearly,   it  costs  us  more  to  administer  our 
pluralistic  health  care  system  than  it  costs  the  Canadians  to  run 
their  unitary  system,  although  the  difference  is  not  as  great  as 
the  advocates  claim.     The  issue  is  not  so  much  what  it  costs  but 
whether  we  get  something  of  value  in  return.     For  example,  in 
this  country  you  can  mail  a  first  class  letter  for  29  cents,  if 
you  want  to.     But  if  it  absolutely,  positively  has  to  get  there 
the  next  day,  many  people  willingly  pay  much,  much  more.     I  think 
there  are  two  main  areas  where  private  insurance  is  out- 
performing government  insurance  in  this  country.     First  is 
service  and  second  is  the  commitment  to  managing  care  for  cost- 
effectiveness  and  quality.     It's  pretty  clear  to  me  that  one  of 
the  reasons  Medicare  is  so  cheap  to  run  is  that  it  provides  no 
customer  service.     Both  patients  and  providers  say  that  it's 
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impossible  to  reach  Medicare  on  the  phone  to  deal  with  a  payment 
problem.     I'm  sure  you  get  those  complaints  in  your  offices  every 
day  from  irate  constituents.     In  the  private  market,  on  the  other 
hand,  providing  good  service  is  one  of  the  ways  insurers  compete 
for  business. 

More  importantly,  over  the  past  10  years,  private  insurers 
have  invested  literally  billions  of  dollars  to  establish  managed 
care  networks  because  they  believe  that  managed  care  is  the  only 
rational  way  to  make  our  health  care  financing  system  more 
efficient  while  preserving  high  quality  care.     When  experts  agree 
that  25  to  perhaps  40  percent  of  medical  services  provided  yield 
no  significant  medical  benefit,   and  in  some  cases  are  downright 
harmful,   it  is  clear  that  we  need  to  focus  administrative 
resources  on  making  sure  that  the  medical  care  our  insureds 
receive  is  appropriate  and  of  good  quality. 

Government-run  systems  are  notoriously  poor  at  this  kind  of 
individual  judgment.     The  PROs  and  their  predecessors  have  been 
at  best  marginally  effective;  and  legal  requirements  make  it 
impossible,   for  all  practical  purposes,   for  government  to  develop 
effective  managed  care  systems  based  on  selection  of  efficient 
physicians  and  hospitals,  as  private  insurers  are  aggressively 
undertaking  to  do.     Thus,  government  health  insurance  programs  in 
most  other  countries,  such  as  Canada,  typically  address  cost 
control  by  simply  limiting  physician  fees  and  putting  a  cap  on 
hospital  expenditures  without  changing  the  way  medical  services 
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are  rendered.     Moreover,  Canadians  may  claim  that  their  system  is 
not  "socialized  medicine,"  because  providers  are  not  directly 
employed  by  the  government,  but  there  is  little  doubt  that  the 
allocation  of  health  care  resources  is  centrally  planned,  just  as 
it  would  be  in  a  socialist  state:     In  Canada,  all  major  hospital 
decisions  to  invest  in  new  technology  or  services  must  be 
approved  by  the  provincial  governments. 

The  consequences  of  this  kind  of  approach  are  clear  from  the 
Canadian  example.     Appended  to  my  remarks  today  are  examples  of 
inadequate  access  taken  from  recent  Canadian  press  reports.  GAO 
reports  similar  findings.     It  is  quite  clear  that  new,  high-tech 
services  simply  are  not  adequately  available  in  Canada,  and 
therefore,  patients  who  need  them  have  to  wait  in  line.  This 
"rationing  by  queue"  is  the  inevitable  result  of  government 
attempts  to  control  costs  by  restricting  health  care  budgets 
while  publicly  espousing  a  commitment  to  universal  access. 
Because  anything  new  represents  an  additional  cost,  a 
bureaucratic  budgetary  approach  to  cost  control  discourages 
innovation,  perpetuates  existing  inefficiencies,  and  leads  to 
creeping  obsolescence.     This  is  an  outcome  that  we  must  strive  to 
avoid  as  we  seek  a  uniquely  American  solution  to  our  cost  and 
access  problems. 

Let's  see  what  Canadians  say: 
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Exhibit  1 

Health  Care  Headlines  in  the  Canadian  Press 

"Sick  to  Death:  Caught  between  Rising  Costs  and  More 
Restraints,  Hospitals  are  Cutting  Services." 
--  MacLean' s  (Canada's  national  news  magazine),  February  13, 
1989   (cover  story) 

"Soaring  health  costs  a  provincial  headache." 

—  The  Ottawa  Citizen.  May  29,  1989 

"Bed  closings  blasted:  91  left  on  backlog  for  urgent 
surgery. " 

— -  The  Winnipeg  Free  Press,  July  5,  1989 

"CO$T  of  LIVING:  Clogged  heart  programs  are  just  a  symptom 
of  a  system  needing  adjustment." 

—  The  London  (Ontario)   Free  Press.  June  10,  1989 

"Ontario's  Health  Care  is  in  Critical  Condition." 
--  The  London  Free  Press.  May  27,  1989 

"Health  system  ill  in  Quebec,  says  founder." 

—  The  Ottawa  Citizen.  January  25,  1990 

"Need  surgery,  medical  tests?  Go  to  the  end  of  the  line." 

—  The  Globe  and  Mail.  Toronto,  Ontario,  May  28,  1988 

"Budget  limit  on  MDs 1  services  urged  by  major  Ontario 
report . " 

--  The  Globe  and  Mail.  May  24,  1989 

"HSC  staff  denounce  deplorable  conditions  in  emergency 
ward. " 

—  The  Winnipeg  Free  Press.  November  24,  1989 
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There  is  growing  evidence  of  access  problems  in  the  Canadian 
health  care  system,  at  least  for  high-technology  specialty  care, 
and  growing  concern  over  the  continuing  escalation  of  costs.  The 
debate  is  raging  in  the  popular  press,  as  the  headlines  in 
Exhibit  1  suggest,  making  it  clear  that  the  Canadian  health  care 
system  indeed  suffers  access  problems  and  waiting  lists  at  least 
for  certain  kinds  of  care  in  some  parts  of  the  country.  Specific 
complaints  about  lack  of  access  include  the  following: 


o        Long  waits  for  certain  surgical  and  diagnostic  procedures. 
Examples  cited  include  not  only  surgeries  such  as  coronary 
artery  bypass  grafts,  hip  replacements  and  lens  extraction 
(cataract  surgery) ,  but  also  preventive  tests  such  as 
mammograms.     Deaths  have  been  reported  among  patients  on 
waiting  lists  for  heart  surgery. 


In  an  effort  to  cut  costs,  most  provincial  governments 
have  clamped  down  on  hospital  budgets  at  a  time  when 
many  nurses  are  quitting  their  jobs  to  protest  poor  pay 
and  working  conditions.     The  result  has  been 
lengthening  waiting  lists  and  a  toll  of  deaths  among 
patients  who  cannot  survive  long  enough  to  receive  the 
surgery  they  need.     In  Manitoba,  six  heart  patients 
died  last  year  before  they  reached  the  operating  room 
at  Winnipeg's  Health  Sciences  Centre.     In  Toronto — 
where  an  estimated  1,000  people  are  facing  waits  of  as 
long  as  a  year  for  bypass  operations  at  three 
hospitals — two  people  have  died  since  December.  Last 
month,  long  waiting  lists  forced  the  city's  highly 
regarded  Hospital  for  Sick  Children  to  send  home 
40  children  who  need  heart  surgery.  (MacLean's, 
February  13,   1989,  p.  32) 

St.  Clare's  [Hospital,  Newfoundland]  four-month  wait 
for  a  first-time  mammogram  makes  it  almost  impossible 
to  do  preventive  breast  cancer  screening;  the  hospital 
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can  only  handle  women  who  need  an  immediate  diagnosis. 
(The  Globe  and  Mail.  Toronto,  May  28,  1988) 


o        Temporary  closure  of  hospital  beds  to  remain  within  budget, 
even  though  the  beds  are  needed  for  patients  on  waiting 
lists. 


New  Brunswick's  hospitals,  which  were  forced  to  take 
about  300  hospital  beds  out  of  service  after  Premier 
Frank  McKenna 1 s  Liberal  government  tightened  hospital 
budgets,  are  among  the  most  seriously  affected.  At 
Moncton  Hospital,  some  patients  are  kept  in  hallways 
and  even  in  closets,  while  a  total  of  2,300  people  were 
on  waiting  lists  for  surgery  last  month.     .    .    .  The 
situation  in  parts  of  the  Prairies  is  equally  alarming. 
(MacLean ' s ,   February  13,   1989,  p.  33) 


o        Overcrowded  emergency  rooms  and  inability  to  admit  patients 
in  need  of  emergency  care,  due  to  overcrowding. 


Stella  Lacroix's  death  started  as  a  suicide.     But  most 
people  here  [Toronto]  think  it  ended  as  something  else. 
Moments  after  she  swallowed  a  quart  of  cleaning  fluid, 
she  changed  her  mind  and  raced  to  the  nearest  emergency 
room.     The  hospital  wasn't  equipped  to  perform  the 
surgery  she  needed  to  stop  internal  bleeding,  so  her 
doctor  began  a  frantic  search  for  an  available  bed 
elsewhere  in  the  Toronto  area.     "She  was  turned  away 
from  14  hospitals,"  the  doctor  .    .    .  said  after  his 
three-hour  search  had  failed.     "There  was  no  space 
anywhere  and  she  just  bled  to  death.     This  woman  needed 
immediate  care  and  we  couldn't  get  it  for  her."  (The 
Washington  Post.   December  18,   1989,  p.  1) 


In  addition,  the  Fraser  Institute  of  Vancouver,  in 
cooperation  with  the  British  Columbia  Medical  Association,  has 
surveyed  a  sample  of  physicians  in  the  province  to  determine  how 
long  their  patients  have  to  wait  for  certain  surgical 
procedures.1    Responding  ophthalmologists  reported  882  patients 
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had  been  waiting  a  average  of  18.2  weeks  for  cataract  removal. 
General  surgeons  reported  68  patients  waiting  for  hernia  repair, 
with  an  average  wait  of  24.6  weeks,  and  39  patients  waiting  for 
cholecystectomies,  with  a  average  wait  of  31.7  weeks. 
Cardiologists  had  313  patients  waiting  for  coronary  artery  bypass 
grafts,  with  an  average  wait  of  23.7  weeks.2 

The  problem  of  waiting  lists  is  real  enough  in  Canada  that 
at  least  two  provincial  health  plans  have  felt  it  necessary  to 
permit  patients  to  seek  care  in  the  United  States  for  certain 
conditions.     Coronary  bypass  surgery  and  lithotripsy  have  been 
identified  as  areas  in  which  Canada  has  significantly  fewer 
resources  available  than  the  United  States.3    To  reduce  a  waiting 
list  of  700  patients  needing  cardiac  surgery,  the  British 
Columbia  Health  Association  contracted  with  at  least  two  Seattle 
hospitals  for  up  to  50  coronary  bypass  surgeries  each  (until  a 
new  cardiac  service  opened  in  Vancouver) .* 

In  Ontario,  a  volunteer  organization  called  "Heartbeat 
Windsor"  has  arranged  for  several  Detroit  hospitals  to  provide 
cardiac  surgery  to  Canadian  patients  and  accept  the  Ontario 
Health  Insurance  Plan  rate  as  payment  in  full.     In  its  first 
seven  months  of  existence,  the  organization  arranged  150 
operations.5    Alberta's  health  plan  also  has  said  it  will  pay  if 
Albertans  wish  to  travel  to  Detroit  to  avoid  waiting  for  heart 
surgery.6    With  only  one  lithotripter  in  all  of  Ontario  (a  second 
one  is  scheduled) ,  half  of  the  lithotripsy  patients  at  Buffalo 
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General  Hospital  in  nearby  New  York  are  Canadians.7 
(Extracorporeal  shock  wave  lithotripsy  breaks  up  kidney  stones 
without  surgery,  greatly  shortening  hospital  stays.) 

Clearly,  the  Canadian  system  is  no  panacea. 

CONCLUSION 

A  constructive  national  debate,  predicated  on  a  rational 
discussion  of  the  dynamics  of  our  health  care  system,  can  be 
founded  only  on  an  approach  which  recognizes  that  each  of  the 
three  players  -  the  federal  government,  the  states  and  the 
private  sector  -  has  a  responsibility  to  meet.     The  health 
insurance  industry  has  developed  its  action  plan  with  this 
concept  as  its  cornerstone.     We  are  prepared  to  work  with  each  of 
the  other  players  to  achieve  a  responsible  and  more  affordable 
health  care  system  for  all. 
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(April  5,  1991) 

HEALTH  INSURANCE  ASSOCIATION  OP  AMERICA 
PROPOSAL  ON  PROVIDING  HEALTH  CARE  FINANCING 
FOR  ALL  AMERICANS 
(In  Detail) 

Today,  more  than  30  million  Americans  have  neither  public  nor 
private  health  care  coverage.     These  Americans  often  have  greater 
problems  gaining  access  to  the  health  care  system  than  do  those 
who  have  coverage.    They  may  forgo  riecessary  care  or  delay 
getting  treatment  until  their  problems  worsen         and  become  more 
costly. 

These  individuals  represent  the  widening  gap  in  our  nation's 
health  care  financing  system.    The  Health  Insurance  Association 
of  America  (HIAA)  believes  that  policy  makers  must  devise  ways  to 
close  the  gap.     More  precisely,  government  action  is  needed  to 
provide  the  legislative  and  fiscal  base  that  will  enable  a 
combination  of  public  and  private  providers  of  health  care 
coverage  to  meet  the  health  care  financing  needs  of  all 
Americans . 

The  HIAA  proposal  takes  into  account  the  important  policy 
implications  of  the  relationship  between  income,  the  workplace 
and  health  care  coverage.     The  vast  majority  of  Americans  with 
adequate  incomes  have  health  coverage.     Ninety  percent  of  all 
nonelderly  Americans  with  incomes  of  over  three  times  the  poverty 
level  have  some  form  of  coverage.     Approximately  150  million 
nonelderly  in  this  country  obtain  health  coverage  through  an 
employment-based  plan. 

Yet  most  individuals  without  health  care  coverage  are  in  families 
with  some  attachment  to  the  work  force.     In  fact,  65  percent  of 
the  uninsured  are  full-time  workers  or  are  dependents  of 
full-time  workers.     Another  14  percent  either  work  half-time  (18 
to  34  hours  a  week)  or  belong  to  families  with  one  or  more  part- 
time    working  members.     (Current  Population  Survey,  U.S.  Dept.  of 
Health  and  Human  Services,  March  1988  tabulations) 

Efforts  to  make  coverage  more  available  and  more  affordable 
should  take  into  account  the  fact  that  most  Americans  receive 
their  health  care  coverage  through  employment.     A  realistic 
approach  is  to  focus  on  improving  the  ability  of  financially 
vulnerable  employers  to  offer  health  insurance  to  their  often  low 
income  employees.     In  addition,  low-income  employees  need  direct 
government  assistance  so  that  they  can  afford  their  share  of 
premiums. 

To  be  cost  effective,  expansion  strategies  should  build  on 
existing  coverage  and  target  public  coverage  to  the  poor  and  near 
poor.     Extending  public  coverage  to  higher  income  individuals 
will  inevitably  lead  to  unnecessary  tax  increases  to  support 
substitution  of  public  coverage  for  private  coverage. 
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Finally,  HIAA  also  believes  that  efforts  to  expand  the  nation's 
health  care  financing  system  must  be  complemented  by  responsible 
cost-containment  measures.     HIAA's  policy  on  cost  containment 
includes  an  emphasis  on  the  development  of  managed  health  care 
systems.     It  also  calls  for  greater  scrutiny  of  one  of  the  major 
causes  of  high  costs  - — the  use  of  new,  often  unproven 
technologies  and  procedures.     We  also  strongly  supports  wellness 
and  prevention  activities,  as  well  as  economic  incentives  for  the 
consumer  to  be  Hcost  conscious"  in  the  use  of  medical  resources 
and  in  choosing  a  health  plan.     A  more  detailed  discussion  of 
HIAA  recommendations  follows. 


I.       ADOPT  REFORMS  TO  ASSURE  TEE  AVAILABILITY  AND  RELIABILITY  OF 
PRIVATE  HEALTH  INSURANCE  COVERAGE. 

The  small  employer  health  benefit  market  is  receiving 
increasing  attention.    This  is  largely  because  a  high 

proportion  of  workers  without  health  care  coverage    fully 

two-thirds           work  for  an  establishment  with  25  or  fewer 

employees  at  that  business  unit's  location.     This  is  not 
surprising  since  only  one  in  three  firms  with  fewer  than  10 
employees  offers  health  benefits. 

Increasingly,  small  employers  seek  relief  from  rising  health 
care  costs  by  an  aggressive  search  for  the  lowest  possible 
price  for  health  care  coverage.     Those  with  healthy 
employees  are  more  likely  to  seek,  and  obtain,  coverage  at 
prices  that  reflect  their  low  risk. 

In  turn,  more  and  more  insurers  have  found  that  to  be  price 
competitive  for  these  low  risk  employers,  they  are  less  able 
to  spread  the  costs  of  groups  with  employees  at  high  risk  of 
incurring  large  medical  expenses  broadly  across  the  lower 
risk  groups.     This  has  led  to  a  growing  number  of  higher 
risk  employers  that  cannot  find  coverage  at  an  affordable 
price.     Moreover,  those  employer  groups  that  are  lower  risk 
today  and  thus  initially  obtain  a  lower  premium,  will  likely 
have  employees  that  develop  expensive  medical  conditions. 
Those  employers  may  face  large  premium  increases  when  their 
experience  deteriorates. 

In  general,  then,  small  employers  have  greater  difficulty 
than  large  employers  in  affording  and  sometimes  even 
obtaining  health  coverage.     Furthermore,  the  greater 
frequency  with  which  small  employers  change  carriers  and 
their  workers  change  jobs  exposes  individuals  in  this  market 
to  greater  risk  of  being  left  out  of  the  system.  Finally, 
small  employers  are  highly  sensitive  to  very  large, 
unanticipated  premium  increases  and  may  fail  to  initiate  or 
retain  coverage  in  a  marketplace  where  individual  employer 
experience  is  highly  unpredictable. 
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We  have  now  reached  the  point  where  substantial  small  group 
market  reforms  are  needed  if  health  insurers  are  to  serve 
the  broader  interests  of  small  employers  and  their 
employees.     HIAA  has  developed  and  is  recommending  a 
comprehensive  set  of  legislative  reforms  that  we  believe  can 
be  implemented  while  allowing  a  viable  private  marketplace. 

Small  Employer  Market  Reforms 

HIAA  recommends  market  reforms  and  reinsurance 
recommendations  that  would  ensure  fair  access  to,  and 
continuity  of  coverage  for,  small  employers  and  their 
employees.     When  enacted  by  the  states,  these  reforms  will 
introduce  a  greater  degree  of  predictability  and  stability 
to  the  small  employer  health  benefit  marketplace. 

Guaranteed  Availability.    All  small  employer  groups 
would  be  able  to  obtain  private  health  insurance 
regardless  of  the  health  risk  they  present. 

The  HIAA  proposal  would  require  the  "top  ten"  carriers 
in  a  state  (defined  by  their  small  employer  market 
share)  to  guarantee  to  issue  health  care  coverage  to 
any  legitimate  small  employer  group.     Other  carriers 
would  be  strongly  encouraged  to  guarantee  to  issue 
coverage  through  favorable  reinsurance  terms. 

Coverage  of  Whole  Groups.     Coverage  would  be  made 
available  to  entire  employer  groups;  No  small  employer 
nor  any  insurer  would  be  able  to  exclude  from  the 
group's  coverage  individuals  who  present  high  medical 
risks. 

Renewability  of  Coverage .     At  renewal  time,  employer 
groups  and/or  individuals  in  these  groups  would  be 
assured  that  their  coverage  would  not  be  canceled 
because  of  deteriorating  health. 

Continuity  of  Coverage.     Once  a  person  is  covered  in 
the  employer  market  and  satisfied  an  initial  plan's 
preexisting  condition  restrictions,  he  or  she  would  not 
have  to  meet  those  requirements  again  when  changing 
jobs  or  when  the  employer  changes  carriers. 

Premium  Pricing  Limits.     Insurance  carriers  would  be 
required  to  limit  how  much  their  rates  could  vary  for 
groups  similar  in  geography,  demographic  composition 
and  plan  design. 

More  specifically,  a  carrier's  premiums  for  similar 
groups  could  not  vary  by  more  than  3  5  percent  from  the 
carrier's  midpoint  rate  (halfway  between  the  lowest  and 
highest  rate) .     There  would  also  be  a  15  percent 
limitation  on  how  much  a  carrier  could  vary  rates  by 
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industry.     Finally,  carriers  would  have  to  limit  a 
group's  year-to-year  premium  increases  to  no  more  than 
15  percent  above  the  carrier's  "trend"  (the 
year-to-year  increase  in  the  lowest  new  business  rate) . 
Separate  trends  should  be  allowed  for    managed  care  and 
non-managed  care  to  reflect  health  care 
cost/efficiency  differences  in  these  structures. 

In  order  for  the  reforms  to  succeed/  the  implementing 
legislation    will  have  to  pertain  to  all  competitors  in  the 
small  employer  market,     If  any  one  company  or  segment  of  the 
market  pursues  such  reforms  independently,  without  rules  for 
marketplace  behavior  spelled  out  in  legislation,  it  might 
invite  financial  ruin.     It  is  therefore  important  that 
federal  law  give  states  clear  authority  to  impose  these 
rules  on  all  competitors  in  the  small  employer  marketplace. 
Within  the  scope  of  these  rules,  insurers  would  be  allowed 
to  use  individual  risk  assessment  and  classification 
initially  to  assess  risk,  to  set  rates,  and  to  determine 
which  individuals  for  whom  to  purchase  reinsurance. 


Private  Reinsurance 

A  private  marketwide  reinsurance  system  would  make  these 
small  employer  reforms  possible.     Reinsurance  means  to 
"insure  again."    Under  reinsurance,  an  insurance  company, 
called  the  ceding  or  direct-writing  insurer,  purchases 
insurance  from  the  reinsurer  to  cover  all  or  part  of  the 
loss  against  which  it  protects  its  policyholder.  The 
reinsurer  is,  in  a  sense,  a  silent  partner  of  the  original 
insurer.     Reinsurance  enables  an  insurer  to  accept  a  greater 
variety  of  risks.     By  sharing  these  risks  with  a  reinsurer, 
the  ceding  insurer  obtains  an  adequate  spread  within  which 
the  law  of  averages  can  operate. 

Reinsurance  will  allow  individual  insurers  (or  other  small 
employer  health  plan  entities)  to  implement  reforms  without 
facing  high  financial  losses.     Reinsurance  will  allow 
carriers  to  assure  small  employer  groups  presenting  a  high 
health  risk  access  to  a  basic  set  of  benefits  at  a  rate  no 
higher  than  50  percent  above  the  applicable  average  market 
premium.     For  groups  already  covered  by  an  insurance 
carrier,  the  premium  pricing  limits  described  above  would 
pertain,  and  would  in  many  cases  limit  a  high  risk 
employer's  rates  to  a  level  below  the  guaranteed  marketwide 
maximum  level  of  50  percent  above  average. 

Under  the  approach  developed  by  HIAA,  the  "top  ten"  carriers 
in  a  state's  small  employee  health  benefit  market  (defined 
by  small  employer  premium)  would  be  required  to  guarantee  to 
issue  health  coverage  to  any  legitimate  small  employer  group 
applicant.     Other  "non  top  ten"  carriers  would  not  be 
required  to  guarantee  issue  coverage  but  would  be  strongly 
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encouraged  to  do  so  through  better  reinsurance  terras  for 
guaranteed  issue  carriers.     Guaranteed  issue  carriers  could: 
(a)  reinsure  entire  high-risk  small  employer  groups  at  a 
reinsurance  premium  price  of  150  percent  of  average  market 
costs  or  (b)  reinsure  high-risk  individuals  within  groups  at 
500  percent  of  average  market  costs.  (Individual 
reinsurance  would  include  a  $5,000  deductible.)     To  reduce 
the  volume  of  reinsured  claims,  reinsurance  would  be  on  a 
three-year  basis.     (If  reinsurance  were  permitted  annually, 
carriers  would  declare  more  groups  or  individuals  high-risk 
and  utilize  reinsurance  more  often  increasing  reinsurance 
losses  to  unacceptable  levels.)     Nonguaranteed  issue 
carriers  would  only  be  permitted  to  reinsure  new  entrants  to 
existing  groups  through  individual  reinsurance.  This 
reflects  the  fact  that  under  the  "whole  group"  rule,  all 
carriers  would  have  to  make  coverage  available  to  any  new 
employees  entering  a  group  they  already  insure. 

The  reinsurer  would  cover  the  costs  associated  with 
reinsured  cases.     The  process  of  reinsurance  is  invisible  to 
employers  and  employees  and  is  purely  a  transaction  between 
the  ceding  insurer  and  the  reinsurer. 

Because  reinsurance  would  be  aimed  at  employer  groups  and 
employees  known  to  be  high  risk,  and  because  the  premium 
price  would  be  limited  in  order  to  encourage  carriers  to 
accept  high  risk  applicants,  in  the  aggregate  the  cost  of 
reinsured  persons  will  exceed  the  reinsurance  premiums. 
Under  the  HIAA  proposal,  the  reinsurer's  losses  would  be 
spread  equitably  across  all  competitors  in  the  private 
marketplace — both  the  guaranteed  issue  and  nonguaranteed 
issue  carriers. 

The  losses  would  be  covered  first  through  contributions  from 
all  carriers  in  the  small  employer  market.     If  losses  were 
significantly  higher  than  expected,  a  second  "safety  valve" 
of  broad-based  financing  will  be  made  available. 

HIAA  will  aggressively  pursue  reinsurance  and  related  small 
employer  market  reform  at  the  state  level.     HIAA  will  also 
recommend  Federal  legislation  to  give  states  the  authority, 
where  necessary,  to  assure  compliance  with  the  market 
reforms  outlined  here  and  to  finance  the  reinsurance  system. 
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•        Establish  State  Pools  for  Uninsurable  Individuals 

Even  with  increased  employer-based  coverage  and  with 
Medicaid  expansions  (see  below) ,  medically  uninsurable 
individuals  who  are  not  part  of  an  insured  employer  group 
would  remain  without  coverage. 

High-risk  pools  should  be  established  to  make  coverage 
available  to  such  individuals.    Pool  losses  should  be  funded 
by  general  revenues  or  similar  sources,  which  spread  the 
cost  broadly  across  society. 

As  of  December  1990,  25  states  have  enacted  broad-based 
pools  for  uninsurable  individuals. 


II.     ALLOW  INSURERS  TO  OPPER  MORE  APPORDABLE  BENEPIT  PLANS  TO 
SMALL  EMPLOYER  GROUPS . 

Over  the  years,  the  list  of  state  laws  mandating  benefits 
and  providers  has  grown  dramatically.    There  are  about  800 

such  laws  nationwide           and  they  mandate  coverage  of 

disparate  services  and  provider  categories  such  as 
chiropractic  and  podiatric  services,  acupuncture,  expansive 
inpatient  mental  health  services  even  where  most  cost 
effective  alternatives  exist,  in  vitro  fertilization  and 
pastoral  counseling.    The  cumulative  effect  of  this 
hodgepodge  of  state  laws  is  to  increase  the  cost  of  health 
insurance,  particularly  to  small  employers  who  are  most  in 
need  of  affordable  basic  benefits  and  who  are  too  small  to 
self-insure  and  thus  escape  these  mandates  as  larger 
employers  often  do. 

One  reason  that  mandated  benefit  laws  increase  the  cost  of 
coverage  is  that  multi-state  insurers  must  monitor  and 
comply  with  so  many  different  state  rules  and  regulations. 
Insurers  are  precluded  from  developing  lower-cost  prototype 
plans  that  would  be  marketable  across  state  lines.  Instead, 
they  are  often  forced  to  offer  only  "Cadillac"  plans  based 
on  a  multitude  of  mandates  from  many  states. 

Many  of  these  benefits,  are  expensive  in  their  own  right. 
Taken  together,  mandated  benefits  in  many  states  provide  a 
package  that  many  small  employers  simply  cannot  afford. 

A  1989  study  conducted  by  Gail  Jensen,  then  a  University  of 
Illinois  health  care  economist  and  now  at  the  University  of 
North  Carolina,  concluded  that  16  percent  of  small  employers 
not  now  providing  health  insurance  would  offer  benefits  in 
the  absence  of  state  mandates. 

State-mandated  benefit  laws  do  not  apply  equally  to  all 
employer  sponsored  health  plans.     The  Employee  Retirement 
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Income  Security  Act  of  1974   (ERISA)  exempts  self-insured 
plans  from  state  mandated  benefit  laws  and  other  forms  of 
state  insurance  regulations-     In  general,  only  large 
employers  have  the  financial  resources  or  the  risk-spreading 
base  to  self-insure;  self  insurance  allows  multi-state 
employers  not  only  to  save  administrative  costs  through  plan 
uniformity  but  to  pick  and  choose  those  benefits  that  are 
most  desirable  and  cost  effective.     Ironically  small 
employers  with  limited  income  do  not  have  this  flexibility. 
Employers  too  small  to  self-insure  do  not  have  this 
flexibility,  and  they  are  thus  less  likely  to  offer  health 
insurance  at  all. 

In  1985,  the  U.S.  Supreme  Court  ruled  that  to  put  employee 
health  benefit  plans  on  the  same  footing  as  self-insured 
plans  required  congressional  action.     Moreover,  in  recent 
years,  there  also  has  been  a  proliferation  of  state  actions 
that  obstruct  or  hinder  private  sector  managed  care  efforts 
that  would  make  health  care  coverage  more  affordable.  These 
state  bills  are  aimed  at  limiting  contractual  arrangements 
with  cost-effective  provider  networks,  as  well  as  preventing 
or  limiting  insurers'  ability  to  carry  out  effective 
utilization  review  programs.    Again,  small  employers  should 
be  able  to  benefit  from  the  same  cost-management  approaches 
as  do  larger  employers. 


III.   PROVIDE  TARGETED  TAX  ASSISTANCE  SO  THAT  SMALL  EMPLOYERS  AND 
THEIR  FINANCIALLY  VULNERABLE  EMPLOYEES  CAN  APPORD  HEALTH 
INSURANCE  COVERAGE. 

Small  businesses  tend  to  be  younger,  financially  less  stable 
and  employ  a  lower  wage  work  force.     Thus,  health  benefits 
often  represent  a  greater  financial  burden  to  small 
businesses,  who  are  far  less  likely  to  offer  them  than  are 
other  employers.     A  1989  HIAA  survey  found  that  only  33 
percent  of  firms  with  fewer  than  10  employees  offer  health 
benefits.     Conversely,  over  96%  of  firms  with  more  than  25 
employees  offer  health  benefits. 

Eleven  percent  of  uninsured  workers  are  self-employed.  They 
are  uninsured  in  part  because  self-employed  workers  receive 
only  a  25  percent  income  tax  deduction  for  the  cost  of 
health  benefits.     Other  (incorporated)  businesses  receive  a 
full  100  percent  deduction. 

The  financial  vulnerability  of  small  employers  and  uninsured 
workers,  as  well  as  government  fiscal  realities,  suggest 
that  additional  tax  assistance  should  be  carefully  targeted 
to  those  populations  most  in  need.     For  instance,  government 
should: 
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•  Direct  new  tax  subsidies  to  assist  employers  and 
individuals  with  inadequate  financial  resources  (e.g., 
certain  small  employers)   in  purchasing  private 
coverage.     Sliding  scale  subsidies  should  be  targeted, 
for  example,  to  small  employers  paying  average  wages  of 
less  than  $18,000  annually.     The  subsidy  rate  for  such 
employers  should  increase  as  the  percent  of  total 
payroll  going  to  hospital  and  medical  benefits 
increases.    A  temporarily  higher  subsidy  could  be  given 
to  firms  offering  benefits  for  the  first  time; 

•  Target  subsidies  to  low-income  individuals  and 
families.    A  refundable  tax  credit  equaling  50  percent 
of  the  employee  share  of  premium  cost  could  be  made 
available  for  taxpayers  at  or  below  the  poverty  level. 
(A  ceiling  on  qualifying  premium  costs  would  equal  the 
median  employee  share  of  premium  for  employer-sponsored 
coverage  nationally  or  about  $360  for  individual  and 
$800  for  family  coverage  in  1989.     Above  poverty,  the 
percentage  credit  would  decrease  as  income  rises  and 
phase  our  completely  at  twice  poverty.    Advance  payment 
of  the  tax  credit  through  the  employer  should  be  made 
for  employees  with  little  or  no  income  tax  liability; 
and, 

•  Extend  to  the  self-employed  the  100  percent  tax 
deduction  enjoyed  by  other  employers  (as  long  as  they 
provide  equal  coverage  for  their  employees,  if  they 
have  any) . 


IV.     EXPAND  PUBLIC  COVERAGE  FOR  THE  POOR  AND  NEAR  POOR. 

Thirty  percent  of  the  uninsured  have  family  incomes  below 
the  federal  poverty  level  ($10,560  for  a  family  of  three  in 
1990) .     Another  17  percent  have  family  incomes  between  one 
and  one  and  a  half  times  the  federal  poverty  level.  The 
current  federal/state  Medicaid  program  covers  only  four  out 
of  ten  poor  Americans.     Many  states  do  not  have  a  medically 
needy  program,  and  Medicaid  income  eligibility  thresholds 
for  the  non-elderly  generally  fall  far  below  the  poverty 
level. 

Because  the  poor  and  many  of  the  near  poor  do  not  have  the 
means  to  purchase  coverage  on  their  own,  the  health  care 
financing  responsibility  for  these  populations  rests  largely 
with  the  government.     HIAA  proposes  the  following  actions: 

•        The  Medicaid  program  should  be  extended  to  cover  all 
poor  Americans  regardless  of  age,  family  structure  or 
employment  status.     To  carry  out  this  recommendation 
fully,  Medicaid  eligibility  will  have  to  be  independent 
of  cash  assistance  programs  such  as  AFDC.  Moreover, 
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fiscal  constraints  suggest  first  priority  should  be 
phasing  in  coverage  to  all  poor  children  under  age  18. 

•  For  poor  workers  with  access  to  employer-based  private 
coverage,  HIAA  supports  appropriate  state 
implementation  of  recent  federal  legislation  regarding 
a  "buy-out"  employed  individuals  and  their  families 
from  the  Medicaid  program.     States  should  pay  the  poor 
employees'  premium  contributions  and  cost  sharing 
(co-pays  and  deductibles)  associated  with  available 
employer  plans  when  Medicaid  outlays  would  be  reduced 
on  an  average  per  capita  basis.    This  will  help  ease 
individuals'  transition  into  economic  self-reliance  and 
often  improve  access  to  medical  care. 

•  Near-poor  individuals  with  family  incomes  between  one 
and  one-and-a-half  times  the  federal  poverty  level 
should  be  allowed  to  "buy  in"  to  a  package  or  primary 
and  preventive  care  services  only.    Limited  premiums 
would  be  based  on  a  sliding  scale  related  to  their 
income.    This  would  target  government  assistance  to  the 
primary  and  preventive  services  the  near  poor  most 
often  forgo  and  for  which  employer  sponsored  plans 
cost-sharing  sometimes  presents  a  financial  obstacle 
for  the  near  poor  population. 

•  To  assure  that  no  American  falls  beneath  the  poverty 
level  as  a  consequence  of  medical  expenses,  all  states 
should  deduct  medical  expenses  from  income  when 
determining  eligibility  for  Medicaid.  "Medically 
needy"  or  "spend-down"  programs  (and  many  states  have 
already  adopted  such  programs)  constitute  a  last-resort 
financial  safety  net  covering  a  full  range  of  health 
services. 

Raising  eligibility  standards  for  Medicaid  to  100  percent  of 
the  federal  poverty  level  will  give  an  estimated  9.5  million 
to  11  million  uninsured  Americans  access  to  Medicaid 
coverage.     (The  Medicaid  program  currently  pays  for  the  care 
of  over  21  million  people  annually.)     While  costly,  these 
reforms  would  increase  Medicaid  costs  by  only  about  25 
percent  while  increasing  the  population  served  by  the 
program  by  about  70  percent.    This  is  because  three  quarters 
of  Medicaid  spending  now  goes  for  long-term  care  and  other 
services  for  the  elderly  and  disabled.    Medicaid  coverage 
for  poor  uninsured  populations  is  far  less  expensive  on  a 
per  capita  basis. 


IMPLEMENT  STRATEGIES  TO  CONTAIN  HEALTH  CARE  COSTS 


Efforts  to  improve  access  will  be  thwarted,  at  least  to  some 
extent,  if  we  cannot  find  a  way  to  constrain  escalation  of 


205 


health  care  costs.     As  the  cost  of  care  continues  to  rise, 
employers  who  are  on  the  margin  with  respect  to  decisions  to 
offer  coverage  will  find  coverage  unaf f ordable .     Solving  the 
cost  problem  is  a  prerequisite  to  solving  the  access 
problem. 

•  Although  there  are  no  simple  solutions  to  the  "cost 
problem,  a  key  component  of  any  effective  cost 
containment  strategy  is  the  further  development  of 

managed  care  systems  of  financing  and  delivery   

HMOs,  PPOs,  point-of -service  plans,  and  the  like. 
Since  physicians  make  most  of  the  key  decisions  that 
determine  how  expensive  treatment  will  be,   it  is 
imperative  to  make  sure  that  patients  get  care  from 
physicians  (and  other  providers)  who  use  resources 
efficiently.     Managed  care  systems  build  on  that 
premise  by  selecting  panels  of  providers  for  their 
networks  who  meet  specified  criteria  and  who  agree  to 
be  monitored  to  assure  that  they  continue  to  provide 
high-quality  cost-effective  care.     Patients  are  then 
given  financial  incentives  to  choose  these  providers  as 
their  caregivers.     By  integrating  the  financing  and 
delivery  of  care,  managed  care  improves  quality  while 
constraining  costs. 

•  A  second  major  element  in  effective  cost  containment 
must  be  improved  knowledge  about  what  constitutes  cost- 
effective  care.     New  technologies  that  promise  better 
care  are  often  introduced  into  medical  practice,  often 
at  great  cost,  before  anyone  has  made  a  careful 
assessment  of  their  cost-effectiveness.    They  may  be 
better,  but  is  the  extra  benefit  sufficient  to  outweigh 
the  extra  costs?     Insurers,  government,  and  all  who  pay 
for  medical  services  have  a  stake  in  developing  better 
mechanisms  and  procedures  for  answering  that  question 
about  new  technologies  and  procedures. 

•  Related  to  the  need  for  better  knowledge  about 
technologies  is  the  need  for  better  information  about 
what  constitutes  good  medical  practice.     There  are  many 
areas  of  medicine  where  there  is  broad  variation  in  the 
way  patients  are  treated  even  when  their  conditions 
vary  little.     Physicians  often  have  insufficient 
information  to  know  what  constitutes  cost-effective 
care.     Increased  efforts  should  be  directed  to  filling 
this  knowledge  gap  by  establishing  mechanisms  and 
financing  to  develop  medical  practice  guidelines  and 
protocols  which  define  the  range  of  acceptable  medical 
practice  for  particular  conditions.     The  task  is  so 
large  that  it  will  require  a  large  commitment  of 
resources,  from  both  government  and  the  private  sector. 
Providing  these  kinds  of  advances  in  medical  knowledge 
will  help  to  improve  utilization  review  activities  by 
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providing  standards  thdt  are  accepted  by  both 
physicians  and,  very  likely,  the  courts  as  well. 

As  implied,  government  also  has  a  vital  role  to  play  in 
the  battle  against  costs  escalation.     Government  has  a 
key  role,  particularly  with  respect  of  funding,  in 
technology  assessment,  in  protocol  development,  and  in 
collecting  and  analyzing  data  that  can  be  used  to 
develop  more  accurate  measure  of  cost,  use,  and  medical 
outcomes.     Government  also  needs  to  create  a  legal 
climate  that  is  hospitable  to  the  growth  of  managed 
care,  which  means  not  limiting  insurers'  ability  to 
employ  appropriate  utilization  review  techniques  and 
not  outlawing  managed  care  plans  that  require  patients 
to  pay  significantly  more  when  they  opt  to  get  care 
from  non-network  providers  and  thus  generate 
significantly  higher  costs. 

Government  can  also  help  to  reduce  administrative  cost 
by  encouraging  and  cooperating  with  industry-wide 
efforts  to  utilize  common  claims  forms  and  greatly 
expand  electronic  collection,  analysis,  and  payment  of 
claims.     Finally  government  has  to  take  the  lead  in 
malpractice  reform,  which  has  two  components:  (1) 
reducing  the  incidence  of  malpractice  by  encouraging 
better  risk  management  activities  by  providers  and  by 
policing  provider  ranks  to  assure  that  only  competent 
providers  treat  patients,  and  (2)  by  making  legislative 
changes  in  the  malpractice  system  to  assure  that  awards 
are  appropriate  and  that  the  process  of  adjudication 
does  not  absorb  an  excess  percentage  of  the  costs  of 
righting  the  wrongs  done  to  patients. 
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Mr.  CoNYERS.  Thank  you  very  much. 

Dr.  Allan  Detsky,  could  I  ask  you  to  make  a  presentation,  and 
then  we  will  go  to  Ms.  Lehnhard. 

STATEMENT  OF  ALLAN  DETSKY,  M.D.,  ECONOMIST  AND  DIREC- 
TOR OF  INTERNAL  MEDICINE,  TORONTO  GENERAL  HOS- 
PITAL 

Dr.  Detsky.  Thank  you. 

As  you  many  know,  I'm  a  general  internist  in  Toronto.  I'm  also 
an  economist  by  training.  I  was  born  in  Canada  and  lived  in  Can- 
ada for  most  of  my  life  except  for  11  years  when  I  lived  in  Brook- 
line,  MA,  which,  at  that  time,  I  thought  was  part  of  the  United 
States.  I'm  the  director  of  internal  medicine  at  the  Toronto  hos- 
pital, a  large,  1,400-bed  teaching  hospital  in  Toronto.  And  I  also 
nave  the  good  fortune,  misfortune,  some  would  say,  of  being  the  fi- 
nancial manager  for  our  130-doctor  group  at  the  Toronto  hospital, 
a  group  of  internal  medicine. 

I've  been  asked  to  comment  on  the  GAO  report  in  draft  form  and 
also  had  an  opportunity  to  look  at  the  final  form  and  have  a  few 
comments  to  make  about  it.  First  of  all,  I  think  that  the  report 
does  capture  the  essence  of  the  way  Canada  funds  health  care  pret- 
ty closely.  It's  a  very  good  description  of  the  mechanism  by  which 
health  care  costs  are  funded,  and  it  does  go  into  some  of  the  advan- 
tages and  disadvantages  of  the  Canadian  health  insurance  system. 

It's  pretty  clear  to  me  that  Canada  has  achieved  cost  contain- 
ment via  three  mechanisms,  to  the  extent  it  has,  and  I  would  also 
agree  that  the  governments,  the  provincial  governments  and  the 
government  of  Canada,  are  also  interested  in  containing  costs  even 
further. 

The  three  principal  mechanisms  by  which  costs  have  been  con- 
tained to  the  degree  they  have  include  the  global  budgeting  of  hos- 
pitals, the  physician  fee  negotiations,  and  the  much  streamlined 
administrative  costs.  There  is  no  question  in  my  mind,  from  our 
own  work  of  our  group  at  the  University  of  Toronto,  that  the  global 
budgeting  mechanism  has  been  effective  in  containing  the  growth 
of  expenditures  since  1968,  when  it  was  introduced  in  Ontario,  and 
particularly  when  you  compare  it  to  the  American  experience. 

That  does  have  the  effect  of  containing  technology  diffusion 
which,  as  you've  heard  earlier  today,  has  both  pluses  and  minuses. 

The  physician  fee  negotiations  also  are  an  effective  mechanism 
in  containing  total  expenditures  on  physician  services;  however,  the 
provinces  have  been  less  successful  until  very  recently,  with  the  ex- 
ception of  Quebec,  at  containing  total  volumes.  The  Province  of 
Quebec  has  been  able  to  contain  both  fees  and  volumes. 

Lastly,  the  administrative  costs.  It  is  very  clear  that  one  of  the 
major  advantages  of  being  a  physician  and  administrator  in  Can- 
ada is  the  simplicity  of  the  system.  Everybody  has  the  same  insur- 
ance. It's  very  easy  to  figure  out  that  you're  going  to  get  paid.  The 
forms  are  extremely  simple  to  fill  out  and  the  reporting  mechanism 
back  from  the  government  is  very  hassle  free. 

All  of  these  features,  however,  have  both  advantages  and  dis- 
advantages. The  advantages  of  global  budgeting  are  that  you  can 
contain  expenditures  to  some  degree.  It's  like  an  effective  form  of 
certificate  of  need  legislation.  You  also  can  contain  the  diffusion  of 
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technology  so  that  it  doesn't  get  out  there  before  it  can  be  properly 
evaluated. 

The  disadvantages  are  that  you  often  end  up  with  arbitrary  deci- 
sionmaking, particularly  at  the  highly  technical  end,  which  does 
lead  to  waiting  times,  particularly  when  you  offer  those  services  for 
free.  If  you  tell  somebody  there's  no  price  and  only  offer  a  limited 
amount  of  it,  it's  not  too  hard  to  figure  out — you  don't  need  a  Ph.D. 
in  economics  to  figure  out  that  there  are  going  to  be  people  waiting 
in  line  for  it. 

There  are  some  up  sides,  however,  to  the  global  budgeting  mech- 
anism, which  have  to  do  with  quality  assurance.  If  you  can  take 
advantage  of  the  relationship  between  volume  of  service  and  qual- 
ity of  care,  which  is  well  established  for  surgical  procedures — both 
the  New  York  State  Office  of  Health  and  Harold  Luft  in  San  Fran- 
cisco have  looked  at  this  issue — then  you  can  be  sure  that  when 
you  contain  technology  you  get  it  in  a  high  enough  volume  to  take 
advantage  of  quality  assurance  mechanisms.  That's  one  of  the  ad- 
vantages of  centralized  planning. 

The  issues  as  to  whether  America  should  or  should  not  look  to 
Canada  as  an  example  are  kind  of  striking  to  me.  I've  been  back 
in  Canada  since  1980,  and  originally  I  didn't  think  there  was  too 
much  that  America  had  to  learn  from  Canada  because  the  systems 
seemed  so  different,  except  another  11  years  of  watching  America 
struggle  with  what  you  call  the  Band-Aid  approach,  as  opposed  to 
the  fundamental  reform,  has  led  me  to  conclude  that  I  don't  think 
you're  getting  where  you  want  to  be,  and  I'm  not  entirely  sure 
where  tnat  is  yet,  with  the  pluralistic  approach. 

I  would  echo  the  comments  that  Walter  Maher  made,  because  I 
think  he's  right  on  on  these  comments,  that  you  should  not  confuse 
the  key  components  and  elements  of  a  single  payer,  universal  sys- 
tem with  the  way  in  which  Canada  has  chosen  to  evolve  that  sys- 
tem; that  is,  the  choices  that  have  been  made  from  centralized 
planning  and  from  budgeting  decisions  for  hospitals  are  specifically 
fundamental  political  choices  about  how  long  those  waiting  lines 
are  going  to  be. 

And  the  feedback  mechanism  in  Canada  is  the  political  system, 
because  there's  no  surer  way  to  lose  an  election  than  mismanage- 
ment of  the  health  care  system,  which  is  clearly  the  most  popular 
thing  the  government  does.  So  I  would  not  confuse  the  advantages 
of  a  single-payer  system  with  the  exact  way  that  Canada,  or  any 
other  country,  has  chosen  to  evolve  that. 

I  don't  think  that  the  Canadian  system,  in  its  entirety,  is  trans- 
latable to  this  country,  but  I  do  think  that  every  other  country  in 
the  world  does  it  that  way,  and  maybe  America  is  smart  enough 
and  creative  enough  to  figure  out  another  way  to  get  to  the  same 
objectives  of  universality  and  cost  containment.  It  appears  that,  up 
till  now,  that  hasn't  been  true.  Maybe  there  is  another  way  to  do 
it,  but  certainly  you  have  examples  from  around  the  world  of  how 
every  other  country  does  it,  and  I  do  think  there  are  lessons  for 
America. 

Mr.  Conyers.  Thank  you  very  much  for  your  observations. 
Ms.  Lehnhard,  we  welcome  your  final  comments  on  this  first 
hearing. 
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STATEMENT  OF  MARY  NELL  LEHNHARD,  VICE  PRESIDENT, 
BLUE  CROSS  AND  BLUE  SHIELD  OF  AMERICA 

Ms.  LEHNHARD.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

We  appreciate  the  opportunity  to  testify  on  the  important  issues 
of  health  care  access  and  cost.  Developments  during  the  last  sev- 
eral years  have  convinced  us  that  fundamental  reform  is  necessary 
to  address  both  of  these  problems. 

In  January  of  this  year,  our  board  of  directors  unanimously  ap- 
proved recommendations  to  reform  practices  in  the  small  group  in- 
surance market  so  that  the  practices  that  you  just  heard  described 
in  the  previous  panel  don't  happen  because  of  a  competitive  market 
that's  driven  by  risk  selection.  We  are  committed  to  the  broader 
challenge  of  assuring  affordable  coverage  for  all  Americans  within 
a  pluralistic  system,  not  a  single-payer  system,  and  we  endorse 
three  broad  steps  to  make  our  pluralistic  system  more  effectively. 

First,  we  believe  that  all  Americans  should  be  covered  under  ei- 
ther a  private  health  plan  or,  for  those  unable  to  purchase  private 
insurance,  a  public  program.  The  vast  majority  of  Americans  are 
covered  through  their  workplace.  More  than  80  percent  of  the  unin- 
sured are  somehow  connected  with  a  workplace,  and  we  strongly 
believe  that  the  best  way  to  provide  high-quality  care  is  to  continue 
to  use  the  employment-based  system. 

This  system  isn't  perfect,  and  we're  examining  how  to  make  it 
work  better.  Needed  improvements  include  greater  affordability 
and  continuity  of  coverage  as  people  move  between  jobs  and  health 
plans. 

We  also  recognize  that  those  who  aren't  connected  with  the  work 
force  need  a  more  efficient  way  of  obtaining  health  insurance  cov- 
erage, and  we're  considering  reforms  needed  in  the  individual  in- 
surance market,  and  we're  looking  specifically  at  the  use  of  the  tax 
system  to  enable  more  people  to  purchase  private  insurance. 

As  a  second  step,  we  will  be  considering  major  strategies  to  ad- 
dress costs  more  effectively.  Our  system  has  a  long  history  of  initia- 
tives to  limit  the  cost  of  medical  services,  and  we've  expanded  our 
efforts  in  recent  years.  Blue  Cross  and  Blue  Shield  plans  were 
founded  on  the  idea  of  contracting  with  physicians  and  hospitals, 
and  our  plans  continue  to  use  these  contracts  to  manage  the  costs 
in  their  communities. 

Other  current  initiatives  include  selective  contracting,  prenatal 
and  child  health  programs,  technology  assessment,  innovative  pay- 
ment policies,  and,  finally,  aggressive  fraud  and  abuse  activities. 

We  recognize  that  much  more  needs  to  be  done  to  control  costs. 
Our  work  on  a  national  strategy  includes  addressing  not  just  the 
price  of  services,  as  is  the  focus  of  control  in  Canada,  but  the  need 
to  manage  the  number  of  services  and  the  quality  of  those  services. 
We're  also  developing  strategies  to  reduce  the  administrative  costs 
of  insurers  and  providers. 

We  believe  a  single-payer  system  is  not  the  answer  in  a  country 
such  as  ours  where  the  most  fundamental  problem  is  not  price  but 
excessive  and  unnecessary  use  of  services.  We  believe  a  single- 
payer  system  would  in  fact  freeze  into  place  excess  capacity,  move 
market  decisions  to  a  highly  political  environment,  and  stifle  the 
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very  innovation  that  countries  like  Canada  are  now  realizing  they 
need  to  look  at  in  the  United  States. 

Recently,  the  issue  of  insurance  administrative  costs  has  received 
attention.  We're  pleased  to  say  that  Blue  Cross  and  Blue  Shield 
plans  return  over  90  cents  on  the  dollar,  and  that  includes  both 
small  group  coverage  and  individual  coverage,  which  is  more  costly 
to  administer  than  large  group  coverage. 

Finally,  as  our  third  step,  we  believe  a  well-functioning  insurance 
market  is  essential,  one  that  competes  not  on  risk  selection  but  on 
ability  to  manage  costs.  We  support  a  number  of  efforts  to  assure 
that  all  employers,  especially  small  employers,  have  access  to  pri- 
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Mr.  Chairman  and  Members  of  the  Committee,  I  am  Mary  Nell 
Lehnhard,  Vice  President  of  the  Blue  Cross  and  Blue  Shield 
Association.     The  Association  is  the  coordinating  organization 
for  the  73  Blue  Cross  and  Blue  Shield  Plans  throughout  the 
nation.     Collectively,  the  Plans  provide  health  benefit 
protection  for  more  than  70  million  Americans. 

Since  their  inception  in  the  1930s,  Blue  Cross  and  Blue  Shield 
Plans  have  been  committed  to  developing  and  improving  the 
nation's  pluralistic  health  financing  and  delivery  system.  To 
that  end,  we  work  in  partnership  with  consumers,  employers, 
labor  unions,  health  care  providers  and  government.  Our 
commitment  continues  today  as  we  address  the  complex  issue  of 
providing  access  to  affordable  health  care  for  the  nation's 
uninsured  population. 

We  welcome  the  opportunity  to  address  the  Committee  on  the 
important  matters  of  health  care  access  and  cost.     In  my 
testimony  today,   I  will: 

o        Offer  a  historical  context  for  the  current  access 


problem; 


o 


Cross  and  Blue 


Review  some  of 


the  efforts  underway  within  the  Blue 
Shield  system  to  hold  down  health  care 


costs;  and 


o 


Discuss  how  we 


believe  this  country  can  build  on  the 
system  to  assure  coverage  for  all 


employer-based 
Americans . 
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Cost  and  Access  Issues  In  Context 

A  number  of  historical,  demographic  and  economic  factors  have 
contributed  to  our  current  problems  of  rising  health  care  costs 
and  decreased  access  to  private  insurance.     I  would  like 
briefly  to  address  some  of  these,   in  order  to  provide  a  context 
for  our  discussion  today. 

The  federal  government  did  not  take  an  active  role  in  civilian 
health  care  policy  until  the  middle  of  this  century,  when 
Congress  created  several  programs  designed  to  expand  the 
availability  of  medical  facilities  and  services.  The 
Hill-Burton  Act  provided  funds  for  hospital  construction; 
creation  of  the  National  Institutes  of  Health  aided  in  the 
development  of  health  care  technologies;  and  manpower  grants 
allowed  the  nation  to  increase  its  supply  of  physicians,  nurses 
and  allied  health  professionals. 

After  making  substantial  progress  in  improving  the  supply  of 
health  care  services,  Congress  accepted  a  major  challenge  in 
health  care  financing  through  its  enactment  of  the  Medicare  and 
Medicaid  programs  in  1965.     Medicare  and  Medicaid  offered 
millions  of  Americans  access  to  the  health  care  system,  and 
thus  dramatically  increased  the  demand  for  health  care  services 

The  positive  effects  of  these  and  other  programs  became 
apparent  quite  rapidly:   infant  mortality  rates  declined, 
childhood  vaccination  became  widespread,   and  elderly  people 
were  able  to  obtain  necessary  medical  treatments.     During  the 
1970s  and  1980s,  however,  some  negative  effects  emerged  as 
well.     Federal  health  programs  were  enacted  at  a  time  when 
economic  growth  was  in  double  digits  and  health  care  inflation 
did  not^exceed  6  or  7  percent  --_  few^observers  predicted  the 
cost  increases  that  would  result  as  billions  of  new  dollars 
entered  the  health  care  system. 
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Other  factors  also  contributed  to  rising  health  care  costs.  An 
aging  population  and  social  changes,  such  as  a  dramatic  rise  in 
drug  abuse  and  violent  crime/  increased  the  need  for  medical 
services.     Advances  in  medical  technology  led  to  high-priced 
equipment  and  treatments.     Success  in  treating  once-fatal 
diseases  saved  lives  but  increased  the  demand  for  renal 
dialysis,  chemotherapy  and  other  long-term  treatments.     And  new 
diseases,  notably  AIDS,  brought  serious  illness  into  the  lives 
of  formerly  healthy  groups  of  people. 

Against  this  backdrop  of  increasing  costs,  the  federal 
government  enacted  programs  to  stem  capital  spending  and  began 
to  rely  heavily  on  Medicare  payment  strategies  to  reduce 
expenditures  and  influence  provider  behavior.     Private  payers 
developed  new  strategies  of  cost  containment,  including 
hospital  bill  audits  and  utilization  review  programs. 

American  business,  faced  with  increasing  foreign  competition, 
turned  to  HMOs,  PPOs  and  other  arrangements  that  permitted  some 
control  over  the  cost  of  employee  health  benefits.  An 
increasing  number  of  large  firms  abandoned  the  health  insurance 
system  entirely,  choosing  instead  to  self-fund  their  benefit 
plans.     Employers  also  made  greater  use  of  traditional 
measures,  such  as  deductibles  and  coinsurance,  and  new  ones, 
such  as  coordination  of  benefits,  to  help  hold  down  utilization. 

Rising  costs  and  changes  in  the  financing  and  delivery  of 
health  benefits  brought  new  gaps  in  access  to  health  care.  The 
new  cost-consciousness  of  employers  made  it  difficult  for 
health  care  providers  to  spread  the  costs  of  uncompensated  care 
to  insurers  and  employers.     And  a  growing  number  of  employers 
and  workers,  particularly  those  in  small  and  mid-sized  firms, 
found  health  coverage  unaf f ordable.     Many,  of  the  smaller  firms, 
often  operating  on  slim  margins,  found  themselves  unable  to 
provide  programs  with  adequate  coverage  —  or  to  provide  any 
coverage  at  all. 
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Access  has  become  a  major  public  policy  issue,  exacerbated  by- 
health  care  costs  that  reached  $690  billion  in  1990  —  12.2 
percent  of  GNP. 

In  the  mid-1980s,  the  Blue  Cross  and  Blue  Shield  Association 
redoubled  its  efforts  in  the  areas  of  health  care  access  and 
costs.  At  that  time,  we  identified  some  underlying  concerns 
and  developed  the  position  that  these  problems  would  best  be 
addressed  by  undertaking  the  following: 

°        Reforming  the  Medicaid  program  to  increase  eligibility 
to  all  those  who  are  below  the  poverty  level  and  break 
the  link  to  welfare  programs  so  that  low-income 
working  people  are  eligible; 

°        Amending  ERISA  to  treat  self-funded  and  insured 

employers  equitably  and  to  provide  preemption  for 
state  mandated  benefits; 

°        Equalizing  the  tax  treatment  for  self-funded 
employers;  and 

°        Creating  state  high-risk  pools,  where  necessary,  for 
uninsurable  individuals. 

Where  Do  We  Go  From  Here? 

Developments  during  the  last  several  years  have  convinced  us 
that,   in  addition  to  the  steps  we  have  recommended  in  the  past, 
more  fundamental  reform  is  necessary  to  address  health  care 
access  and  cost  concerns.     We  have  made  a  commitment  to  address 
these  problems  through  the  development  of  recommendations  for 
both  governmental  and  private  sector  activities.  

Among  our  first  steps  was  the  development  of  a  position  on 
assuring  access  in  the  most  troubled  segment  of  the  insurance 
market  --  the  small  group  market.     In  January  of  this  year,  the 
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Board  of  Directors  of  the  Blue  Cross  and  Blue  Shield 
Association  unanimously  approved  recommendations  to  reform 
insurance  practices  in  ways  that  will  help  small  groups^ 

We  now  are  committed  to  the  broader  challenge  of  assuring 
affordable  coverage  for  all  Americans.     We  continue  to  believe 
very  strongly  that  a  pluralistic  system  is  the  best  way  to  meet 
the  health  care  needs  of  all  Americans.     Such  a  framework 
offers  consumers  a  degree  of  independence  and  choice,     as  well 
as  room  for  the  medical  advances  and  quality  care  they  have 
come  to  expect.     We  believe  there  are  three  broad  steps  that  we 
must  take  to  make  our  pluralistic  approach  more  effective. 

Step  One:     Make  Coverage  Available  for  All  Americans 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  all 
Americans  and  their  families  should  be  covered  under  either  a 
private  health  plan  or,  for  those  unable  to  purchase  private 
insurance,   a  public  program. 

Currently,  the  vast  majority  of  Americans  are  insured  through 
the  workplace,  and  more  than  80  percent  of  the  uninsured  are 
either  workers  or  dependents  of  workers.     Therefore,  we 
strongly  believe  that  the  best  way  to  provide  high  quality 
health  care  is  through  the  employment-based  system.  This 
system  has  served  the  American  public  well  during  the  past  50 
years,  and  it  has  the  flexibility  to  respond  to  the  needs  and 
desires  of  both  employers  and  employees. 

The  employment-based  system  is  not  perfect,   and  we  are 
examining  how  to  make  it  work  better.     Necessary  improvements 
include  greater  af f ordabi lity ,  continuity  of  coverage  for  those 
changing  jobs,  and  equitable  treatment  of  self-funded  and 
insured  benefit  plans. 
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The  Blue  Cross  and  Blue  Shield  Association  also  is  considering 
how  to  address  the  coverage  needs  of  non-working  individuals, 
because  some  people  lack  a  direct  or  indirect  connection  to  the 
workplace.     The  Blue  Cross  and  Blue  Shield  Association  believes 
that  supplementation  by  a  combination  of  public  and  private 
plans  is  appropriate.     We  are  particularly  interested  in 
broadening  the  use  of  tax  subsidies  in  a  way  that  will  minimize 
reliance  on  public  coverage  and  bring  private  coverage  within 
the  reach  cf  more  lower-income  individuals. 

Step  Two:    Make  Coverage  Affordable 

Access  to  health  care  coverage  is  illusory  unless  the  coverage 
is  affordable.     And  with  medical  costs  continuing  to  outpace 
general  inflation,   assuring  af f ordability  is  a  difficult  task. 

Our  system  has  a  long  history  of  undertaking  initiatives  to 
limit  the  cost  of  medical  services,  and  we  have  expanded  cost 
containment  efforts  in  recent  years.     Blue  Cross  and  Blue 
Shield  Plans  were  founded  on  the  idea  of  selective  contracting 
with  physicians  and  hospitals.     They  have  a  long  history  of 
controlling  costs  through  contract  arrangements  that  limit 
subscribers'   liability  while  assuring  that  covered  services  are 
compensated  adequately.     Plans  also  have  contract  arrangements 
with  physicians  that  limit  payments  to  reasonable  amounts  and 
protect  subscribers  from  "balance  billing."    The  federal 
government  recognized  the  importance  of  these  strategies  when 
it  incorporated  them  into  the  Medicare  program. 

Blue  Cross  and  Blue  Shield  Plans  are  proud  of  their  leadership 
role  in  health  care  quality  and  cost  containment  through 
managed. care.     Our  system  now  operates  164.  managed  care 
programs  in  4  7  states.     These  HMOs,  PPOs  and  point-of-service 
arrangements  cover  17.5  million  of  our  subscribers.     The  Blue 
Cross  and  Blue  Shield  system  operates  the  largest  PPO  network 
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and  the  second-largest  HMO  network  in  the  country.  Overall, 
close  to  half  of  Blue  Cross  and  Blue  Shield  subscribers 
participate  in  HMO,  PPO  or  managed  traditional  arrangements  and 
the  proportion  continues  to  increase. 

Utilization  management  efforts  —  through  precertif ication, 
hospital  bill  audits,  case  management  and  other  strategies  — 
result  in  cost  savings  for  Plans  and  subscribers.     They  also 
assure  that  subscribers  receive  only  necessary  medical 
treatments.     A  year-long  test  of  a  medical  review  program  used 
by  Blue  Cross  and  Blue  Shield  Plans  found  that  certain  common 
procedures,  including  hysterectomies  and  tonsillectomies,  were 
seriously  overused  by  providers.     Through  this  and  similar 
programs,  our  Plans  seek  to  limit  the  inappropriate  use  of 
medical  treatments,  with  their  attendant  costs  and  medical 
risks . 

The  Blue  Cross  and  Blue  Shield  system  is  constantly  developing 
innovative  cost  and  quality  control  programs  in  a  broad  range 
of  areas.     We  have  learned  a  great  deal  from  these  efforts,  and 
we  will  continue  to  improve  upon  them.     Highlights  of  our 
current  initiatives  include: 

o        Selective  contracting  —    Many  Blue  Cross  and  Blue 

Shield  Plans  are  using  selective  contracting  to  target 
certain  services  with  histories  of  high  costs, 
inconsistent  quality  or  inappropriate  use.  Such 
programs  are  especially  common  in  areas  such  as  mental 
health  and  substance  abuse  treatment,  prescription 
drugs  and  laboratory  services.     For  example,  Blue 
Cross  and  Blue  Shield  of  Michigan  has  begun  a  clinical 
laboratory  preferred  provider  organization,  Premier 
PLUS  (Prudent  Laboratory  Use).     The  .Plan  has 
contracted  with  six  clinical  laboratory  firms,  which 
operate  approximately  70  centers  in  the  state.  About 
50  standard  lab  procedures  will  continue  to  be 
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performed  in  physicians'   offices,   but  more  complex 
tests  will  be  done  by  the  six  firms.     Tests  done  at 
non-contracting  facilities  will  be  reimbursed  at  lower 
rates . 

o        Prenatal  and  child  health  initiatives  — 

Recognizing  that  high  quality  prenatal  and  child 
health  care  saves  lives  and  reduces  long-tersa  medical 
costs,  many  of  our  Plans  have  developed  new  programs 
for  mothers  and  children.     At  least  14  Plans  operate 
Caring  Programs  for  Children,  which  provide  primary 
health  care  benefits  free  of  charge  to  children  of 
low-income  families  who  are  not  eligible  for 
Medicaid.     Blue  Cross  and  Blue  Shield  of  Virginia 
offers  a  program  called  Baby  Benefits,  a 
worksite-based  program  that  provides  pregnant  women 
with  risk  assessment,  education  and  intervention. 

o        Technology  assessment  programs  —    Blue  Cross  and 
Blue  Shield  Plans  devote  considerable  resources  to 
evaluating  the  safety  and  efficacy  of  new  medical 
technologies  and  the  appropriate  use  of  common 
treatments.     In  addition,  the  Blue  Cross  and  Blue 
Shield  Association's  Technology  Evaluation  and 
Coverage  (TEC)  Program  has  completed  more  than  200 
evaluations  of  medical  equipment  and  procedures  since 
1985,  making  the  Association  an  acknowledged  leader  in 
the  field  of  technology  assessment. 

o        Centers  of  Excellence  for  the  provision  of 

specialized  medical  procedures  —    The  Blue  Cross  and 
Blue  Shield  Association  has  developed  networks  of 
medical  centers  that  will  provide  high  quality  organ 
transplant  services  to  Blue  Cross  and  Blue  Shield 
subscribers,  and  many  of  our  member  Plans  have 
developed  their  own  networks  for  treatment  of  other 
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complex  conditions.     In  1990,   for  example,  Blue  Cross 
and  Blue  Shield  of  Arizona  designated  four 
rehabilitation  centers  that  will  provide  its 
subscribers  with  high-quality  treatment  for  head 
trauma  at  a  set  fee. 

o        Changes  in  payment  policy  —    Many  Plans  have  found 
that  innovative  provider  payment  strategies  can  hold 
down  rising  medical  costs.     For  example,  Blue  Cross 
and  Blue  Shield  of  Minnesota  has  developed  a 
sophisticated  new  medical  payment  system  that  links 
hospital  reimbursement  to  patient  outcomes.     Using  a 
software  system,  the  Plan  bases  hospital  payment  on  a 
patient's  expected  outcomes  and  medical  resource 
needs.     Blue  Cross  and  Blue  Shield  of  Florida  has 
implemented  a  new  prescription  drug  program, 
MediScript,  which  incorporates  a  pharmacy  network, 
negotiated  payment  allowances  and  other  cost-saving 
features . 

o        Aggressive  anti-fraud  measures  —    By  1990, 

approximately  30  Blue  Cross  and  Blue  Shield  Plans  had 
divisions  especially  created  to  uncover  and  prosecute 
illegal  reimbursement  schemes,  and  another  20  Plans 
used  their  internal  audit  departments  to  discover 
fraud  and  abuse.     California  Blue  Shield's  Special 
Investigative  Unit  has  a  full-time  staff  of  five  and 
an  annual  operating  budget  of  $300,000.     The  Plan 
estimates  that  the  unit's  work  saved  subscribers  $9.2 
million  in  1990. 

Recently,  the  issue  of  insurance  administrative  costs  has 
received  increasing  attention.     We. are_proud  .that. .our. Plans 
return,  on  average,  90  cents  in  services  for  each  premium 
dollar  collected.     This  figure  includes  both  nongroup  and 
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small  group  business.     Profit  is  not  an  ingredient  of 
administrative  expense  in  the  Blue  Cross  and  Blue  Shield 
system,  and  all  earnings  are  retained  solely  for  the  benefit  of 
our  subscribers. 

Blue  Cross  and  Blue  Shield  Plans  are  devoting  increasing  levels 
of  resources  to  cost  containment  and  health  care  quality 
initiatives.     These  efforts  contribute  to  administrative  costs 
but  also  result  in  net  savings.     Information  from  27  of  our 
Plans,  for  example,  shows  that  benefits  management  programs 
cost  them  $73  million  in  1989.     These  efforts  resulted  in 
overall  savings  of  $303  million  —  more  than  4  dollars  saved 
for  each  dollar  spent. 

Although  we  have  made  great  progress  in  assuring  that  our 
subscribers  receive  affordable  health  care  services,  certain 
cost  factors  are  beyond  our  control.     We  are  limited  in  our 
ability  to  prevent  the  overabundance  of  costly  medical 
equipment  and  devices,  which  often  leads  to  induced  demand. 
State  governments  and  the  courts  often  order  Plans  to  pay  for 
certain  medical  services.     And  we  are  unable  to  alter 
demographic  or  social  changes,  such  as  the  crime  rate  and  the 
aging  of  the  population. 

In  light  of  these  factors,  we  recognize  our  inability  to  affect 
major  changes  in  health  care  costs  and  assure  af f ordability  of 
coverage  on  our  own.     To  achieve  this  goal  —  and  the 
corresponding  objective  of  increasing  access  —  all  of  the 
parties  involved  must  participate  in  developing  solutions. 

Step  Three:     Assure  A  Well-Functioning  And  Competitive 
Insurance  Market    .   

The  Blue  Cross  and  Blue  Shield  Association  believes  that  a 
well-functioning  and  competitive  insurance  market  is  essential 
to  assuring  universal  access  through  a  pluralistic  system. 
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Eliminating  the  current  imbalances  between  self-funded  and 
insured  benefit  plans  would  be  a  valuable  step  toward  improving 
the  efficiency  of  the  insurance  market.     Because  ERISA  protects 
self-funded  employers  from  state  regulation,  these  employers 
are  not  required  to  provide  state  mandated  benefits  —  nor  do 
they  pay  state  premium  taxes  or  share  in  the  costs  of  state-run 
high-risk  pools  for  individuals.     Legal  imbalances  shift  these 
burdens  onto  insured  employers,  who  tend  to  be  the  small  and 
medium-sized  companies  that  are  least  able  to  afford  the 
additional  costs. 

Equal  treatment  of  insured  and  self-funded  plans  would  serve  as 
an  important  step  toward  improved  competition.     However,  we 
also  recognize  the  need  for  reform  in  the  health  insurance 
market.     To  understand  the  nature  of  the  necessary  reforms,  it 
is  helpful  to  understand  how  the  health  insurance  industry 
developed. 

The  nature  of  private  health  insurance  has  changed  as  the 
insurance  industry  has  grown.     When  Blue  Cross  and  Blue  Shield 
Plans  began  providing  insurance  coverage  in  the  1930s,  every 
applicant  was  accepted  for  coverage,  regardless  of  health 
status.     In  addition,  all  subscribers  in  a  given  area  were 
charged  the  same  price  for  coverage  —  a  practice  known  as 
community  rating.     In  this  way,  the  cost  of  coverage  for 
enrollees  with  the  poorest  health  risks  was  kept  at  the  most 
affordable  level  possible,  because  lower-risk  enrollees  heavily 
subsidized  the  costs  of  higher-risk  enrollees. 

However,  as  competition  increased  in  the  health  insurance 
market,  underwriting  and  rating  practices  similar  to  those 
traditionally  used  in  other  lines  of  business  began  to  appear. 
These  practices  included  denying  coverage  to  Jiigh-risk 
applicants  and/or  charging  such  applicants  higher  rates.  These 
higher  rates  reflect  the  fact  that  only  a  few  high-cost 
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enrollees  can  generate  substantial  claims  costs.     On  average, 
only  4  percent  of  insured  individuals  generate  50  percent  of 
claims,  while  20  percent  of  enrollees  generate  80  percent  of 
claims . 

In  this  competitive  environment,   insurers  that  continued  to 
accept  all  risks,  or  had  even  marginally  more  liberal 
enrollment  practices,  ended  up  with  a  worse  mix  of  risks. 
They  conseguently  were  forced  to  charge  higher  rates  than 
insurers  that  had  been  more  selective,  causing  them  to  lose 
their  low-risk  enrollees,  who  could  find  better-priced  coverage 
elsewhere.     These  carriers  were  left  with  higher-risk 
enrollees,  who  had  nowhere  else  to  go,  and  risk  pools  that 
deteriorated  over  time. 

This  phenomenon,  known  as  the  "adverse  selection  spiral," 
explains  why  few  insurers  today  can  continue  to  accept 
high-risk  enrollees  and  remain  competitive.     It  also  explains 
why  more  people  are  found  to  be  "uninsurable"  or  insurable  only 
at  high  cost. 

The  competition  for  the  lowest-risk  enrollees  has  led  many 
insurers  to  price  coverage  at  levels  that  more  closely  reflect 
the  risk  of  a  particular  group  or  individual.     The  cumulative 
effect  is  increasing  segmentation  of  the  insurance  market  and  a 
declining  ability  of  Blue  Cross  and  Blue  Shield  Plans  to  retain 
their  traditional  practices  while  remaining  competitive  in  the 
market . 

The  increasing  cost  of  health  care  also  has  diminished  our 
ability  to  accept  all  applicants  and  to  community  rate 
coverage.     For  many  years,  our  Plans  were  able  to  continue 
their  early  practices ,  because  they  were  able,  to  offset  the 
cost  of  high-risk  enrollees  by  controlling  overall  costs.  In 
addition  to  the  cost  management  tools  described  earlier,  Plans 
also  had  the  advantage  of  provider  discounts  and  preferred 
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federal  and  state  tax  treatment.     But,  as  these  advantages 
eroded,  so  too  did  Plans'  ability  to  maintain  their  earlier 
practices  in  a  competitive  market.     While  a  number  of  Plans 
continue  to  provide  coverage  on  an  open  enrollment,  community 
rated  basis  in  the  small  group  and  individual  markets,  other 
Plans  have  had  to  change  their  practices  in  order  to  compete  in 
their  markets. 

The  Blue  Cross  and  Blue  Shield  Association  believes  that 
reforms  are  necessary  to  replace  competition  based  on  ability 
to  select  risks  with  competition  based  on  ability  to  control 
costs.     Specifically,  the  Blue  Cross  and  Blue  Shield  system 
supports : 

o        Assuring  that  small  employers  have  access  to  private 
insurance,  regardless  of  health  status,  occupation  or 
geographic  location; 

o        Assuring  that  states  have  a  range  of  options  to  choose 
from  in  providing  for  the  availability  of  private 
insurance  to  small  employers; 

o        Assuring  that  small  group  coverage  is  provided  at 
fairly  established  rates; 

o        Assuring  that  no  small  employer  is  dropped  from 
coverage  because  of  poor  claims  experience; 

o        Assuring  the  adequate  effective  enforcement  of  all 
carrier  requirements; 

o        Assuring  the  equitable  sharing  among  carriers  of  both 
high-risk  small,  employers  and  the  losses,  associated 
with  covering  these  high  risks;  and 

o        Assuring  the  availability  of  lower-cost  products. 
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With  respect  to  assuring  small  employers  access  to  private 
insurance,  BCBSA  believes  that  states  should  have  the 
flexibility  to  choose  an  approach  that  meets  the  needs  of  their 
environments.     One  approach  that  has  received  a  lot  of 
attention  would  require  all  carriers  to  offer  coverage  to  small 
employers  on  a  guaranteed  issue  basis  and  is  dependent  on  a 
private  reinsurance  mechanism  to  help  carriers  spread  the  costs 
associated  with  high-risk  groups. 

While  this  approach  may  be  appropriate  in  some  states  —  where 
participation  in  reinsurance  is  voluntary  —  we  believe  it  is 
equally  important  for  states  to  be  able  to  choose  approaches 
that  do  not  rely  on  guaranteed  issue  and  a  reinsurance 
mechanism.     While  we  believe  that  this  represents  one  option 
for  states,  we  also  support  several  alternative  approaches.  In 
general,  these  approaches  would  assure  that  all  small  groups 
had  access  to  private  coverage  and  that  all  carriers  would 
comply  with  the  requirements  noted  above. 

One  alternative  that  would  assure  that  coverage  is  available  to 
all  small  groups  would  identify  at  least  one  insurer  that 
voluntarily  provides  such  coverage  and  meets  all  other 
requirements . 

This  approach  recognizes  that  in  some  states  at  least  one 
insurer  already  offers  comprehensive  coverage  on  a  guaranteed 
issue  basis  to  small  employers.     In  New  York  and  Pennsylvania, 
Blue  Cross  and  Blue  Shield  Plans  offer  year-round  "open 
enrollment"  for  all  their  small  group  products  and  charge  a 
single  rate  for  all  small  groups  in  an  area.     Requiring  other 
insurers  in  the  state  to  offer  guaranteed  issue  coverage  would 
be  unnecessary. 


Another  approach  would  require  all  insurers  in  the  small  group 
market  to  accept  otherwise  uninsurable  groups  through  placement 
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of  such  groups  by  a  state  program.     Uninsurable  groups  would 
select  coverage  from  the  carriers  in  the  state  under  rules  set 
up  to  assure  fair  distribution  of  such  groups. 

This  alternative  has  the  advantages  of  providing  incentives  for 
insurers  to  manage  high-risk  cases,  being  easier  and  less 
expensive  to  administer  and  simpler  to  enforce  than  a 
reinsurance  mechanism. 

With  respect  to  access  to  those  who  are  not  part  of  an  employer 
group,  our  current  position  is  that  states  whose  Blue  Cross  and 
Blue  Shield  Plans  do  not  provide  nongroup  coverage  on  an  open 
enrollment  basis  should  establish  high-risk  pools  to  provide 
access  to  coverage  for  uninsurable  individuals. 

Our  efforts  to  date  have  focused  on  necessary  reforms  in  the 
small  group  market.     We  recognize  that  more  comprehensive 
change  also  may  be  needed  in  the  individual  market.     It  is 
important  to  understand,  however,  that  reforming  the  individual 
market  will  be  much  more  difficult  than  reforming  the  small 
group  market. 

Of  all  the  health  insurance  markets,  the  individual  market  has 
the  most  severe  problem  of  adverse  selection.     In  this  market, 
individuals  make  choices  about  whether  they  need  coverage  and 
which  type  of  coverage  to  buy  based  on  their  perceived  or 
anticipated  need.     Thus,  individuals  who  need  medical  care  tend 
to  choose  the  most  comprehensive  coverage  available,  while 
healthy  individuals  choose  either  lower-cost  coverage  or  no 
coverage  at  all.     And  in  contrast  to  the  small  group  market, 
where  a  group  may  contain  several  healthy  employees  for  every 
high-risk  employee,  high-risk  individuals  do  not  bring  along 
with  them  other  healthy  individuals  who  may  help.. offset  their 
costs . 
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The  Blue  Cross  and  Blue  Shield  System  Supports  a  Pluralistic 
Health  Care  System 

No  reasonable  person  would  deny  that  the  American  health  care 
system  is  in  need  of  reform.     The  question  is:  What  type  of 
reform  should  we  adopt?     The  Blue  Cross  and  Blue  Shield 
Association  believes  that  the  problems  of  health  care  cost  and 
access  can  best  be  addressed  through  reforms  that  maintain  our 
current  pluralistic  system  of  health  care  financing  and 
delivery. 

Some  observers  would  prefer  a  Canadian-style  single  payer 
system,     While  recognizing  that  the  Canadian  people  voice 
strong  support  for  their  health  care  system,   the  Blue  Cross  and 
Blue  Shield  Association  does  not  believe  that  a  Canadian-style 
system  would  translate  well  to  the  United  States. 

First,   a  single  payer  system  would  discourage  innovation.  In 
our  competitive  health  care  environment,  carriers  have 
incentives  to  experiment  with  provider  payment,  service 
delivery,  monitoring,   and  other  strategies.     Those  experiments 
have  brought  us  rapid  increases  in  HMO  and  PPO  enrollment,  the 
emergence  of  medical  practice  guidelines,   and  other 
improvements  in  health  care  financing  and  delivery. 
Innovations  such  as  these  are  not  common  among  single  payer 
systems  in  Canada  or  other  countries. 

Second,  because  single  payer  systems  lack  the  flexibility  of 
private  systems,   and  because  they  generally  build  on  health 
care  models  already  in  place,   they  tend  to  institutionalize 
imperfections  in  the  existing  system.     Excess  capacity  and 
inefficiency  —  the  status  quo  —  are  frozen  into  place  when 
payers  and  providers .  cease  to . compete . for  business. 

Finally,  people  in  the  U.S.  are  unlikely  to  support  a  single 
payer  system.     Surveys  do  show  that  Americans  view  our  health 
care  system  as  troubled  and  in  need  of  reform.     At  the  same 
time,  however,  they  express  satisfaction  with  their  own  health 
care  arrangements  and  a  reluctance  to  contribute  to  reform 
efforts  from  their  own  income.     In  other  words,  Americans 
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support  national  health  insurance  —  but  only  for  other  people 
and  only  if  it  doesn't  cost  them  very  much.     These  attitudes 
can  hardly  be  construed  as  a  ringing  endorsement  of  a  single 
payer  system. 

Innovations  such  as  managed  care  and  health  promotion  indicate 
that  all  participants  in  the  existing  system  —  insurers, 
providers  and  consumers  —  are  taking  on  new  responsibilities 
that  will  assure  the  provision  of  high-quality,  cost-effective 
care.     Assumption  of  control  by  any  single  party  would  alter 
the  equation,  disrupting  the  beneficial  developments  that  are 
emerging . 

Conclusion 

The  Blue  Cross  and  Blue  Shield  Association  recognizes  that 
health  care  cost  and  access  problems  are  very  serious  and 
demand  a  concerted  effort  by  the  private  sector  and 
government.     At  the  same  time,  we  need  to  note  that  these 
problems  have  arisen  because  of  a  combination  of  demographic 
and  societal  changes  that  have  created  a  broad  array  of  other 
social  difficulties  as  well. 

The  problem  of  the  uninsured  should  not  be  viewed  as  an 
indictment  of  the  private,  multiple-payer  system  of  health  care 
financing.     The  private  system  is  meeting  the  health  care 
financing  needs  of  the  overwhelming  majority  of  Americans. 
Changes  must  be  made,  but  we  believe  that  the  most  effective 
reform  will  build  on  the  system  that  currently  provides 
coverage  to  a  majority  of  Americans.     Two-thirds  of  the 
nonelderly  have  health  coverage  through  our  employment-based, 
multiple  payer  system,  -.and  the  -vast  .majority  .are  pleased  with 
that  coverage. 
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The  Blue  Cross  and  Blue  Shield  Association  is  ready  and  willi 
to  move  ahead  with  government  to  develop  a  series  of 
well-planned,  coordinated  steps  to  assure  access  to  the 
uninsured  and  to  control  increases  in  health  care  costs  that 
have  made  access  the  serious  problem  it  is  today. 
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Mr.  Conyers.  Thank  you  very  much.  I  regret  that  we  must  inter- 
rupt you,  but  we  have  to  make  a  vote  that's  pending  on  the  floor. 
Your  testimony  that  has  been  prepared  will  be  incorporated  en- 
tirely into  the  record,  and  we  will  be  contacting  you  with  some  fol- 
lowup  questions  that,  if  you  would  respond  to  in  writing,  we  will 
include  in  the  record. 

Thank  you  for  your  understanding.  We  think  this  is  an  impor- 
tant first  hearing,  and  we  welcome  your  attendance  and  participa- 
tion. 

The  committee  stands  adjourned. 

[Whereupon,  at  1:55  p.m.,  the  committee  adjourned,  to  reconvene 
Tuesday,  June  11,  1991.] 


EFFICIENCY  AND  COST  EFFECTIVENESS 
OF  THE  U.S.  HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 


TUESDAY,  JUNE  11,  1991 


House  of  Representatives, 
Committee  on  Government  Operations, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
2154,  Rayburn  House  Office  Building,  Hon.  John  Conyers,  Jr. 
(chairman  of  the  committee)  presiding. 

Present:  Representatives  John  Conyers,  Jr.,  Robert  E.  Wise,  Jr., 
Matthew  G.  Martinez,  Patsy  T.  Mink,  Collin  C.  Peterson,  Rosa  L. 
DeLauro,  Frank  Horton,  J.  Dennis  Hastert,  Christopher  Shays, 
Craig  Thomas,  Ileana  Ros-Lehtinen,  Dick  Zimmer,  William  H. 
Zeliff,  Jr.,  David  L.  Hobson,  Scott  L.  Klug,  and  Bernard  Sanders. 

Staff  present:  Julian  Epstein,  staff  director;  Frank  Clemente, 
senior  policy  advisor;  Verita  Custis,  professional  staff  member; 
Ellen  Rayner,  chief  clerk;  Marilyn  Jarvis,  staff  member;  Jared  Bur- 
den, minority  counsel;  and  Danny  Wedding,  congressional  fellow. 

Mr.  Conyers.  Good  morning. 

The  committee  will  come  to  order. 

Today  we  are  holding  our  second  hearing  at  the  full  committee 
level  on  the  efficiency  and  cost  effectiveness  of  the  U.S.  health  care 
system:  A  comparison  with  Canada. 

We  are  looking  at  the  economy  and  efficiency  of  our  health  sys- 
tem comparing  it  with  that  of  our  foreign  neighbor. 

Overhauling  America's  health  system  is  a  critical  issue  because 
we  have  both  a  moral  obligation  to  provide  health  insurance  to  all 
Americans  and  because  of  the  practical  need  to  get  control  over  the 


The  crisis  in  health  care  is  not  just  one  that  affects  the  poor,  al- 
though they  bear  the  heaviest  burden. 
In  fact,  most  people  without  health  insurance  work  every  day. 
Medical  bankruptcies  reach  deep  into  the  ranks  of  middle-  and 
even  upper-income  families. 

Exclusions  from  insurance  due  to  preexisting  conditions,  or  be- 
cause a  person  has  exhausted  his  or  her  benefits,  are  the  same 
whether  you  are  rich  or  poor. 

At  our  hearing  last  week,  Comptroller  General  Bowsher  pre- 
sented a  new  General  Accounting  Office  study  prepared  for  the 
committee  that  analyzed  the  lessons  for  the  United  States  of  a  sin- 
gle-payer Canadian  nealth  insurance  system. 

The  lesson  is  clear:  Their  system  provides  quality  care  and  oper- 
ates more  efficiently  than  our  own  in  three  key  areas. 
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First,  Canada  provides  universal  coverage  and  comprehensive 
care  to  all  citizens  with  no  copayments,  deductibles,  or  extra  bill- 
ing. 

In  comparison,  the  United  States  spends  25  percent  more  per 
person  than  Canada  and  still  has  33  million  people  without  insur- 
ance, plus  tens  of  millions  more  who  are  underinsured. 

Second,  because  Canadian  provincial  governments  act  as  the  sin- 
gle payer  for  health  services,  they  reap  enormous  savings  by  reduc- 
ing administrative  waste. 

The  GAO  study  estimates  that  if  the  United  States  were  to  pro- 
vide universal  coverage  while  adopting  a  single-payer  framework, 
we  could  save  $67  billion  in  health  costs — about  10  percent  of  our 
current  level  of  spending. 

This  savings  would  be  enough  to  provide  comprehensive  health 
protection  to  those  Americans  who  lack  it,  and  eliminate 
copayments  and  deductibles  for  everyone  else. 

Third,  Canada's  health  costs  are  growing  at  a  much  slower  rate 
than  our  own. 

In  his  testimony  last  week,  Mr.  Bowsher  noted  the  United  States 
could  shave  off  $100  billion  to  $200  billion  per  year  in  total  health 
care  spending  if  we  held  spending  to  a  percentage  of  gross  national 
product  similar  to  that  of  other  countries,  such  as  Japan  and  Can- 
ada. 

A  primary  way  to  achieve  these  savings  would  be  to  adopt  cost 
controls  on  hospital  spending — called  global  budgets — and  set  fixed 
fees  for  physician  services. 

I  am  nappy  to  say  that  all  of  the  witnesses  whose  testimony  I 
have  received  today  advocate  universal  access.  The  fundamental 
question  is  how  to  provide  it  and  at  what  level  of  benefits. 

So  there  are  two  key  issues  we  must  consider  at  today's  hearing: 

First,  what  system  should  we  have  for  providing  universal  ac- 
cess? For  example,  should  we  adopt  a  single-payer  program?  Many 
have  said  this  is  not  politically  feasible  as  it  would  jeopardize  the 
insurance  industry. 

Should  we  require  employers  to  provide  insurance,  which  some 
have  criticized  as  an  off-budget  financing  mechanism  that  will  sub- 
stantially increase  overall  health  costs?  Are  tax  incentives  and  re- 
forms to  a  small  group  insurance  market  the  best  way  to  go? 

Then  there  is  the  proposal  for  an  all-payer  system,  which  reduces 
the  number  of  payers,  but  keeps  a  mixture  of  insurance  companies 
and  public  money. 

We  are  very  interested  in  the  testimony  of  a  variety  of  our  col- 
leagues about  these  choices  this  morning. 

The  second  issue  I  am  interested  in  is  what  is  the  best  method 
for  constraining  long-term,  long-run  costs? 

As  we  know,  health  care  inflation  is  two  to  three  times  the  gen- 
eral rate  of  inflation.  If  we  don't  get  it  under  control,  we  will  drive 
the  domestic  side  of  the  Federal  budget  out  of  sight  in  5  or  10 
years. 

The  GAO  report  suggests  that  we  look  at  two  main  cost  contain- 
ment measures:  Giving  hospitals  an  annual  lump-sum  payment — 
in  effect  a  budget— within  which  they  operate,  and  negotiating  a 
set  fee  for  physician  services  with  variations  based  on  local  prac- 
tice. 
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These  measures  will  be  difficult  for  hospitals  and  doctors  to  ac- 
cept, so  we  have  panels  of  each  type  that  will  be  joining  us  today. 
There  are  a  number  of  other  observations  that  could  be  made. 

There  are  major  health  reform  bills  of  Senator  Mitchell  and  Con- 
gressman Russo  of  Illinois,  Congressman  Waxman  of  California, 
Congressman  Sanders  of  Vermont,  Congressman  Stark  of  Califor- 
nia, Congresswoman  Oakar  of  Ohio,  Congresswoman  Johnson  of 
Connecticut,  and  Congressman  Dingell  will  likely  come  forward 
with  a  bill. 

On  the  other  side,  we  will  probably  have  a  Senators  Daschle- 
Danforth  measure. 

So  the  Congress  is  loaded  with  proposals  and  we  want  to  use 
hear  the  ideas  and  I  yield  now  to  my  friend  from  New  York,  Frank 
Horton. 

[The  prepared  statement  of  Mr.  Conyers  follows:] 
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OPENING  STATEMENT  OF  JOHN  CONYERS,  JR.,  CHAIRMAN 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
HEARING  ON  THE  EFFICIENCY  AND  COST  EFFECTIVENESS  OF  THE  U.S.  HEALTH  CARE  SYSTEM: 

A  COMPARISON  WITH  CANADA 
TUESDAY,  JUNE  11,  1991 


The  hearing  will  come  to  order.    Today  the  Committee  holds  its  second 
hearing  looking  at  the  economy  and  efficiency  of  the  U.S.  health  care  system, 
comparing  it  with  that  of  Canada. 

Overhauling  America's  health  care  system  is  a  critical  issue,  both 
because  we  have  a  moral  obligation  to  provide  health  insurance  to  all 
Americans,  and  because  of  the  practical  need  to  get  control  over  rapidly 
rising  health  costs.    The  crisis  in  health  care  is  not  just  one  that  affects 
the  poor,  although  they  bear  the  heaviest  burden.    In  fact,  most  people 
without  health  insurance  work  every  day.    Medical  bankruptcies  reach  deep  into 
the  ranks  of  middle-,  and  even  upper-income  families.    Exclusions  from 
insurance  due  to  pre-existing  conditions,  or  because  a  person  has  exhausted 
his  or  her  benefits,  are  the  same  whether  you  are  rich  or  poor. 

At  our  hearing  last  week,  Comptroller  General  Bowsher  presented  a  new 
General  Accounting  Office  study  prepared  for  the  Committee  that  analyzed  the 
lessons  for  the  United  States  of  a  single-payer  Canadian  health  insurance 
system.    The  lesson  is  clear:    their  system  provides  quality  care  and  operates 
more  efficiently  than  our  own  in  three  key  areas. 

First,  Canada  provides  universal  coverage  to  all  citizens  and 
comprehensive  care  with  no  co-payments,  deductibles  or  extra  billing.  In 
comparison,  the  U.S.  spends  25  percent  more  per  person  than  Canada  and  still 
has  33  million  people  without  insurance,  and  tens  of  millions  more  who  are 
underinsured. 

Second,  because  Canadian  provincial  governments  act  as  the  single  payer 
for  health  services,  they  reap  enormous  savings  by  reducing  administrative 
waste.    The  GAO  study  estimates  that  if  the  U.S.  were  to  provide  universal 
coverage  while  adopting  a  single-payer  framework,  we  could  save  $67  billion 
per  year  in  health  costs  --  about  10  percent  of  our  current  level  of  spending. 
This  savings  would  be  enough  to  provide  comprehensive  health  protection  to 
those  Americans  who  lack  it,  and  eliminate  co-payments  and  deductibles  for 
everyone  else. 

Third,  Canada's  health  costs  are  growing  at  a  much  slower  rate  than  our 
own.    In  his  testimony  last  week,  Mr.  Bowsher  noted  the  U.S.  could  shave  off 
$100  billion  to  $200  billion  per  year  in  total  health  care  spending  if  we  held 
spending  to  a  percentage  of  Gross  National  Product  similar  to  that  of  other 
countries,  such  as  Japan  and  Canada.    A  primary  way  to  achieve  these  savings 
would  be  to  adopt  cost  controls  on  hospital  spending  --  called  global  budgets 
--  and  set  fixed  fees  for  physician  services. 
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I  am  happy  to  say  that  all  of  today's  witnesses  advocate  universal 
access.    The  fundamental  question  is  how  to  provide  it  and  at  what  level  of 
benefits.    So  there  are  two  key  issues  we  must  consider  at  today's  hearing: 

First,  what  system  should  we  have  for  providing  universal  access?  For 
example,  should  we  adopt  a  single-payer  program?    Many  have  said  this  is  not 
politically  feasible  as  it  would  jeopardize  the  insurance  industry  and  it 
would  cause  the  federal  budget  to  increase  dramatically  as  current  private 
spending  would  be  shifted  over  to  public  spending. 

Should  we  require  employers  to  provide  insurance,  which  some  have 
criticized  as  an  off-budget  financing  mechanism  that  will  substantially 
increase  overall  health  costs?    Are  tax  incentives  and  reforms  to  the  small 
group  insurance  market  the  best  way  to  go?    What  about  an  all -payer  system, 
which  reduces  the  number  of  payers  but  still  keeps  a  mixture  of  insurance 
companies  and  public  money?    Or  should  it  be  something  else  altogether? 
Congressional  proponents  of  these  different  approaches  will  be  our  first 
witnesses . 

Second,  what's  the  best  method  for  constraining  long-run  costs?    As  we 
know,  health  care  inflation  is  two  to  three  times  the  general  rate  of 
inflation.    I  fear  that  if  we  don't  get  control  over  costs,  health  spending 
will  drive  the  domestic  side  of  the  federal  budget  in  5  or  10  years.    The  GAO 
report  suggests  we  look  at  two  main  cost-containment  measures:  giving 
hospitals  an  annual  lump-sum  payment       in  effect  a  budget  --  within  which 
they  have  to  operate,  and  negotiating  a  set  fee  for  physician  services,  with 
variations  based  on  location  of  practice.    Both  measures  will  be  painful  for 
hospitals  and  doctors,  thus  we  have  panels  of  each  type  of  provider  to  debate 
these  proposals  today. 

I  do  want  to  note  that  the  Committee  invited  the  Secretary  of  Health  and 
Human  Services  and  the  Administrator  of  the  Health  Care  Financing 
Administration  to  attend  our  hearings.    Both  said  they  would  be  unable  to 
participate.    I  also  want  to  state  for  the  record  that  the  Committee  hearing 
record  on  this  subject  will  remain  open  through  June  30  in  order  to  receive 
written  comments  from  invitees  who  were  unable  to  participate. 
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Mr.  Horton.  Thank  you,  Mr.  Chairman. 

I  want  to  join  with  you  in  welcoming  the  members  who  will  be 
testifying  here  today,  particularly  our  former  colleague,  who  served 
with  us  so  well  here  in  the  House  and  was  just  recently  elected  to 
the  Senate. 

We  are  glad  to  have  you  return  to  the  House  side,  Jim. 

We  wish  you  well  in  your  responsibilities  on  the  other  side. 

We  also  want  to  welcome  Nancy  Johnson  from  Connecticut  to  our 
panel  this  morning. 

I  know  they  will  both  have  some  very  interesting  comments  to 
make  with  regard  to  this  very  serious  problem  that  we  face  in  this 
country. 

I  look  forward  to  hearing  their  views  on  reforming  our  health 
care  system. 

I  note,  as  you  have  pointed  out,  several  of  them  have  proposed 
legislation  of  their  own  and  they  have  done  a  lot  of  thinking  on  this 
very  important  issue. 

So  I  am  sure  we  will  benefit  from  their  expertise  and  enthu- 
siasm. 

Last  Tuesday,  this  committee  released  an  extremely  important 
study  by  the  General  Accounting  Office  on  the  health  care  system 
of  Canada  and  its  lessons  for  the  United  States. 

I  think  all  of  us  found  the  study  to  be  quite  enlightening. 

Canada's  example  reveals  some  of  the  steps  this  country  must 
take  to  achieve  the  twin  goals  of  universal  access  to  health  care 
and  manageable  costs  of  health  care. 

As  I  said  a  week  ago,  the  study  reminded  us  that  ether  countries 
do  some  basic  things  in  a  different  way  than  us — and  in  this  case, 
we  should  examine  the  differences  very  closely,  and  search  for 
guidance. 

There  were  many  things  that  the  report  did  not  consider,  like  the 
expensive  tort  system  in  this  country. 

The  GAO's  estimations  of  cost  savings  proceeded  on  the  assump- 
tion that  we  would  adopt  the  Canadian  model  in  full,  which  even 
the  report  did  not  recommend. 

Congress  and  this  Nation  will  be  seeking  incremental  steps  to- 
ward a  system  which  may  look  something  like  Canada's  or  Japan's 
or  Germany's,  but  will  still  have  many  of  the  attributes  of  our 
present  system. 

Deciding  what  we  will  change  and  what  we  will  keep  the  same 
will,  of  course,  be  a  huge  political  and  policy  challenge  for  this 
country. 

Today's  witnesses  are  Members  of  Congress  who  have  thought 
deeply  about  this  issue,  as  well  as  representatives  of  the  hospitals 
and  physicians  whose  ways  of  providing  service  would  stand  to 
change  greatly  in  a  reformed  American  system,  and  I  think  it  is 
important  that  we  have  those  views  spread  upon  our  record  here. 

I  look  forward  to  these  hearings  and  join  with  you  in  welcoming 
the  members  who  are  here  to  testify. 

Mr.  Conyers.  Senator  James  Jeffords  is  well  known  to  us  after 
14  years  of  distinguished  service  on  the  House  Education  and 
Labor  Committee. 
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He  has  been  a  leader  in  this  field  and  is  ranking  Republican 
member  on  the  committee  that  will  produce  the  ultimate  health  in- 
surance legislation  in  the  Senate. 

He  has  also  been  a  very  forthright  champion  of  civil  rights  issues 
and  we  welcome  you  back  to  the  side  of  the  Congress  that  you 
started  from  Senator. 

You  have  a  very  comprehensive  opening  statement. 

It  will  be  included  in  the  record  without  objection,  as  will  all 
statements. 

We  invite  you  to  summarize  your  views  for  us. 
Welcome  to  the  committee. 

STATEMENT  OF  HON.  JAMES  M.  JEFFORDS,  A  SENATOR  IN 
CONGRESS  FROM  THE  STATE  OF  VERMONT 

Mr.  Jeffords.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  pleasure  to  be  with  you  and  working  with  some  of  my 
former  colleagues,  Frank  Horton  especially,  the  number  of  years  we 
have  put  in  here  together,  and  I  have  enjoyed  every  one  of  them. 

I  will  make  my  statement  part  of  the  record  and  also  a  copy  of 
the  speech  I  was  invited  to  give  before  the  American  Medical  Asso- 
ciation some  time  ago. 

Mr.  Conyers.  Without  objection,  so  ordered. 

Mr.  Jeffords.  I  discovered,  as  many  had,  that  the  Canadian  sys- 
tem is  very  attractive  and  opinion  polls  have  suggested  that  it  is 
very  popular  in  Canada. 

I  visited  there  not  only  talking  about  officials  responsible  for  the 
medical  program  itself,  but  also  with  doctors  and  with  citizens  as 
to  the  responsiveness  of  the  public  to  their  system  and  found  that 
they  were  quite  happy  with  it. 

On  the  other  hand,  there  are  problems  and  there  are  differences 
which  we  should  examine. 

It  isn't  perfect  and  I  think  it  could  benefit  from  changes  that 
could  be  made  to  it. 

We  frequently  hear  of  Canadians  that  cross  the  border  of  the 
United  States  in  order  to  receive  health  care. 

We  have  the  advantage  with  us  and  we  in  my  mind  should  not 
do  anything  which  will  deter  from  taking  advantage  of  those  as- 
pects which  are  advantageous  to  us. 

However,  it  does  require  us  to  take  a  new  look  at  our  health  care 
system  and  determine  as  to  what  is  best  to  do  and  to  modify  in 
order  to  make  it  a  better  system. 

I  commend  you  for  asking  GAO  to  examine  this  and  I  have  no 
problem  with  their  conclusion  that  the  main  basic  change  that  we 
can  make  in  order  to  incur  the  kind  of  savings  we  need  to  have, 
more  universal  coverage,  would  be  to  have  a  single-payer  system. 

The  program  that  I  am  developing  right  now  is  based  upon  the 
Canadian  system  to  a  certain  degree,  but  has  advantages  to  it  in 
my  mind  with  respect  to  taking  a  look  at  what  we  can  provide  in 
addition  to  that. 

Thus,  my  idea  is  for  a  two-tiered  public/private  system,  which  we 
call  MEDICORE. 

The  first  tier  is  the  public  or  MEDICORE  package. 

The  second  tier  would  be  composed  of  additional  State  coverage 
or  private  supplemental  insurance. 
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In  my  heart,  I  wish,  however,  we  could  develop  a  health  care 
plan  that  is  all  things  to  all  people,  however,  I  know  in  my  mind 
that  this  is  impossible. 

Therefore,  I  am  focusing  on  developing  a  realistic  framework  that 
provides  all  poor  uninsured  and  underinsured  people  with  signifi- 
cantly more  than  they  now  receive,  though  admittedly  not  as  much 
as  they  would  wish  for. 

The  Federal  Government's  role  would  be  limited  to  rulemaker 
and  major  financier. 

One  of  the  most  important  responsibilities  of  the  Federal  Govern- 
ment would  be  to  establish  a  fully  representative  panel  of  experts 
to  undergo  the  difficult  task  of  determining  the  content  of  the  basic 
CORE  benefits  package,  which  would  be  necessary  to  make  it  equi- 
table to  all  our  citizens. 

This  will  be  a  difficult  task  and  whether  or  not  we  would  get  in- 
volved in  the  rationing  aspects,  I  expect  we  would  with  respect  to 
the  amount  of  money  available. 

Expenditure  targets  would  need  to  be  set  and  strictly  adhered  to 
by  each  State.  Our  goal  should  be  to  spend  no  more  than  we  do 
at  present. 

We  believe  $700  billion  is  enough  and  we  would  hope  with  a  sav- 
ings of  $67  billion  that  would  be  sufficient  to  take  care  of  our 
present  problems  of  coverage  and  universality. 

The  Federal  Government  would  also  be  responsible  for  establish- 
ing nondiscrimination  rules,  portability  and  health  care  delivery 
guidelines,  to  assure  nobody  is  denied  access  to  the  CORE  benefits 
package. 

Thus,  all  these  benefits  would  be  delivered  to  all  the  people. 

Unlike  in  Canada,  States  would  have  the  latitude  to  permit  sig- 
nificant private  sector  involvement,  allowing  carriers  to  compete  for 
the  CORE  plan,  although  the  State  would  have  the  ultimate  re- 
sponsibility for  assuring  that  proper  care  is  provided. 

I  would  envision  that  managed  care  strategies  could  be  used  to 
achieve  high  levels  of  efficiency. 

The  private  sector  would  be  responsible  for  ensuring  the  avail- 
ability and  delivery  of  important  second  tier,  supplemental  bene- 
fits. 

These  benefits  could  be  designed  to  wrap  around  the  core  pack- 
age. 

This  is  important  because  I  think  we  have  difficult  questions  of 
transition  when  we  look  at  how  businesses  are  involved,  unions  in 
particular,  who  have  bargained  over  the  years  and  have  received 
Cadillac  plans  and  would  not  be  wiling  to  give  those  up. 

However,  if  we  were  to  develop  a  plan  where  we  took  responsibil- 
ity of  funding  the  core  package  that  would  leave  the  total  amount 
of  compensation  presently  being  paid  by  the  businesses  to  be  nego- 
tiated either  to  be  taken  as  partial  from  taxes  in  order  to  fund  or 
for  the  unions  and  employees  and  the  planning  to  bargain  as  to 
what  additional  kinds  of  compensation  they  would  like,  which  could 
include  a  Cadillac  insurance  plan. 

I  think  this  is  an  important  area  because  it  is  a  difficult  one. 

Under  our  current  system,  the  Federal  Government  already 
spends  $200  billion  on  public  programs  and  $56  billion  a  year  on 
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tax  subsidies  for  employer-provided  insurance  and  other  related 
health  expenditures. 

Much  of  the  remaining  burden,  and  it  is  a  substantial  one,  lies 
with  employers. 

Companies  can  no  longer  afford  the  20  percent  a  year  increases 
in  health  care  costs  that  cut  into  anywhere  from  25  to  50  percent 
of  company  earnings. 

Moreover,  the  management  of  employee  health  care  has  itself  be- 
come a  big  business  that  consumes  a  considerable  amount  of  cor- 
porate resources  and  we  would  hope  to  improve  upon  that  situa- 
tion. 

At  the  same  time,  not  only  do  many  small  employers  face  rising 
costs,  but  also  a  tax  structure  that  is  unfairly  biased  against  work- 
ers in  self-employed  businesses. 

Given  these  facts,  how  can  we  expect  small  businesses,  who  don't 
today  provide  health  care  coverage,  to  accept  this  monumental 
task? 

Clearly,  we  cannot. 

In  fact,  we  need  to  take  companies  out  of  the  CORE  health  care 
business  altogether. 

We  will  take  the  companies  out  of  the  MEDICORE  coverage,  but 
would  leave  them  in  a  position  to  assist. 

It  is  the  transition  problems  that  we  are  trying  to  deal  with  now, 
and  that  is  a  major  one,  how  we  get  equity  in  the  tax  system  which 
allows,  as  a  result  of  the  way  we  funded  our  health  care  in  World 
War  II,  for  companies  to  fund  health  care  which  is  deductible  by 
the  business,  but  not  taxable  to  the  employee  and  yet  we  do  not 
allow  even  tax  deductions  to  individual  who  are  not  under  busi- 
ness, so  we  have  a  number  of  those  problems  which  we  are  trying 
to  deal  with. 

Nevertheless,  the  burden  shifting  and  changes  in  our  tax  struc- 
ture that  will  enable  the  transfer  of  hundreds  of  billions  necessary 
to  fund  a  Federal  "core"  system  will  not  be  easy,  yet  well  worth  the 
transition  to  a  fair  and  efficient  health  care  system. 

Many  of  the  details  that  we  are  presently  working  out,  I  am 
working  with  Senators  Danforth  and  Daschle  in  this  area  and  try- 
ing to  work  together  to  come  up  with  a  bill. 

Dealing  with  all  these  difficult  transition  problems  as  well  as  the 
rationing  problems  which  may  or  may  not  be  deferred  to  the  States 
is  the  area  that  is  holding  us  up  at  this  time. 

I  would  be  happy  to  answer  whatever  questions  you  might  have 
and  appreciate  the  opportunity  to  be  able  to  be  here  and  testify 
this  morning. 

Mr.  Conyers.  Thank  you  for  starting  us  off.  Senator  Jeffords. 
[The  prepared  statement  of  Mr.  Jeffords  follows:] 
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Testimony  of 
The  Honorable  James  M.  Jeffords 
on 

The  Efficiency  and  Effectiveness  of  the  U.S.  Health  Care  Systems 
A  Comparison  With  Canada 
before  the 

House  Committee  on  Government  Operations 
June  11,  1991 

Mr.  Chairman  and  members  of  the  Committee,  it  is  a  pleasure  to 
come  before  you  today  to  speak  on  an  issue  of  critical 
importance  to  us  all:     the  need  for  comprehensive  reform  of  our 
nation's  health  care  system.     I  commend  you  for  charging  the  GAO 
with  the  task  of  undergoing  a  thorough  analysis  of  the  Canadian 
health  care  system  in  order  that  we  may  learn  from  the 
experiences  of  our  northern  neighbors.     I ,  too,  grew  curious  to 
learn  more  about  a  single  payor  system  and  traveled  to  Canada 
last  August  for  some  firsthand  knowledge  of  their  intriguing 
health  care  structure.     I  discovered  what  numerous  opinion  polls 
have  also  revealed:     the  vast  majority  of  Canadians  are  extremely 
happy  with  their  health  care  system.     Although  the  Canadian 
system  has  its  weaknesses,  it  also  has  significant  strengths  from 
which  the  American  system  of  care  could  benefit.     Just  as  the 
General  Accounting  Office,  I  found  the  features  of  universal 
coverage,  portability,  a  single  payor  structure  and  global 
budgeting  to  very  positive  attributes  worthy  of  adoption  within 
our  own  system.     However,  the  Canadian  system  isn't  perfect  and 
could  benefit  from  the  many  innovative  approaches  to  medicine 
found  in  the  United  States.     In  fact,  we  frequently  hear  of 
Canadians  who  cross  the  border  to  the  Unites  States  in  order  to 
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receive  the  top  level  of  care  often  not  immediately  available  in 
Canada.     It  is  my  firm  belief  that  the  future  of  America  is  best 
served  through  our  developing  a  new  approach  to  health  care, 
incorporating  all  that  is  best  from  both  the  Canadian  and 
American  systems.     America  needs  a  system  that  achieves  the  dual 
goal  of  universal  access,  and  maximum  efficiency,  yet  we  also 
need  to  maintain  an  outlet  for  innovation  that  has  made  the  U.S. 
the  leader  in  delivery  of  quality  care  and  development  of 
technology. 

This  will  require  a  new  attitude  toward  health  care  from  us  all. 
Providers,  insurers  and  consumers  will  all  have  to  give  up  some 
independence  in  order  to  ensure  greater  control  over  health 
delivery  and  spending.     Although  this  won't  be  easy,   I  believe 
change  is  crucial .     I  do  not  need  to  remind  you  that  over  the 
next  forty  years  the  nation  will  face  dramatic  shifts  in 
demographics  and  the  ratio  of  workers  to  retirees . 

This  new  attitude  toward  health  care  should  be  centered  around 
the  premise  that  all  Americans  have  a  right  to  a  CORE  set  of 
basic  health  benefits.     These  basic  benefits  should  be  available 
to  all  people  regardless  of  their  employment  status.  State 
government,  being  accountable  and  accessible  to  people,  is  in  the 
best  position  to  manage  this  responsibility,  with  major  financing 
and  guidance  coming  from  the  federal  government. 
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My  idea  is  for  a  two  tiered  public/private  system  of  care  called 
MEDICORE.     The  first  tier  is  a  public  CORE  package.     The  second 
tier  would  be  composed  of  additional  state  coverage  and/or 
private  supplemental  insurance.     In  my  heart,   I  wish  we  could 
develop  a  health  care  plan  that  is  all  things  to  all  people, 
however,  I  know  in  my  mind  that  this  is  impossible.     Therefore,  I 
am  focusing  on  developing  a  realistic  framework  that  provides  all 
poor  uninsured  and  underinsured  people  with  significantly  more 
than  they  now  receive,   though  admittedly  not  as  much  as  they 
would  wish  for. 

The  federal  government's  role  would  be  limited  to  rulemaker  and 
major  financier.     One  of  the  most  important  responsibilities  of 
the  federal  government  would  be  to  establish  a  fully 
representative  panel  of  experts  to  undergo  the  difficult  task  of 
determining  the  content  of  the  basic  CORE  benefits  package.  I 
would  expect  that  this  CORE  package  would  include  primary, 
preventive  and  prenatal  care. 

The  panel  would  also  be  charged  with  the  enormously  difficult 
task  of  determining  the  types  of  care  that  are  medically 
necessary  and  should  be  universally  available.     Every  day  new 
technology  is  developed  for  use.     The  panel  will  need  to 
determine  if  such  technology  should  be  available  to  everyone 
through  the  CORE  plan  and,  if  so,  under  what  circumstances.  Such 
explicit  decisions  on  resource  allocation  will  need  to  be  made  in 
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a  generationally  equitable  way.     This  excruciating  analysis  will 
be  undertaken  to  ensure  that  health  care  is  rationed  less  on 
factors  such  as  ability  to  pay  and  more  on  the  potential  for  a 
person  to  achieve  a  higher  quality  of  life. 

Expenditure  targets  would  need  to  be  set  and  strictly  adhered  to 
by  each  state.     Our  goal  should  be  to  spend  no  more  than  we  do  at 
present.     Seven  hundred  billion  dollars  a  year  is  enough  to  spend 
on  health  care.     As  the  GAO  Report  indicates,  the  simplified 
administrative  burdens  of  a  .single  payor  system  would  result  in 
savings  of  $67  billion  dollars.     Additional  money  could  be  saved 
through  malpractice  reform,  global  budgeting,  managed  care,  and 
an  emphasis  on  primary  and  preventative  care.     These  savings 
should  off-set  the  cost  of  providing  coverage  to  the  currently 
under  or  uninsured  and  will  allow  the  United  States  to  offer  a 
truly  equitable  system  to  its  citizens. 

The  federal  government  would  also  be  responsible  for  establishing 
nondiscrimination  rules,  portability  and  health  care  delivery 
guidelines,  to  assure  nobody  is  denied  access  to  the  CORE 
benefits  package. 

CORE  benefits  would  be  delivered  to  all  citizens  through  a 
federation  of  fifty  individually  designed  and  run  state  plans. 
States  would  have  the  complete  flexibility  to  manage  their 
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individual  MEDICORE  plans  as  they  see  fit.     As  in  Canada,  states 
could  choose  to  expand  upon  the  CORE  benefits  package  and 
determine  their  own  method  of  financing  this  expansion.  Unlike 
in  Canada,  states  would  have  the  latitude  to  permit  significant 
private  sector  involvement,  allowing  carriers  to  compete  for  the 
CORE  plan,  although  the  state  would  have  the  ultimate 
responsibility  for  assuring  that  proper  care  is  provided. 
I  would  envision  that  managed  care  strategies  could  be  used  to 
achieve  high  levels  of  efficiency.     On  the  one  hand,  a  state 
could  develop  and  administer  its  own  managed  care  program.  On 
the  other  hand,  companies  could  compete  to  provide  a  state  with 
the  most  efficient  delivery  of  the  CORE  benefits.       As  we  have 
seen,  health  maintenance  organizations,  preferred  provider 
networks,  and  the  use  of  case  management  have  proven  to  provide 
the  most  cost  effective  delivery  of  care  through  their 
elimination  of  excessive  or  inappropriate  services.     Should  they 
so  desire,  states  would  be  provided  with  the  latitude  to  work 
together  to  regionalize  their  CORE  plan. 

The  private  sector  would  be  responsible  for  ensuring  the 
availability  and  delivery  of  important  second  tier,  supplemental 
benefits .     These  benefits  could  be  designed  to  wrap  around  the 
core  package.     For  instance,     employers  could  compete  for 
employees  by  offering  supplemental  health  care  insurance,  or  in 
unionized  companies,  supplemental  benefits  could  be  bargained 
for.    An  individual  employee  could  also  independently  purchase 


245 


supplemental  insurance  for  him  or  herself .     Because  the  CORE  plan 
would  free  up  funds  now  used  to  purchase  health  insurance 
packages,  the  enactment  of  MEDICORE  would  provide  companies  with 
the  opportunity  to  restructure  compensation  packages  in  a  variety 
of  ways . 

Private  sector  involvement  in  the  management  of  the  CORE  plan  and 
the  role  for  supplemental  insurance  under  my  proposal  should 
allow  for  continuation  of  the  creative  innovations  in  health  care 
management  and  technology  that  enable  the  high  quality  and 
diversity  in  care  options  the  United  States  is  so  famous  for. 

Under  our  current  system,  the  federal  government  already  spends 
$200  billion  on  public  programs  and  $56  billion  a  year  on  tax 
subsidies  for  employer  provided  insurance  and  other  related 
health  expenditures.     Much  of  the  remaining  burden,  and  it  is  a 
substantial  one,  lies  with  employers.       Companies  can  no  longer 
afford  the  20  percent  a  year  increases  in  health  care  costs  that 
cut  into  anywhere  from  25  to  50  percent  of  company  earnings. 
Moreover,  the  management  of  employee  health  care  has  itself 
become  a  big  business  that  consumes  a  considerable  amount  of 
corporate  resources.     At  the  same  time,  not  only  do  many  small 
employers  face  rising  costs,  but  also  a  tax  structure  that  is 
unfairly  biased  against  workers  in  self-employed  businesses. 
Given  these  facts,  how  can  we  expect  small  businesses,  who  don't 
today  provide  health  care  coverage,  to  accept  this  monumental 
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task?      Clearly  we  cannot.     In  fact,  we  need  to  take  companies 
out  of  the  CORE  health  care  business  altogether.     At  the  same 
time  we  need  to  provide  all  Americans  with  the  security  that 
basic  health  care  is  not  the  consequence  of  employment  or  wealth , 
but  a  right  of  every  American  citizen. 

We  are  currently  examining  several  options  for  the  financing  of 
my  plan.     Financing  could  come  from  corporate  and  personal  income 
taxes,  payroll  taxes,  or  a  consumption  based  tax,  such  as  a  value 
added  tax.       I  believe  that  this  new  plan  will  provide  enough 
substantial  savings  so  that  significant  new  financial  burdens  to 
our  society  should  not  result.     As  I  noted  earlier, 
administrative  simplification,  when  combined  with  other  cost- 
containment  mechanisms  such  as  global  budgeting,  the  use  of 
managed  care,  medical-liability  reform,  and  an  emphasis  on 
preventative  and  primary  care,     should  result  in  substantial 
savings.     Savings  so  substantial  that  there  should  be  no  net 
increase  in  national  health  care  spending. 

Nevertheless,  the  burden-shifting  and  changes  in  our  tax 
structure  that  will  enable  the  transfer  of  hundreds  of  billions 
necessary  to  fund  a  federal  "core"  system  will  not  be  easy,  yet 
well  worth  the  transition  to  a  fair  and  efficient  health  care 
system. 

Many  details  of  my  proposal  still  need  to  be  worked  out.  I 
welcome  any  ideas,  suggestions  and  assistance  you  may  have.  I 
look  forward  to  working  with  you  and  our  other  colleagues  who  are 
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equally  dedicated  to  achieving  our  significant  reform  goals. 
Thank  you  for  providing  me  with  the  opportunity  to  testify  before 
you  today. 

S:\CANADA.TES 
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Mr.  Conyers.  You  have  a  unique  proposal  that  suggests  that  we 
develop  a  two-tier  public/private,  Federal-State  system,  that  you 
term  MBDICORE.  My  question  is  whether  we  can  control  costs  if 
we  have  50  States  running  their  own  part  of  this  two-tier  program, 
and  how  you  envision  that  actually  happening  efficiently? 

Mr.  Jeffords.  In  a  global  sense  of  all  health  care  costs,  perhaps 
we  do  not  control  it. 

Our  approach  is  to  control  the  cost  of  essential  medically  nec- 
essary health  care  benefits. 

In  other  words,  we  would  ensure  universal  coverage  and  manage 
at  the  Federal  level  the  amount  of  money  which  expended  in  that 
which  we  believe  society  ought  to  offer  its  citizens,  but  we  do  not 
deny  the  opportunity  for  people  to  receive  more  than  that  if  they 
as  individual  and  private  citizens  or  businesses  desire  to  pay  for  it. 

That  is  our  approach. 

We  allow  ourselves  to  control  the  Federal  expenditures  by  the 
proposal. 

We  let  the  States  decide  if  they  want  to  cover  more  and  if  so 
whether  they  ant  a  tax  to  do  it  and  we  allow  private  individuals 
to  ensure  that  we  don't  deter  or  interfere  with  the  advantages  that 
we  are  getting  through  experimental  medicine  and  the  kinds  of 
procedures  which  are  not  yet  universally  available. 

Mr.  Conyers.  Thank  you. 

Mr.  Horton. 

Mr.  Horton.  Thank  you,  Mr.  Chairman. 

I  commend  you  Jim,  for  your  initiative  in  this. 

I  hope  that  with  your  efforts  and  others  on  the  Senate  side  we 
can  get  an  approach  to  this  problem  with  which  we  can  move  for- 
ward, because  I  think  the  time  is  fast  coming  when  we  are  going 
to  have  to  have  some  type  of  a  program.  There  are  too  many  people 
being  left  out  of  the  system  now  and  costs  are  skyrocketing. 

This  is  one  of  the  biggest  problems  we  have  in  the  country  today. 

Thank  you. 

Mr.  Conyers.  The  gentleman  from  California,  Mr.  Martinez. 

Mr.  Martinez.  No  questions  except  to  commend  him. 

Any  idea  coming  forth  to  do  anything  about  the  lack  of  health 
care  in  this  country,  I  think  is  to  be  commended. 

The  problem  I  have  with  all  the  proposals  that  are  coming  forth 
is  that  where  they  seem  to  be  based  on  two  issues,  how  to  control 
the  cost  of  health  care  delivery  and  how  to  provide  it  for  everyone. 

Why  don't  we  really  look  at  places  such  as  Hawaii,  as  well  as 
Canada. 

They  provide  universal  health  care  for  all  citizens  of  Hawaii 
through  payroll  deduction  systems,  same  as  Social  Security.  If  we 
are  concerned  about  who  pays  for  this,  employees  and  employers 
pay  for  it,  but  their  plan  covers  everyone.  There  is  evidently  suffi- 
cient money  coming  in  from  payroll  deduction  to  do  that. 

Why  don't  we  look  at  that? 

We  talk  about  a  one-payer  system,  or  central-payer  system.  We 
have  that  to  an  extent  with  our  government  share  of  the  medical 
care  we  pay  for.  We  contract  with  an  agency.  The  government  de- 
termines what  they  are  going  to  pay  and  who  and  how  much  and 
sometimes  not  in  a  very  fair  way. 
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If  you  develop  a  system  like  Hawaii  has,  you  will  have  that  one- 
payer  system  because  the  Federal  Government  says  we  are  going 
to  pay  this  much  for  this  much  health  care.  Like  putting  people  on 
a  budget.  You  say  this  is  how  much  you  have  to  spend  and  they 
will  find  a  way  to  provide  care  within  that  amount  of  money. 

Sometimes  solutions  get  so  complicated  because  there  is  so  much 
input  that  we  don't  look  at  it  in  an  effective  way  as  to  how  to  reach 
the  desired  solution  as  quickly  as  we  possibly  can. 

I  have  watched  this  deliberation  going  on  for  some  time,  but  how 
we  are  going  to  provide  health  care  for  everyone  in  the  United 
States.  We  should  have  done  that  a  long  time  ago  because  there 
are  other  countries  that  aren't  as  well  off  as  this  country  that  are 
doing  it. 

Mr.  Jeffords.  We  are  looking  at  the  Hawaii  system  and  German 
and  Japanese  and  Swiss  and  English  to  try  to  garner  the  best  from 
each  and  put  it  into  a  final  plan. 

Mr.  Conyers.  My  colleague  knows  also  that  Hawaii  has  an  ex- 
ception under  the  Employee  Retirement  Income  Security  Act. 

We  are  looking  at  their  plan  as  well,  so  I  think  your  point  is  well 
taken. 

Craig  Thomas,  the  gentleman  from  Wyoming. 
Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

These  are  sort  of  opening  statements  rather  than  questions, 
aren't  they? 

I  am  impressed  with  what  you  are  doing,  Senator,  and  I  think 
that  we  need  to  define  the  package  and  that  is  going  to  be  a  tough 
one,  but  you  address  that  and  I  agree  with  you. 

Given  the  experience  we  have  had  with  Federal  delivery,  I  would 
like  to  see  us  stay  as  much  as  we  can  with  the  private  sector. 

What  is  wrong  with  defining  a  package  and  let  it  be  offered  by 
competitive  insurance  companies  and  keep  it  generally  in  the  pri- 
vate sector? 

Mr.  Jeffords.  We  would  allow  that  option,  but  only  for  each  of 
the  single  payers. 

I  don  t  see  how  you  will  get  the  advantages  of  a  single-payer  sys- 
tem and  the  reduced  costs  if  you  don't  reduce  the  number  of  payers 
and  if  you  leave  it  to  the  large  expanse  that  we  have  for  private 
insurance  carriers. 

We  would  at  least  narrow  it  down  to  50  payers. 

One  could  be  a  private  insurance  company  under  responsibility 
of  the  State. 

We  also  leave  it  open  for  the  second  tier,  insuring  against  events 
which  provide  better  care  such  as  private  rooms  and  that  sort  of 
thing,  but  also  to  ensure,  to  provide  the  availability  of  leading-edge 
technology  which  could  not  be  made  generally  available  to  the  pub- 
lic because  of  the  huge  costs  involved. 

So  we  do  leave  that  aspect  open  to  private  insurance. 

If  you  are  going  to  get  the  basic  cost  benefits  of  the  single  payer 
one,  I  think  you  have  to  put  most  of  your  care  under  a  single-payer 
system. 

Mr.  Thomas.  Are  you  able  to  define  the  savings  of  single  payer? 
You  didn't  spend  much  time  on  the  liability  costs. 

It  seems  to  me  defensive  medicine  may  be  even  more  expensive 
than  the  multiple  payer. 
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Mr.  Jeffords.  We  have  looked  at  both  aspects. 

The  figures  vary  from  $40  billion  to  $120  billion  with  respect  to 
savings  for  a  single  payer. 

We  will  take  the  GAO  figure  of  $67  billion,  which  is  about  half- 
way between  the  two  estimates. 

I  have  been  working  on  trying  to  reduce  the  cost  of  the  medical 
malpractice  problems,  but  at  the  same  time,  we  don't  want  to  lose 
sight  of  the  victims  in  that  case. 

The  question  is  how  much  you  can  save  when— I  find  the  prob- 
lem is  basically  one  where  some  people  get  an  awful  lot,  but  most 
people  don't  get  anything. 

So  whether  or  not,  if  you  had  a  good  tort  system  or  compensation 
for  medical  malpractice,  you  would  have  any  savings  or  not,  I  am 
not  sure,  but  you  would  certainly  have  a  better  handling  of  the 
kind  of  costs  through  a  workman's  compensation  approach  or  what- 
ever, but  I  don't  look  to  have  kinds  of  cost  savings  which  are  nec- 
essary to  take  care  of  the  problem  we  have. 

You  might  get  $10  billion  to  $30  billion  in  savings  in  defensive 
medicine  and  those  kinds  of  things, 

Hopefully,  those  would  be  received  by  single-payer-type  ap- 
proaches also. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Mr.  Conyers.  The  gentlelady  from  Connecticut,  Ms.  DeLauro. 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

I  ask  that  my  opening  statement  be  made  part  of  the  record. 

Mr.  Conyers.  Without  objection. 

[The  prepared  statement  of  Ms.  DeLauro  follows:] 
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OPENING  STATEMENT  OF  THE  HONORABLE  ROSA  L.  DeLAURO 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
JUNE 


j/f  1991 


Mr.  Chairman,  health  care  reform  is  one  of  the  most 
pressing  issues  facing  this  country  today.  There  is  no 
doubt  that  America  faces  a  crisis  in  the  af f ordabi li ty  and 
accessibility  of  health  care.  The  increasing  costs  of 
health  insurance  are  eating  away  at  the  living  standards  of 
middle  class  families  and  driving  others  to  the  edge  of 
poverty. 

This  is  my  first  terra  in  office.  Since  I  took  to  the 
campaign  trail  that  brought  me  here,  I  have  heard  over  and 
over  again  from  people  around  the  district  of  their  mounting 
concerns  about  the  skyrocketing  costs  of  health  care  and 
their  fears  about  having  inadequate  coverage  or  no  health 
coverage  at  all.  There  is  a  growing  sense  of  urgency  about 
our  health  care  system  and  a  growing  drumbeat  among  the 
recipients  and  the  providers  of  health  care  for  reform. 


Americans  are  paying  more  and  more  for  the  health  care 
available  to  them,  and  are  getting  less  and  less  value  for 
their  hard  earned  dollars.  We  spend  more  on  health  care 
than  any  other  country  in  the  world  —  far  more  than  Canada 
spends  to  insure  its  entire  population.     Yet,  there  are  some 
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37  million  Americans,  including  24  million  working  men, 
women  and  their  dependents  who  have  no  insurance  at  all. 

The  most  vulnerable  members  of  our  society  —  our 
children  —  are  falling  prey  to  the  failing  health  care 
system.  Infant  mortality  in  some  of  our  cities  approaches 
that  of  third  world  countries.  Unfortunately,  this  fact  is 
something  that  I  am  all  too  aware  of.  New  Haven,  the 
largest  city  in  my  district,  has  one  of  the  highest  infant 
mortality  rates  in  the  country.  20  infants  out  of  every 
1000  babies  born  to  residents  of  New  Haven,  died  before 
their  first  birthdays.  If  that  is  not  a  reason  to  ensure 
that  every  pregnant  woman  and  every  child  has  access  to 
health  care,  than  I  don't  know  what  is. 

Mr.  Chairman,  there  is  no  time  like  the  present  to  deal 
with  the  inequities,  the  inefficiencies  and  the  exploding 
costs  of  our  health  care  system.  It  is  time  for  us  to  take 
a  serious  look  at  other  health  care  systems  that  are 
working,  because  it  is  clear  that  America's  is  not. 

I  look  forward  to  the  testimony  of  our  witnesses  and 
want  to  thank  the  Chairman  for  his  commitment  to  addressing 
the  need  of  health  care  reform. 
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Ms.  DeLauro.  I  commend  Senator  Jeffords  and  my  colleagues  in 
particular,  Mrs.  Johnson  who  represents  Connecticut  as  well. 

This  is  the  kind  of  work  to  tackle  what  is  the  most  complex  and 
fragmented  system  that  we  have,  a  crisis  that  really  is  doing  in  the 
living  standards  of  middle-class  families  and  driving  others  to  the 
edge  of  poverty. 

It  is  a  system  that  is  out  of  control. 

I  have  a  quick  question  on  the  administrative  costs. 

Currently,  our  health  care  system,  $600  billion  or  over  that  we 
spend  every  year  on  health  care  costs,  about  a  quarter  of  those 
costs,  $120  billion  is  on  administration,  recordkeeping,  billing,  et 
cetera. 

Have  you  done  any  calculations  in  terms  of  the  two-tiered  system 
in  terms  of  those  administrative  costs? 

That  is  $120  billion  or  more  at  this  time  that  is  being  dealt  with 
in  terms  of  the  recordkeeping  and  at  the  moment  we  are  only 
spending  $18  billion  on  preventive  care  of  that  money. 

Have  you  done  any  calculations  of  cutting  down  that  administra- 
tive cost  with  a  two-tiered  system? 

Mr.  Jeffords.  First  of  all,  we  are  looking  at  governmental  costs 
and  not  necessarily  the  cost  to  society  generally. 

We  are  looking  at  what  the  cost  should  be  for  general  universal 
coverage  to  everyone  under  a  system  which  is  controlled  by  the 
Federal  and  State  governments. 

The  estimates  that  GAO  gave  we  accept  with  respect  to  the 
amount  of  costs  that  could  be  saved  by  a  single-payer  system. 

The  additional  costs  which  might  occur  by  the  two-tier  system 
would  be  absorbed  by  those  who  voluntarily  want  to  pay  for  them 
and  would  not  interfere  with  the  controlled  costs  we  feel  are  essen- 
tial for  the  kind  of  health  care  system  to  ensure  universal  coverage 
and  treatment. 

Ms.  DeLauro.  If  people  were  able  to  go  into  the  private  insur- 
ance market,  are  there  any  controls  that  your  system  would  place 
on  those  costs? 

Mr.  Jeffords.  They  would  not  be  allowed  to  enter  into  the  cov- 
erage of  those  which  would  be  considered  MEDICORE. 

We  would  adopt  the  Canadian  system  there  and  say  that 
MEDICORE  benefits  must  be  received  through  the  governmental 
system  and  they  would  not  be  allowed  to  offer  insurance  in  place 
of  what  is  provided  for  under  the  single-payer  system. 

Ms.  DeLauro.  What  kind  of  care  they  would  be  providing,  are 
there  any  kinds  of  cost  containment  processes  with  whatever  that 
other  extended  coverage  would  be? 

Mr.  Jeffords.  No. 

Again,  we  are  looking,  for  instance,  just  to  use  the  absurd  if 
somebody  wants  a  brain  transplant  and  it  is  not  universally  avail- 
able, but  they  cost  several  million  dollars.  If  somebody  has  several 
million  dollars,  they  want  to  spend  or  get  insurance  for,  that  is 
fine. 

That  would  help  bring  along  the  leading  edge  technology  and 
fund  it  from  volunteer  payments  from  those  who  can  afford  to  pay 
rather  than  from  the  taxpayer. 

Ms.  DeLauro.  Thank  you. 

Thank  you,  Mr.  Chairman. 
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Mr.  Conyers.  The  Chair  is  going  to  ask,  after  this  round  of  ques- 
tioning, that  each  member  here  who  has  committee  obligations, 
take  5  minutes  to  go  through  their  questions  and  then  we  will 
question  everyone  at  the  same  time. 

Since  we  have  started  with  Senator  Jeffords,  I  will  ask  William 
Zeliff  and  Scott  Klug  if  they  have  questions  of  the  Senator? 

Mr.  Zeliff.  No  questions. 

Mr.  Klug.  Just  a  quick  one. 

I  am  also  an  admirer  of  your  energy  plan.  What  are  the  implica- 
tions of  your  plan  for  small  businesses  which  your  opening  state- 
ment indicates  employs  30  percent  of  the  people  in  the  country? 

How  do  we  get  those  small  business  people  coming  and  what 
kind  of  a  financial  impact  does  it  have? 

Mr.  Jeffords.  The  plan  will  cover  everyone.  The  question  is  how 
you  share  the  costs. 

We  have  not  finalized  that. 

Whether  it  would  be  an  increase  in  FICA  taxes  or  whether  it 
would  be  in  corporate  income  taxes  or  value-added  taxes,  those  are 
the  thorny  questions  which  we  are  looking  at  now  and  have  not 
come  up  with  any  plan. 

The  final  result  is  that  all  businesses  would  be  treated  the  same 
and  that  care  would  be  furnished  to  all  citizens  in  the  same  way. 

How  we  would  recover  the  costs  of  that,  we  are  presently  work- 
ing on. 

Mr.  Klug.  One  of  the  other  lines  in  your  report  indicates  that 
you  would  ask  the  Federal  Government  to  help  define  the  breadth 
of  the  program. 

We  in  this  institution  aren't  particularly  good  at  saying  "no." 
How  do  we  stop  Members  of  Congress  from  expanding  and  expand- 
ing the  program  which,  by  definition,  means  you  keep  expanding 
the  costs? 

Mr.  Jeffords.  Nothing  that  I  can  perceive  outside  of  a  change 
of  the  form  of  government  is  going  to  prevent  us  in  Congress  from 
doing  things  to  expand  the  coverage,  and  I  am  not  in  favor  of 
changing  the  form  of  government. 

Mr.  Conyers.  Mr.  Sanders. 

Mr.  Sanders  I  am  delighted  to  welcome  Senator  Jeffords  here 
and  applaud  the  work  that  he  is  doing  and  look  forward  to  working 
with  him  over  the  next  couple  of  months. 

Mr.  Conyers.  The  gentlelady  from  Hawaii,  Mrs.  Mink. 

Mrs.  Mink.  Thank  you,  Mr.  Chairman. 

I  would  like  to  acknowledge  your  presence  here  and  thank  you 
for  your  contributions  to  this  dialog,  which  I  consider  to  be  a  prior- 
ity concern. 

Mr.  Jeffords.  So  good  to  see  you  again. 

Mrs.  Mink.  Good  to  be  back. 

Mr.  Jeffords.  We  have  missed  you. 

Mr.  Conyers.  Senator,  thank  you  for  starting  us  off. 

Please  stay  tuned  because  this  is  the  first  of  a  number  of  propos- 
als being  presented  today.  They  vary  in  many  ways. 

I  applaud  this  committee — which  I  am  privileged  to  chair — in  its 
objectivity  in  being  willing  to  analyze  and  listen  and  assist  the 
committees  of  jurisdiction  as  we  go  through  what  you  know  better 
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than  most  is  a  very  complex  intertwinement  of  economic,  health, 
and  political  considerations. 

So  I  thank  you  very  much  for  joining  us. 

Mr.  Jeffords.  I  don't  dare  not  stay  tuned  to  your  committee,  Mr. 
Chairman,  because  you  always  have  exciting  and  new  things  to  ei- 
ther praise  or  worry  about. 

Mr.  Conyers.  Thank  you  very  much. 

You  are  courageous  to  submit  to  us  for  the  record  a  speech  you 
made  before  the  American  Medical  Association. 

I  will  refer  it  to  my  colleagues  who  may  need  to  review  some  of 
the  material  in  there. 

Mr.  Jeffords.  Thank  you. 

[The  information  follows:] 
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Senator  Jeffords  Remarks 
to  American  Medical  Association 
Sunday  February  17,  1991 

MediCORE:  Ma -ma  may  have 
Pa -pa  may  have 
But  God  Bless'  the  child 
That's  got  his  own. 


I.  Introduction 

Good  morning  I     It  is  with  the  greatest  humility 
-  and  trepidation-  that  I  come  to  speak  this  morning.     I  could 
certainly  understand  some  resentment  by  you  good  doctors  at  this 
politician  coming  down  from  the  beltway  to  tell  you  how  you 
should  run  your  profession  and  businesses.     Probably  the 
resentment  is  comparable  to  how  I  would  feel  should  you  come  to 
Washington  and  tell  us  how  to  run  our  show.  -What's  this  I  hear 
about  a  limitation  on  the  number  of  senators'  terms,  by  the  way? 

Let's  put  any  such  resentment  aside!  Our 
nation's  health  care  system  is  sick  and,  at  the  moment,  the 
prognosis  is  not  encouraging.     It  is  only  by  discussion  and 
cooperation  among  groups  such  as  are  represented  here  today  -  the 
medical  profession,  labor  and  government  -  that  we  can  forge  a 
cure. 

I  am  most  pleased  to  have  been  invited. 

Today,  I  want  to  talk  about  (1)  the  symptoms  of 
our  system's  sickness,   (2)  a  proposal  of  mine  called  MediCORE, 
(3)  other  current  reform  ideas,  and  finally,   (4)  the  trade-offs 
and  choices  involved  in  MediCORE. 

I I .  Symptoms  of  our  Health  Care  System  Sickness. 

While  the  diagnosis  of  the  sickness  which  afflicts  our 
present  system,  or  lack  of  system,  remains  obscure,  its  symptoms 
are  painfully  clear  to  us 'all. 

-Overall  costs  and  results 

In  1989,  our  national  health  expenditures  were  over  $604 
billion  and  growing  at  an  annual  rate  of  11.1%.     That  means 
current  spending  is  at,  or  over,  $700  billion  a  year.     If  this 
were  a  separate  economy,  it  would  be  the  6th  largest  economy  in 
the  world,  between  Canada  and  Italy.     At  11.6%  we  spend  the 
highest  percent  of  our  GNP  on  health  care  of  all  industrialized 
nations . 
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For  all  this  expenditure  the  results  are  discouraging. 
We  perform  poorly  in  infant  mortality  and  life  expectancy.  In 
infant  mortality,  we  rank  20th  in  the  industrialized  world, 
behind  Singapore  and  Hong  Kong. 


-Costs  to  Large  and  Medium  Sized  Employers 

The  just  released  annual  survey  of  Foster-Higgins  &  Co. 
of  New  York,  shows  that  health  care  costs  to  large  and  medium 
employers  rose  21.6%  in  1990.     Over  the  past  two  years  they  have 
risen  46.3%.     On  average  health  care  costs  equal  25%  of  a 
company's  net  earnings,  which  translates  into  companies  spending 
on  average  $3161  per  employee  in  1990. 

It  is  pointed  out  that  should  these  rates  of  increase 
continue,  benefit  costs  will  exceed  salaries  by  the  year  2005! 
This  is  causing  employers  to  reconsider  their  role  in  providing 
health  coverage.  The  costs  are  becoming  a  severe  hindrance  to 
maintaining  our  competitiveness  as  a  nation,  as  was  pointed  out 
by  Lee  Iococca  when  he  stated  that  $700  of  the  price  of  every  car 
he  sells  goes  to  medical  care. 

-Small  Businesses 

Half  of  the  working  uninsured  are  in  small  businesses 
with  less  than  25  employees.  Small  employers  are  encountering 
huge  problems  in  acquiring  consistent,  affordable  coverage  for 
their  employees  in  the  current  insurance  environment.  The  7  00 
plus  state  insurance  benefit  mandates  are  said  to  add  several 
billion  dollars  per  year  to  our  nation's  health  bill. 

-Self -Employed 

Over  22%  of  self-employed  business  owners  are  themselves 
not  covered  by  health  insurance,  representing  7%  of  all  uninsured 
workers.  They  in  turn  employ  32%  of  the  workforce. 

-Hospitals 

A  great  many  of  our  hospitals  are  unstable  financially 
or  failing.  There  seems  to  be  an  overall  misallocation  of 
resources:  there  is  considerable  competition  between  hospitals 
for  the  best,  most  advanced  technology,  yet  many  of  these 
hospitals  are  not  filled  to  capacity.     On  the  other  hand,  some 
public  hospitals  are  overcrowded. 

-Hassle  Factor 

Doctors  (you  thought  I'd  never  get  around  to  you!)  are 
drowning  in  red  tape.     So  too,  are  consumers  who  have  to  deal 
with  bills  from  multiple  providers  to  be  paid  piecemeal  by 
multiple  payers.     The  hassle  factor  pervades  hospitals  and 
laboratories  as  well. 
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-Administrative  Costs 

Twenty  cents  or  more  of  every  dollar  spent  on  health 
insurance  goes  to  advertising,  agent  commissions,  the  design  of 
competing  (but  not  necessarily  different)  benefit  packages  and 
other  administrative  functions .     I  am  informed  that  for  the  small 
insured  company  administrative  costs  represent  30  to  40%  of  total 
health  care  costs,  whereas  for  the  large  self-insured  businesses 
they  represent  only  4  to  6%. 

-Cost  Shifting 

As  the  federal  government  admirably,  but 
unsuccessfully,  tries  to  correct  out-of-control  cost  increases  in 
Medicaid  and  Medicare,  the  cost  burden  is  being  increasingly 
shifted  to  hospitals  and  doctors,     From  there  the  shift  is,  by 
necessity,  to  businesses  and  the  insured.     Our  market  mechanism 
is  shifting,  but  not  controlling,  costs! 

-"Docs  In  A  Box" 

As  recently  stated  by  a  VT  publication:   "Our  Docs  are 
in  a  box" .     In  addition  to  being  asked  to  assume  more  of  the 
costs  of  the  indigent  they  are  losing  more  and  more  medical 
autonomy  as  a  result  of  cost  saving  pressures  by  insurers. 

-  Access 

By  many  estimates,  there  are  at  least  37  million 
uninsured  or  underinsured  individuals .     In  spite  of  the 
widespread  availability  of  superb  medical  professionals  and 
technology,  there  is  not  an  acceptable  level  of  access  to  those 
resources.     Far  from  that! 

Health  care  in  the  US  is  rationed  on  the  basis  of 
ability  to  pay.     Medicaid  is  further  rationed  through  limited 
eligibility  and  limited  payments  to  hospitals  and  doctors.  Only 
41%  of  the  poor  are  covered  through  Medicaid. 

Of  the  poor,  the  children  are  the  hardest  hit!  The 
percentage  of  children  with  no  health  insurance  increased  by  13% 
between  1983  and  1988.     Ten  to  twelve  million  of  our  children 
have  no  public  or  private  insurance.     Of  these,  only  12%  live  in 
families  with  unemployed  parents,  whereas  65%  are  children  of  the 
working  poor. 

As  Mr.  Keith  Geiger,  President  of  the  National 
Education  Association,  recently  stated,  our  poor  children  are 
caught  in  a  vicious  cycle  of  deprivation  -  with  poor  health  often 
a  major  cause  of  poor  education. 
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III.  MediCORE . 

My  own  thinking  on  health  care  reform  has  been  goal-driven. 
That  is  to  say  I  believe  any  system  we  devise,  or  reforms  we 
adopt,  must  correct  the  alarming  symptoms  just  recounted  and  not 
simply  cure  one  at  the  cost  of  aggravating  others .  For  example 
our  overall  societal  health  care  expenditures  must  be  limited  to 
their  current  level,  yet  we  must  continue  to  ensure  our  high 
medical  technology  capability.     At  the  same  time  the  basic  values 
that  our  country  cherishes  must  be  preserved  -  values  such  as 
freedom  of  choice,  individual  responsibility  and  the  right  to 
earn  a  living. 

This  is  no  short  order!  I  am  the  first  to  admit  that. 

We  can  not  be  faint  of  heart. 

I  call  my  plan  for  reform  MediCORE.  That's  MediCore  -  not  an 
expanded  Medicaid  or  Medicare!     Sometimes  I  simply  call  it  CORE 
for  short! 

MediCORE  would  be  a  national  health  insurance  core  benefits 
universal  access  system.     More  accurately,  it  would  be  50  systems 
since  it  would  consist  of  a  federation  of  50  individual  state- 
designed  and  -run  single  payer  health  care  plans.     All  those 
state  plans  would  be  required  to  comply  with  strict  federal 
guidelines  and  standards  as  to  content  and  access.  MediCORE  would 
be  financed  by  both  federal  and  state  revenues  but  the  private 
sector  would  play  pivotal  and  diverse  roles  in  its  functioning. 

That's  MediCORE  in  a  nutshell  -  and  you  are  probably  either 
thoroughly  confused  or  most  wary.     Let  me  try  to  convey  the 
essence  of  MediCORE  to  you  in  a  less  antiseptic  way  -  to  describe 
it  in  more  human  terms  through  the  goals  I  think  it  can  achieve 
or  at  least  move  us  towards  t 

(1)  Universal  Access. 

President  Bush  made  the  following  statement  in  the  State 
of  the  Union  address:     "Good  health  care  is  everybody's  right". 

I,  for  one,  take  President  Bush  more  literally  than 
perhaps  he  meant  but  at  the  same  time  I  would  qualify  his 
statement.     I  believe  basic  health  care,  that  is  access  to  a 
minimum  core  package  of  benefits,  is.  the  right  of  every  citizen 
and  legal  resident  of  the  U.S.     I  have  crossed  the  Rubicon  on 
this  point! 
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"Universal  access"  is  the  soul  of  MediCORE.  Billie 
Holiday,  our  legendary  blues  singer,  put  it  most  movingly  in  the 
lyrics  she  wrote  to  her  song  God  Bless'  The  Child.  She  sang  (but 
relax  I  quote ! ) : 

"Ma -ma  may  have,  Pa -pa  may  have 
But  God  bless'  the  child 
That's  got  his  own. 
That's  got  his  own." 

Under  MediCORE,  every  individual  child  upon  birth  would  "have 
its  own",  that  is  -  be  enrolled  in  a  state  health  care  system  and 
receive  a  MediCORE  card  that  would  ensure  it  real  access  to  an 
effective  core  of  health  benefits  for  the  rest  of  its  life.  The 
child  would  have  the  right  to  that  access  not  because  it  is  the 
son  or  daughter  of  a  wealthy  or  well-employed  parent,  not  because 
its  parent  is  married  or  divorced,  not  because  it  is  poor,  and 
not  because  it  is  in  the  military  or  will  someday  attain  the  age 
of  65.     The  child  will  have  access  because  it  is  an  individual 
and  therefore  deserving.     The  child  will  "have  its  own"  as  will 
millions  of  other  currently  disenfranchised  Americans . 

(2)  Universal  access  to  what?    To  a  federally  defined  CORE 

package  of  benefits. 

It  will  be  the  responsibility  of  the  federal  government 
to  define  the  content  and  the  breadth  of  the  core  benefit  package 
that  will  be  insured  under  MediCORE.     Probably  the  core  will  have 
to  be  limited  to  "medically  necessary"  procedures  and  surely 
should  emphasize  primary  and  preventive  care,  including  prenatal. 
The  question  of  long  term  care  will  have  to  be  grappled  with. 

Needless  to  say  defining  the  core  will  be  a  wrenching 
task  with  many  tortuous  medical/ethical  questions  to  be  wrestled 
with.     This  is  no  reason  however  to  shirk  the  task.     It  should  be 
possible.     Many  efforts  are  already  underway  in  our  country  to 
define  core  benefit  packages  ,  albeit  in  different  and  less 
universal  contexts  than  MediCORE  will  require.     I  would  mention 
the  recommendations  being  made  to  reform  small-business  insurance 
by  introducing  minimum  benefits  packages  and  the  state  of 
Oregon's  priority  setting  initiative. 

In  addition  to  the  core  medical  package,  the  federal 
government  will  set  other  guidelines  or  standards  that  states 
will  have  to  meet  in  order  to  be  accredited  under  MediCORE.  For 
example  the  guidelines  will  have  to  address  the  question  of 
whether  to  allow  the  states  to  use  deductibles  or  coinsurance  as 
methods  of  cost  and  utilization  control.     Those  may  be  useful 
techniques  but  means  testing  or  other  provisions  will  have  to  be 
incorporated  in  order  to  assure  that  the  state  plans  provide  real 
access  to  care  and  not  just  access  to  insurance.     The  guidelines 
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will  also  address  the  real  access  question  in  terms  of  care 
available  in  the  rural  areas  of  all  our  states  and  in  terms  of 
non-discriminatory  delivery  of  services. 

The  guidelines  should  require  that  states  utilize 
"single-payer",  or  perhaps  "limited  payer",  health  care  plans. 
This  will  not  only  achieve  significant  administrative  cost 
savings  but  greatly  reduce  the  hassle  factor  to  patients,  doctors 
and  other  providers  as  well.     This  should  not  be  interpreted  to 
mean  that  only  f ee-f or-service  delivery  methods  will  be 
acceptable.     To  the  contrary,  encouragement  should  be  given  to 
states  to  incorporate  HMOs  ,  preferred  provider  networks  and 
other  developing  methods  of  managed  care. 

Clearly  the  breadth  of  the  CORE  package  and  the  content 
of  the  other  guidelines  as  established  by  Congress  will  be 
determining  factors  in  dealing  with  cost  of  the  program,  cost 
containment  and  global  budgetary  planning. 

(3)  Cost  Control. 

We  all  seem  to  agree  that  medical  health  care  costs  are 
out  of  control  in  our  country.     Our  cherished  market  mechanisms, 
in  and  of  themselves,  and  even  with  the  help  of  well-intentioned 
government  regulations,  are  not  doing  the  job  we  want  in  the 
health  care  field.     I  firmly  believe  that  a  fundamental 
attainable  goal  of  any  health  care  system  proposed  for  this 
country  should  be  to  contain  our  overall  societal  costs  to  no 
more  than  the  amount  we  are  now  spending.     $7  00  billion  is 
enough!     And  its  rate  of  growth  in  the  future  should  not  exceed 
the  rate  of  growth  of  our  national  income  -  our  GNP ! . 

Under  MediCORE  the  respective  cost  burdens  that 
government,  business  and  labor,  and  consumers  will  bear  will  have 
to  shift  in  important  but  hopefully  equitable  ways.     But  my 
initial  research  leads  me  to  believe  that  the  system  may  lead  to 
an  actual  reduction  in  overall  total  cost  to  society.     At  a 
minimum  MediCORE  will  allow  us  to  approach  cost  control  on  a 
national  level  by  global  budgetary  or  "cap"  processes  coordinated 
throughout  all  the  states.  This  contrasts  to  our  current 
hodgepodge  methods  of  cost  control  which  merely  squeeze  the  total 
cost  balloon  at  one  place  only  to  see  it  expand  elsewhere. 

Within  the  global  budgetary  restrictions  of  MediCORE, 
the  federal  government  and  the  states  will  share  financing 
responsibilities.  This  will  mean,  of  course,  sharing  a  greater 
responsibility  than  currently.  In  1989  the  private  sector 
(private  insurance,  individual  out-of-pocket-spending  and 
philanthropies)  accounted  for  about  58%  of  total  national  health 
spending.  Under  CORE  a  significant  shift  to  government  financing 
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is  going  to  happen.  The  degree  of  this  shift  will  depend  on  the 
scope  of  CORE  and  the  extent  to  which  private  sector  involvement 
is  maintained. 

It  is  my  feeling  that  a  majority  of  the  CORE  cost  shift 
burden  should  be  paid  for  from  federal  funds.  Currently  the 
federal  government  is  spending  well  over  twice  state  and  local 
government  expenditures.  This  could  be  taken  as  a  point  of 
reference . 

It  should  be  noted  that  families,  either  themselves  or 
through  employer  contributions,  spend  at  least  $3000  per  year  for 
medical  insurance.     Under  MediCORE  they  would  experience  definite 
reductions  in  these  private  expenditures.     In  all  fairness, 
therefore,  they  should  be  able  to  accept  comparable  increases  in 
federal  taxation.     There  are  a  variety  of  taxes  that  could  be 
employed.     These  include  the  personal  income  tax,  the  corporate 
income  tax,  payroll  taxes  on  both  employers  and  employees,  and 
possibly  even  a  national  cossumpt ion-based  tax. 

The  balance  of  the  cost  of  the  MediCORE  benefits  package 
not  covered  by  the  Federal  government  must  be  assured  by  the 
states.     The  states  will  be  at  liberty  to  raise  funds  in  a  manner 
or  manners  of  their  choosing,  including  the  use  of  deductibles 
and  copayments,  but  the  full  cost  of  CORE  must  be  met  on  a  pay- 
as-you-go  and  generationally  equitable  basis.     States  will  be 
free  to  expand  on  the  CORE  benefits  at  their  expense,  but  no 
infringement  on  real  access  is  to  be  tolerated. 

Federal  funds  will  be  distributed  to  states  basically  on 
a  per  capita  basis  but  special  distributions  may  be  made  on  the 
basis  of  state  income  or  demographics  as  well,   in  order  to  move 
towards  equal  quality  in  the  care  insured  by  each  state. 

(4)     Freedom  of  choice/diversity,  innovation,  and 
versatility . 

The  federal  government's  role  under  MediCORE  will  be 
limited  to  the  critical  functions  of  major  financier  and  the 
setting  of  guidelines  as  just  outlined.     All  the  rest  will  be  in 
the  domain  of  the  states. 

It  will  fall  to  each  state  to  design  its  own  state 
health  care  system  for  CORE  within  the  boundaries  fixed  by  the 
federal  authority.   In  doing  so  the  states  should  be  encouraged  to 
use  the  private  sector.     For  example  the  fiscal  intermediary  to 
serve  as  the  single  payer  under  a  state's  plan  need  not  be  a 
government  agency.     Instead  a  state  could  contract  those  duties 
to  a  private  insurance  company  or  any  other  qualified 
organization  or  join  with  other  states  in  the  region  to  do  so. 
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For  that  matter  a  state  would  not  be  prohibited  from 
contracting  out  its  full  insurance  role,  but  not  ultimate 
responsibility,  to  a  private  organization.   It  could  allow  private 
sector  entities  to  compete  for  CORE  business  on  the  basis  of 
HMOs,  preferred  provider  or  other  managed  care  techniques. 
Private  companies  could  compete  for  example  by  offering  lower 
costs  to  the  state  and  expanded  benefits  to  consumers  as 
incentives.     Any  such  private  insurance  systems  could  not, 
however,  impinge  upon  the  concept  of  real  access  to  CORE  that  is 
the  linchpin  of  MediCORE. 

Through  such  state  run  systems,  incorporating  the 
private  sector,  the  country  could  reap  enormous  benefits  of 
diversity,  innovation  and  versatility.     Freedom  of  choice  would 
be  maintained  not  only  for  citizens  at  the  state  level  in 
choosing  the  state  system  to  be  adopted,  but  for  consumers, 
doctors  and  other  providers  as  well.     Patients  could  continue  to 
have  freedom  of  choice  among  specific  doctors  and  hospitals,  and 
also  as  to  different  delivery  systems. 

To  my  mind  such  a  system  would  be  much  closer  to  what  we 
consider  the  "American  way"  than  the  basically  take-it-or-leave- 
it  approach  of  our  good  neighbors  to  the  north. 

(51  Quality  of  care;  Supplementary  insurance. 

The  U.S.  rightly  prides  itself  on  the  quality  of  the 
health  care  it  provides.     The  American  health  care  system  offers 
most  citizens  the  best  technology,  the  finest  hospitals  and  the 
best-trained  professionals  in  the  world.     As  we  have  seen,  the 
problem  is  not  there.     The  problem  is  in  the  financial  barriers 
that  block  many  Americans  from  this  quality  health  care  system. 

As  we  move  to  knock  down  those  financial  barriers  we 
must  not  do  so  at  the  sacrifice  of  quality  and  high  grade 
technology.     I  believe  that  under  MediCORE  that  would  not  happen. 

In  addition  to  the  role  that  the  private  sector  would 
play  in  insuring  the  delivery  of  the  CORE  benefits,  MediCORE 
envisages  a  whole  range  of  supplementary,  or  "2nd  tier",  if  you 
will,  strictly  private  insurance.     Any  and  all  services  that  do 
not  fall  within  the  CORE  benefits  eould  be  the  subject  of 
supplementary  private  insurance.     Freedom  of  choice  will  be 
maintained  in  this  way  as  well. 

Moreover  why  would  it  not  be  possible  to  allow 
supplementary  insurance  to  "wrap-around"  the  CORE  and  thereby 
provide  a  complete  package  of  insurance,  a  "cadillac"  policy,  as 
is  offered  by  some  private  companies  in  today's  market?     In  this 
way  business  can  continue  to  compete  for  employees  partially,  at 
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least,  on  the  basis  of  health  care  benefits.  Another  distinct 
advantage,  of  course,  would  be  that  labor  and  management  would 
still  be  free  to  bargain  on  health  care  issues. 

The  availability  of  supplementary  insurance,  finally, 
should  also  help  preserve  and  finance  the  high  technology  and 
quality-of -training  edge  this  country  has  and  must  maintain. 

IV.  MediCORE;     in  Context  of  Reform. 

Let's  take  a  break  from  MediCORE  for  a  few  moments  (I 
hope  this  is  not  too  welcome  a  suggestion! )  and  quickly  take  a 
look  at  the  current  health  care  reform  picture. 

During  the  101st  Congress  progress  was  made  on  the 
incremental  reform  front.     Legislation  with  regard  to  Medigap 
insurance  reform,  expansion  of  Medicaid  for  poor  pregnant  women 
and  children  and  of  Medicare  to  provide  more  home  care  services 
was  passed.     I  supported  all  of  these  measures! 

Perhaps  the  major  development  was  the  Pepper  Commission 
Report,  which  should  lead  to  active  Senate  consideration  of  a 
bill  incorporating  its  approach  during  the  102nd  Congress. 
Senator  Mitchell  has  agreed  to  give  floor  time  to  the  bill. 

Since  the  AMA  worked  closely  with  the  Pepper  Commission, 
you  know  the  bill  will  adopt  a  private/public  insurance 
employment-based  approach  including  professional  liability  reform 
among  other  suggestions . 

I  strongly  commend  the  AMA  for  assisting  the  Pepper 
Commission  in  this  work.     This  represents  the  kind  of  cooperation 
essential  to  any  progress.     Personally,  however,  I  have  concerns 
about  the  limitations  of  an  employer-based  approach  -  at  least 
with  respect  to  what  I  have  called  the  CORE  benefits.     I  feel 
such  an  approach  does  not  reach  enough  people,  puts  an  undue 
burden  on  business  and  risks  the  loss  of  jobs  we  can  not  afford 
to  lose.     Moreover  I  have  reservations  about  the  overall  cost 
control  effectiveness  of  the  approach  and  the  fact  that  the  plan 
would  entail  a  huge  federal  administration. 

Senator  Durenberger  will  soon  be  introducing  the  Small 
Employer  Health  Benefits  Reform  Act  which  is  expected  to  be 
supported  by  the  Senate  Republican  Task  Force  on  Health  Care,  of 
which  I  am  a  member.     The  bill  is  comprehensive  in  its  area  of 
concern  -  which  is  reform  of  the  small  employer  insurance  market 
by  such  measures  as  requiring  all  insurers  to  offer  "bare-bones" 
products,  free  of  state  mandates,  to  small  businesses.     As  I  have 
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stated  I  believe  that  work  towards  development  of  such  products 
is  very  useful  and  could  help  in  defining  MediCORE's  own  Core. 
The  bill  will  certainly  receive  serious  consideration  from 
Congress  along  with  the  Pepper  Commission's  Small  Business 
Insurance  Market  Reform  recommendations . 

Senator  Hatch  will  shortly  be  introducing  The  Medical 
Liability  Reform  Act,  prepared  once  again  in  cooperation  with 
your  fine  body.     I  will  be  an  original  cosponsor  of  this 
legislation  when  it  is  introduced.     I  feel  that  we  must  quickly 
reduce  the  $15  billion  spent  yearly  on  doctors  fees  that  are 
directly  attributable  to  the  high  cost  of  malpractice  insurance 
and  the  additional  $15  billion  spent  on  so-called  defensive 
medicine.     Such  reform  will  also  be  an  integral  part  of  my 
MediCORE  plan,  so  I  certainly  see  no  conflict  here. 

Other  efforts  are  already  underway,  or  can  be  expected 
soon,  to  extend  the  health  care  tax  deduction  for  the  self- 
employed  to  100%  and  to  place  greater  emphasis  on  preventive  and 
managed  care  in  public  programs.     These  measures  will  probably  be 
supported  by  the  Republican  Task  Force  on  Health  Care. 

I  must  add  to  this  brief  review  that,  in  my  view,  the 
Bush  administration,  in  spite  of  the  President's  lofty  statement 
in  the  State  of  the  Union  address,  is  not  focused  on  fundamental 
health  care  reform,  or  even  incremental  reform.     This  lack  of 
direction  constitutes  a  big  handicap  for  us  all. 

To  sum  up,  the  leadership  in  Congress  and  the 
administration  would  be  described  by  me  as  slouching  towards 
health  reform  at  best. 

That  description  is  not  applicable  to  many  others 
however.     Individual  members  of  Congress  are  introducing 
proposals  endorsing  basically  Canadian-style  health  care  systems 
with  increased  rapidity.     I  would  mention  in  particular  Rep.  Mary 
Rose  Oakar's  The  Comprehensive  Health  Care  for  All  Americans  Act, 
Rep.  Stark's  MediPlan  Act  of  1991.  and  a  soon  to  be  introduced 
bill  of  Rep.  Russo. 

Senators  Kerrey,  Daschle  and  Danforth  are  leaning 
towards  or  supporting  different  variations  of  limited-payer 
approaches  with  private  sector  components .     These  approaches  are 
of  kindred  spirit  to  MediCORE. 
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Many  non-legislative  organizations,  in  addition  to  your 
own  and  the  AFL/CIO,  are  very  active  generating  stimulating 
reform  ideas.     A  few  of  these  are: 

-the  National  Governors'  Association 

-the  National  Conference  of  State  Legislators 

-AARP 

-Citizen  Action 

Thus  while  the  "leadership"  is  certainly  not  providing 
bold  direction,  at  the  grassroots  things  are  starting  to 
percolate.     This  is  clearly  a  prerequisite  to  useful  change.  You 
all  know  the  story  of  the  taciturn  old  Vermonter  who  in  response 
to  a  flatlander's  inquiry  for  directions  replied?   "You  can't  get 
there  from  here  I " .  I  think  we  can  get  there  from  here  —  but  only 
if  support  for  real  change  comes  from  grassroots  involvement. 

VI.     MediCore:  On  trade-offs  and  Choices/Conclusion. 

Speaking  of  grassroots,  I  would  commend  to  your 
attention  a  study  by  MetLife,  made  public  just  at  the  end  of  last 
week,  entitled  Trade-offs  and  Choices;  Health  Policy  Options  for 
the  1990s. 

The  study,  conducted  by  Louis  Harris  &  Associates, 
compares  the  attitudes  of  nine  leadership  groups  in  American 
health  care  policy.     Five  of  those  groups  -  businessmen,  union 
leaders,  physicians,  hospital  CEO's  and  insurers  -  were  asked  to 
specify  what  compromises  they  are  willing  to  make  in  the  context 
of  an  overall  health  care  trade-off.     The  other  stakeholder 
groups  surveyed  were  federal  legislators,  key  congressional 
staff,  federal  regulators  and  state  officials  (quite  obviously 
the  "second  team" ! ) . 

Some  key  findings  of  the  study  were: 

-There  is  a  broad  consensus  among  all  the  groups  that 
all  is  not  well  and  that  fundamental  changes  are  necessary.  To 
be  honest  with  you,  however,  all  the  groups  but  one  believe  the 
changes  should  be  incremental .     Union  leaders  favor  big  step 
changes ! 

-There  is  widespread  belief  that  the  change  most  likely 
to  happen  is  financial  access  to  coverage  for  all  Americans . 

-An  income  tax  increase  is  an  acceptable  way,  to  large 
majorities  of  these  leadership  groups,  to  raise  money  to  pay  for 
universal  access. 
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-Any  increased  role  for  the  federal  government  should  be 
as  rulemaker  rather  than  manager. 

I  feel  that  generally  these  new  findings  are  most  favorable 
to  Kerii CORE'S  future.     You  heard  it  first  here  -  MediCORE  is  a 
trade-off  from  a  fully  laissez-faire  ideal.     However  I  think  it 
incorporates  reasonable  concessions  and  holds  real  promise  for 
real  results. 

One  possible  trade-off  seems  to  be  acceptable  to  the  MetLife 
group.     Asked  if  the  additional  cost  of  insuring  our  31  million 
uninsured  would  mean  $50  billion  less  for  spending  on  other  goods 
and  services  -  62%  said  they  would  nevertheless  favor  such  a 
decision,  while  2S%  said  they  would  oppose. 

The  $50  billion  dollar  figure  used  is  interesting.  One 
analyst  I  have  consulted,  who's  firm,  Lewis/ICF  did  the  cost 
calculations  for  the  Pepper  Commission,  has  told  me  that  the  cost 
government  of  extending  our  current  Medicare  program.,  with  the 
Medicare  deductibles,  to  ages  O-to-65,  would  be  an  additional 
$255  to  260  billion  in  1S91.  This  extended  program  would  have  a 
prescription  drug  reimbursement  component  but  not  long  term  care. 
Of  this  $255  billion  total  cost  he  figures  $220  billion  could  be 
raised  by  a  5.7%  payroll  tax  on  employers  and  a  1.5%  tax  on 
employees .     This  would  cover  all  workers  and  their  dependants . 
He  then  calculates  that  the  balance  to  cover  the  non-working 
uninsured  would  be  approximately  $35  to  40  billion;  i.e.  less 
than  the  $53  billion  figure  used  in  the  MetLife  question.  He 
also  estimates  that  under  this  expanded  Medicare  system  the  total 
societal  cost  would  decrease  $5  to  6  billion  a  year.     That  may 
not  seer,  like  much.     But  as  we  say  in  D.C.   -  a  billion  here  and  a 
billion  there  -  soon  you're  talking  real  money: 

As  I  hope  ycu  have  understood,  an  expanded,  federally 
managed,  Medicare  system  is  certainly  not  what  MediCORE  is  all 
about.     But  the  analyst's  figures  are  useful  as  a  point  of  cost 
reference . 

I  believe  that  many  more  savings  to  society  at  large  are  to 
be  found  in  the  MediCORE  package  that  can't  currently  be 
accurately  assessed.     The  dynamic  impact  on  costs  of  primary, 
preventive,  consistent  care  for  example.     Savings  from  global 
budgetary  planning  for  another.     What  about  savings  from  mal- 
practice reform?    We  must  undertake  a  very  sophisticated  dynamic, 
not  static,  costs  and  benefits  analysis.    (Perhaps  one  fall-out 
benefit  from  such  an  analysis  would  be  a  start  towards  the 
uniform  national  database  system  we  so  sorely  need!)     This  will 
be  our  "utilization  review"  if  you  can  pardon  the  expression.  We 
need  to  know  what  we  are  getting  ourselves  into  as  much  as 
possible . 
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Beyond  fiscal  considerations  are  the  compelling  human 
factors.     We  all  need  to  be  free  from  the  fears  that  currently 
plague  us :  fear  from  being  shut  out  by  or  being  financially 
disabled  by  our  current  health  care  morass.     That  means  all  of 
us:  the  children,  the  poor,  the  elderly.  You  and  me. 


I  have  no  illusions  that  our  path  will  be  easy.     My  first 
step,  already  underway,  is  to  organize  an  advisory  body  in 
Vermont  to  consider  MediCORE  and  other  concepts .     I  want  to  be 
told  where  I  am  wrong.     But,  if  I  am  on  the  right  track,  I'd  like 
to  be  told  that  too,  and  how  we  can  get  there  from  here. 

Please  help.     I  look  forward  to  working  with  you. 

God  bless'  the  child  that's  got  his  own! 

Thank  you  so  much! 
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Mr.  Conyers.  We  now  turn  to  the  gentlelady  from  Connecticut, 
Nancy  Johnson,  who  cochairs  the  Republican  research  committee's 
health  task  force  and  who  is  a  member  on  the  Health  Subcommit- 
tee of  Ways  and  Means  and  has  concentrated  her  efforts  in  health 
reform  with  particular  emphasis  on  small  employer  health  insur- 
ance and  medical  malpractice. 

Welcome  to  the  committee. 

STATEMENT  OF  HON.  NANCY  L.  JOHNSON,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Johnson.  Thank  you  very  much,  Mr.  Chairman. 

My  thanks  to  the  committee  for  holding  these  hearings  and  help- 
ing to  move  forward  the  deliberations  of  this  body  on  what  I  agree 
is  probably  the  most  formidable  challenge  that  we  face — and  will 
face — in  the  next  5  to  10  years  as  Members  of  Congress. 

I  want  to  say  basically  two  things: 

First  of  all,  I  believe  it  is  imperative  that  we  begin  dealing  with 
the  problem  of  the  uninsured  now. 

There  are  actions  that  we  can  take  this  Congress  that  will  mate- 
rially benefit  our  constituents  and  help  the  United  States  address 
this  problem  and  that  would  enable  us,  in  about  3  years  when  we 
have  pushed  the  national  dialog  further,  to  resolve  other  difficul- 
ties. 

But  to  neglect  to  act  now  in  my  estimation  would  really  be  read- 
ily irresponsible  because  the  pace  at  which  people  are  losing  health 
insurance  is  accelerating. 

It  is  not  just  those  who  are  uninsured.  It  is  the  fact  that  the 
group  is  growing. 

I  am  an  advocate  of  acting  today  and  I  will  focus  on  those  things 
in  my  plan  that  I  believe  could  be  done  this  Congress  with  good 
effect. 

We  accept  the  GAO  report  without  thorough  evaluation  at  our 
peril.  I  want  to  comment  on  the  problems  in  that  report  briefly 
after  I  review  what  I  believe  that  we  can  and  must  do  in  the  near 
term  to  address  skyrocketing  costs  and  declining  access  to  health 
care  in  America. 

If  we  don't  address  costs,  then  anything  we  do  about  access  won't 
matter  because,  in  a  few  years,  access  will  decline  under  any  plan 
that  we  adopt. 

But  let  me  talk  first  about  access  because  I  think  our  level  of 
knowledge  is  high  enough  for  us  to  do  several  things  that  would 
be  extremely  significant  and  helpful  in  the  area  of  access. 

First  of  all,  we  know  enough  now  to  reform  the  small  group  in- 
surance market. 

Two-thirds  of  the  uninsured  are  either  employed  or  dependents 
of  employed  people. 

Of  those  employed,  many  are  not  earning  very  much  money.  So 
even  if  we  reform  the  small  group  market  we  aren't  going  to  reach 
all  those  people  and  I  am  not  saying  that  we  are. 

Nonetheless,  reform  of  the  small  group  market  to  reduce  costs 
and  make  insurance  affordable  is  extremely  important  and  will  en- 
able us  to  reach  a  significant  number  of  millions  of  Americans. 

By  reforming  that  market — and  I  do  it  in  my  bill  in  a  way  that 
is  not  unlike  what  Senator  Jeffords  has  recommended  and  prac- 
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tically  every  group  that  has  studied  this  problem — I  created  a  basic 
medical  plan  but  I  do  it  a  little  differently.  I  have  the  National  As- 
sociation of  Insurance  Commissioners  do  it  because  they  are  in 
closest  touch  with  the  States  and  their  period  of  experimentation. 

I  also  say  that  any  plan  that  meets  our  consumer  protection  re- 
quirements—that is,  prevents  exclusion  for  preexisting  conditions, 
and  doesn't  allow  insurers  to  drop  companies  that  are  paying  their 
premiums — can  also  be  free  of  State  mandates  in  the  under-25 
group  market. 

So  I  not  only  put  a  standard  core  benefits  plan  out  nationally 
that  would  be  uniform,  I  also  allow  competitive  options  by  freeing 
up  that  market. 

I  think  that  will  provide  us  with  the  information  that  we  need 
in  3  years  to  be  certain  about  how  we  move  further  on  the  core 
benefit  issue. 

My  proposed  small  group  insurance  reforms  will  not  only  reduce 
costs  but,  in  combination  with  a  bill  introduced  by  Representative 
Chandler  and  I  recently,  also  will  allow  small  businesses  to  work 
together  to  create  big  groups  to  reduce  costs.  For  those  big  groups 
we  would  drive  insurance  premium  costs  down  in  several  fashions. 

By  serving  the  small  group  market,  we  reduce  cost  shifting  which 
reduces  problems  throughout  the  system. 

By  providing  the  same  tax  benefits  to  the  self-employed  as  we  do 
for  other  employers,  we  also  reduce  the  number  of  uninsured  indi- 
viduals uncovered  and,  therefore,  further  reduce  cost  shifting. 

Lastly,  in  the  area  of  access,  I  would,  as  a  first  move  that  I  think 
we  could  do  right  away,  expand  the  financial  support  for  our  mi- 
grant and  community  health  centers  program. 

In  Hartford  CT,  I  recently  visited  a  health  center  in  the  south 
end. 

They  showed  me  how  they  could  serve  all  of  the  south  end  of 
Hartford  with  the  addition  of  a  mobile  van,  an  absolutely  definable 
and  affordable  cost  saving  action. 

There  is  so  much  that  could  be  done  in  urban  areas  with  rel- 
atively modest  additional  means.  I  believe  expanding  those  centers, 
which  have  a  sliding  scale  fee  capability,  enables  them  to  help  ad- 
dress the  needs  of  employees  of  small  businesses  who  can't  afford 
the  restructured,  affordable  health  insurance  plans  that  we  hope  to 
make  available  through  the  small  business  sector. 

So  those  are  things  that  can  be  done  to  expand  access  to  care 
within  1  year,  18  months  if  we  devote  ourselves  to  that  goal.  But 
to  assure  the  success  of  these  access-expansion  efforts  we  have  to 
do  something  to  control  costs. 

Certainly  preventing  cost  shifting  is  one  of  those  things,  but 
there  are  three  other  things  that  I  would  urge  Congress  to  do  that 
will  control  costs. 

One  is  to  change  current  tax  laws  so  that  employers  only  get  a 
tax  benefit  if  their  plan  is  cost  effective,  that  is,  has  a  managed 
care  structure,  or  a  copayment  structure. 

These  changes  will  begin  to  spread  managed  care  and  similar 
kinds  of  approaches  uniformly  throughout  the  system,  and  indeed 
in  testimony  before  the  Ways  and  Means  Committee,  we  have  seen 
the  dramatic  impact  that  managed  care  can  have  on  costs. 
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Second,  I  urge  that  we  reform  our  liability  laws.  That  will  have 
an  impact  not  iust  on  premiums,  which  means  dollars  but,  more 
importantly,  will  have  an  impact  on  care  decisions.  This  will  enable 
these  decisions  to  be  more  specifically  directed  at  medical  appro- 
priateness than  at  defensive  action. 

Then  third,  I  have  proposed  in  my  legislation  something  called 
"Quality  2,000,"  which  will  move  our  hospitals  and  institutional 
care  settings  toward  a  system  that  will  enable  us  to  prevent  unnec- 
essary care  rather  than  simply  deny  payment  for  it  after  it  is 
given. 

These  kinds  of  approaches  to  cost  control  can  make  a  tremendous 
difference  and  I  think  we  do  have  the  evidence  to  prove  that. 

In  the  GAO  report,  we  see  the  danger  of  not  understanding  fully 
our  own  system  and  not  understanding  fully  the  information  that 
has  been  developed  within  our  system  as  to  the  power  of  managed 
care  and  cost  control. 

First  of  all,  there  are  a  couple  of  things  I  want  to  mention  with 
regard  to  the  GAO  study. 

Canada  is  now  experiencing  a  more  rapid  increase  in  health  care 
expenditures  than  is  the  United  States. 

That  is  a  statement  that  is  in  contradiction  to  the  statements  of 
others  out  there  and  is  a  subject  in  and  of  itself  for  a  hearing. 

But  there  are  many  authorities  who  say  that  that  is  true  and  I 
believe  it  is  true  as  you  will  see  from  my  testimony. 

Second,  it  is  very  interesting  that  physicians  in  other  nations,  in- 
cluding Canada,  pay  10  times  less  for  malpractice  insurance  than 
they  do  in  America. 

This  is  significant  not  just  because  10  times  the  malpractice  pre- 
miums means  real  dollars,  but  what  does  it  tell  you  about  what 
medical  decisions  are  being  made  in  the  United  States  versus  Can- 
ada? 

It  tells  you  that  physicians  are  making  many  more  defensive  de- 
cisions in  the  United  States  than  they  are  in  Canada  because  our 
liability  system  is  totally  different  than  that  of  any  other  nation. 
Only  in  the  United  States,  for  example,  can  you  sue  with  no  collat- 
eral, but  instead  rely  on  contingency  fees. 

That,  in  itself,  is  a  dramatic  difference. 

So,  if  you  look  at  the  rate  at  which  costs  are  growing,  that  one- 
quarter  of  Canada's  total  health  spending  remains  in  the  private 
sector  and  two-thirds  of  the  population  have  private  insurance,  and 
you  look  at  malpractice  premiums  and  the  implications  for  the 
structure  for  influencing  health  care  decisions,  you  will  see  that  the 
differences  between  the  systems  are  profound. 

Let  me  add  one  other  set  of  figures: 

The  hospital  bed  per  capita  figures  in  the  United  States  are  the 
lowest  of  any  country  in  the  world. 
The  days  of  hospital  care  per  capita  are  extraordinarily  low. 
The  doctors  per  capita  are  about  average. 

What  is  radically  different  in  America  is  the  cost  per  office  visit 
and  the  cost  per  hospital  day. 

That  tells  you  that  we  are  doing  more  tests  every  time  you  visit 
the  doctor,  more  tests  when  you  are  in  the  hospital,  and  more  pro- 
cedures in  the  office  and  in  the  hospital.  So  unless  you  are  going 
to  address  procedural  issues,  you  are  not  going  to  control  costs. 
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The  Canadian  system  addresses  those  procedural  issues  just  by 
capping  reimbursements. 

We  have  done  that  in  Medicaid  and  in  other  areas.  I  don't  believe 
that  that  will  reduce  the  number  of  procedures.  But  the  big  prob- 
lem in  the  GAO  study  is  that  in  looking  at  the  administrative  costs, 
it  assumes  that  we  could  go  to  a  simple  system  of  set  fees  and 
automatic  reimbursements  without  any  oversight  of  the  appro- 
priateness of  care  and  of  the  need  for  care. 

In  our  system,  because  it  is  procedure  and  test  heavy,  the  only 
way  we  have  found  to  control  costs  is  through  oversight  of  the  ap- 
propriateness of  care. 

Therefore,  we  cannot  strip  out  from  the  whole  administrative 
system  that  portion  whose  job  it  is  to  judge  appropriateness  with- 
out volume  skyrocketing. 

So  there  are  fundamental  assumption  flaws  in  the  GAO  study. 
They  say  themselves  that  they  didn't  look  at  the  differences  be- 
tween the  two  systems  or  the  problems  of  how  we  go  from  one  sys- 
tem to  another. 

I  appreciate  you  calling  for  raising  the  GAO  study  and  that  in 
itself  does  raise  the  fundamental  issues  about  the  difference  be- 
tween our  health  care  system  and  the  Canadian  health  care  sys- 
tem. 

Mr.  Conyers.  Thank  you  very  much.  . 

I  wanted  to  ask  my  Ohio  friends  if  Pete  Stark  could  go  forward? 
He  has  to  chair  a  committee  hearing  at  10:30  and  he  has  hung  in 
here  as  long  as  he  could. 

Would  that  be  all  right  with  you,  Mr.  Stokes? 

Mr.  Stokes.  Sure. 

STATEMENT  OF  HON.  FORTNEY  PETE  STARK,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Stark.  I  will  be  brief  and  try  and  be  nice. 
I,  first  of  all,  have  decided  that  I  am  going  to  start  drinking 
maple  syrup. 

I  want  to  associate  myself  with  the  remarks  of  the  distinguished 
Senator  from  Vermont,  who  I  presume  would  probably  get  some 
support  from  the  distinguished  Member  from  Vermont,  but  the  Ca- 
nadian system  which  you  are  talking  about  today  is  indeed  a  good 
system. 

To  those  of  you  who  are  worried  about  a  further  invasion  of  so- 
cialism from  the  North,  socialized  medicine  is  not  going  to  come  to 
us  through  the  Northeast  kingdom  nor  across  Lake  Superior,  nor 
down  through  the  Vancouver  Peninsula. 

What  we  will  probably  get  will  more  likely  come  from  Germany. 
So  if  you  are  worried  about  some  kind  of  a  system,  my  great,  great 
grandfather  voted  with  Bismarck  in  1883 — I  hate  to  steal  this  light 
from  John  Dingell — my  family  has  been  identified  with  universal 
health  control  since  before  they  were  kicked  out  of  Germany,  where 
they  have  had  universal  health — we  are  the  only  non-Third  World 
country,  save  the  white  part  of  South  Africa,  that  does  not  have  a 
mandate  for  universal  medical  care;  the  only  country  in  the  world. 

Conceivably,  somebody  else  is  doing  something  right  in  this  in- 
stance. 
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Try  and  put  away  three  or  four  shibboleths  that  you  ought  to  for- 
get when  you  are  tninking  about  delivering  medical  care. 

First,  the  Republican  policy  of  celibacy,  abstinence,  and  exercise 
as  a  way  to  provide  universal  health  care  may  sell  in  Detroit,  but 
there  are  parts  of  that  policy  that  won't  hunt  in  Oakland. 

As  they  have  a  trilogy,  so  do  I,  that  it  ought  to  be  a  matter  of 
right  because  right  now  the  constitution  only  protects  those  in  the 
slammer  from  absence  of  medical  care. 

As  a  matter  of  right,  every  provider  ought  to  get  reasonable,  not 
necessarily  desired — but  reasonable  compensation. 

The  third  part  of  my  trilogy  is  that  we  all  ought  to  pay  according 
to  our  ability  to  pay. 

Those  of  us  in  Congress  ought  to  pay  a  lot  and  those  with  no  in- 
come ought  to  pay  nothing. 

If  we  are  going  to  talk  religion  as  the  White  House  wants  to,  that 
is  my  trilogy. 

Now,  what  do  we  have  to  do  to  get  there? 

First,  no  more  commissions. 

Every  commission  organized  in  the  past  10  years  has  not  had  one 
Member  on  that  Commission  who  hasn't  had  generous  health  in- 
surance, and  I  find  it  difficult  to  put  myself  in  the  place  of  all  of 
the  people  and  your  constituents  who  are  in  real  trouble  because 
they  don't  have  health  insurance  or  because  they  are  losing  it  in 
the  work  place. 

Let's  convene  a  commission  of  uninsured  people  or  say  we  will 
take  all  of  our  health  insurance  awav  for  every  Member  of  Con- 
gress until  we  pass  a  universal  access  bill. 

That  will  make  100  days  go  very  quickly. 

Third,  don't  relate  health  insurance  to  jobs. 

That  was  done  in  the  forties  when  Roosevelt  said  no  increase  in 
wages  and  unions  had  to  have  something  to  bargain  for. 

Rids,  if  they  get  to  their  majority  without  having  six  different 
parents,  are  lucky. 

You  have  lawsuits  and  divorces  over  who  has  to  pay,  who  gets 
the  kids  on  weekends.  It  doesn't  relate. 

The  only  way  that  anybody  has  been  able  to  find  that  we  can 
contain  costs  is  through  either  a  single  payer  or  indeed  a  multiple 
payer  paying  standardized  rates  if  you  insist,  but  a  single  payer  is 
quicker. 

It  controls  costs  because  everybody  has  to  be  in  the  game  and  as 
long  as  you  let  one  person  out  of  the  box,  you  will  have  cost  shift- 
ing. 

It  is  impossible  to  contain  costs  universally  unless  you  have  a 
single  rate  and  a  single  payer. 

There  is  tremendous  overhead  savings  in  single  payer. 

You  have  heard  estimates  of  around  20  percent.  I  can  give  it  to 
you  in  another  way.  Check  with  your  hospitals. 

If  you  only  have  one  bill,  one  rate,  every  hospital  in  this  country 
could  eliminate,  every  hospital  over  25  beds  could  eliminate  one 
employee  per  bed. 

There  are  a  million  hospital  beds,  $20,000  for  the  lowest  priced 
clerical  employee  in  the  world,  you  get  $20  billion  in  savings  there. 

They  estimate  $150  billion  in  savings  by  just  having  a  single 
payer. 
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You  have  heard  a  lot  about  Canada  and  costs  and  about  studies, 
the  AMA— let  me  tell  you  about  my  study. 
I  did  a  study  and  it  is  not  a  bad  study. 

I  had  my  staff  last  Friday  call  as  I  just  figured  that  we  ought 
to  see  what  goes  on  in  Canada. 

So  we  call  up,  and  I  apologize  to  those  doctors,  and  we  said  that 
my  father,  who  is  no  longer  among  the  quick,  needed  an  operation, 
and  we  used  two  approaches. 

On  the  one  hand,  we  said  he  needed  cataract  surgery;  and  on  the 
other  hand,  we  said  he  needed  a  prostate  operation. 

With  all  apologies  to  those  doctors  who  didn't  know  they  were 
being  put  on,  we  also  asked  them  how  quickly  the  operation  would 
be  available. 

In  Bangor,  ME,  dad  could  have  had  one  eye  surgerized  for  cata- 
racts for  $2,403;  in  Detroit,  $2,400;  in  Belham,  Washington,  $2,100; 
and  in  Seattle,  $2,566. 

These  next  figures  are  in  Canadian  dollars,  which  you  car  buy 
at  a  25  percent  discount. 

In  Frediricton,  New  Brunswick,  $650  Canadian;  in  Windsor,  On- 
tario, $500  Canadian;  in  Victoria,  British  Columbia,  $1,000  Cana- 
dian; all  belonging  to  the  highest  professional  society  in  Canada. 

As  for  dad's  prostate,  in  Duluth,  $2,000;  in  Belham,  $2,967;  in 
Seattle,  $3,795;  and  Dr.  B,  in  Seattle,  $3,833. 

St.  Catherine,  Ontario,  $900;  Vancouver,  British  Columbia,  $800; 
Victoria,  British  Columbia,  $800;  and  Kelowna,  British  Columbia, 
$569. 

That  is  Canadian,  not  American. 

They  all  said,  with  the  notable  exceptions — we  said  how  soon,  in 
the  cataract  situation?  As  soon  as  we  can  get  him  in  for  a  check; 
maybe  next  week. 

No  hesitation. 

For  the  prostate  operation,  the  only  hesitation  was  we  have  to 
see  whether  it  is  malignant.  There  has  to  be  an  examination,  and 
in  Canada,  they  add  maybe  a  couple  of  weeks  if  it  is  not  an  urgent 
cancer  situation. 

Dramatic  differences. 

All  I  am  suggesting  is  that  we  are  going  to  do  nothing  in  this 
country  unless  we  can  save  the  employers  many  millions  of  dollars 
and  shift  that  savings  to  help  the  uninsured. 

There  are  30-odd  million  uninsured,  perhaps  60  million  people  go 
uninsured  any  time  during  the  year. 

We  treat  them  too  little  too  late  in  emergency  rooms,  which 
raises  your  costs  of  your  insurance  here  for  the  Federal  Govern- 
ment and  it  raises  your  constituents'  costs  or  it  makes  your  hos- 
pitals go  broke. 

We  should  do  away  with  Medicaid.  Don't  improve  on  it.  We 
should  not  identify  whether  it  is  a  welfare  program  or  not. 

I  am  indifferent  as  to  whether  we  should  have  one  Federal  sys- 
tem for  those  who  qualify  and  the  only  judgment  should  be  wheth- 
er they  pay  for  it  or  their  employer  pays  for  it  or  whether  they  get 
it  free.  The  doctor  and  the  hospital  need  not  to  know  who  pays  for 
it  and  it  ought  to  pay  a  better  rate  than  Medicaid. 

We  are  not  going  to  do  this  under  any  circumstances  unless  we 
have  a  national  leader. 
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The  only  way  I  can  see  you  will  get  the  White  House  to  move 
is  tack  a  bill  like  this  on  the  bank  reform  bill,  which  he  wants  and 
won't  veto. 

Mr.  Conyers,  you  are  doing  the  right  thing. 

Please  keep  the  administration's  feet  to  the  fire.  Prayer  may 
help,  but  the  other  parts  of  their  trilogy,  I  don't  believe  is  going  to 
do  it. 

We  have  to  get  moving. 
Thank  you. 

Mr.  Conyers.  I  am  glad  you  didn't  have  to  rush  off  to  chair  your 
meeting  because  we  were  treated  to  a  real  exercise  in  analysis  and 
experience  that  you  bring  as  the  chairman  of  the  committee  that 
is  probably  going  to  produce  the  product. 

I  am  delighted  that  you  added  your  comments  to  the  hearing  this 
morning. 

If  you  can  stay  for  questions,  please  do. 

If  not,  the  hearing  record  will  be  open  until  June  30  and  we  can 
submit  questions  to  all  of  our  colleagues  and  they  will  return  them 
back  to  us. 

Mr.  Stark.  If  the  Chair  would  permit  in  deference  to  the  dignity 
and  prestige  of  the  committee,  I  have  prepared  a  statement  prop- 
erly spelled  and  punctuated,  which  will  add  some  dignity  to  the 
record. 

[The  prepared  statement  of  Mr.  Stark  follows:] 
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Testimony  of  the  Honorable  Pete  Stark 
Chairman,  Subcommittee  on  Health 
Committee  on  Ways  and  Means 

Before  the  Committee  on  Government  Operations 
June  11,  1991 


"Strategies  for  Health  Care" 

I  would  first  like  to  commend  the  Chairman  and  the 
Committee  on  Government  Operations  for  scheduling  these 
important  hearings.    A  thorough  examination  of  the  Canadian 
system  will  help  all  of  us  as  we  attempt  to  find  solutions 
to  our  own  health  care  dilemma. 

Given  Canada's  success  in  providing  universal  access  to 
health  care  while  holding  down  cost  increases,  it  is  not 
surprising  that  many  Americans  would  look  to  the  north  for 
answers,  answers  which  we  clearly  need.    Our  own  health  care 
system  is  currently  right  on  track  to  achieve  the  dubious 
accomplishments  of  leaving  fifty  million  Americans  without 
health  protection  while  ringing  up  costs  in  excess  of  $1.5 
trillion  by  the  year  2000. 

Access  to  health  care  should  be  considered  a  basic 
right  of  every  American.    Unfortunately,  it  appears  that  we 
slip  further  away  from  assuring  this  right  every  year. 

Almost  thirty-four  million  Americans  currently  lack 
health  insurance,  and  another  seven  to  ten  million  Americans 
are  covered  by  inadequate  plans.    As  many  as  sixty-five 
million  lack  health  insurance  at  some  point  during  the  year. 

And  while  more  and  more  Americans  find  themselves 
without  health  insurance,  the  system  keeps  spending  more  and 
more  and  more  dollars,  as  if  there  were  no  limits.     If  we 
fail  to  control  our  spending  and  pass  the  costs  on  to 
consumers,  we  will  price  our  products  out  of  the 
international  marketplace. 

In  contrast,  the  Canadian  system  seems  exceptional. 
The  Canadian  system  provides  universal  coverage  to  every 
resident.  No  Canadian  must  rely  upon  charity  to  get  the 
health  care  they  need. 

Most  importantly,  the  health  status  of  Canadians  is  as 
good  or  better  than  that  of  Americans.    The  average  life 
expectancy  of  Canadians  is  longer  than  that  of  Americans. 
The  infant  mortality  rate,  an  area  in  which  the  U.S.  lags 
well  behind  other  industrialized  nations,  is  twenty-five 
percent  lower  in  Canada  than  in  the  U.S. 
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It  would  be  logical  to  assume  that  universal  coverage 
and  better  health  status  would  cost  more,  but,  as  we  all 
know,  the  Canadian  health  system  costs  less  than  ours.  In 
1989,  the  Canadians  spent  8.6  percent  of  their  gross 
national  product  on  health,  while  we  spent  almost  twelve 
percent. 

To  put  these  statistics  in  human  terms,  my  staff  and  I 
made  some  calls  last  Friday  to  doctors  along  both  sides  of 
the  U. S. -Canadian  border.     I  apologize  to  the  offices  we 
called,  but  we  made  up  a  short  story  about  trying  to  help  an 
uninsured  father  who  needed  cataract  surgery  in  some  cases 
and  a  prostate  operation  in  other  cases.    We  said  we  had 
cash,  and  we  asked  what  it  would  cost  and  how  long  it  would 
take  to  get  the  operations. 

The  results  are  dramatic.    Remember,  the  Canadian 
figures  are  in  their  dollars,  so  subtract  about  15%  to  get 
equivalent  U.S.  dollars. 


Bangor,  Maine 
Detroit,  Michigan 
Bellingham,  Washington 
Seattle,  Washington 
Fredericton,  New  Brunswick 
Windsor,  Ontario 
Victoria,  British  Columbia 


Duluth,  Minnesota 
Bellingham,  Washington 
Seattle  (Doctor  A) 
Seattle  (Doctor  B) 
St .  Cather ine ,  Ontar io 
Vancouver,  British  Columbia 
Victoria,  British  Columbia 
Kelowna,  British  Columbia 


Cataract  Surgery  for  one  eye 
Surgeon's  fee 

$2,403 
$2,400 
$2,100 
$2,566 

C$650 
C$500 
C$1,000 

Radical  Prostatectomy: 
Surgeon's  fee 

$2,000 
$2,967 
$3,795 
$3,833 


C$900 
C$800 
C$800 
C$569 


The  above  figures  are  just  the  surgeon's  fees.  Other 
fees,  for  hospitals,  anesthesiologists,  etc.,  were  harder  to 
contrast,  but  the  differences  are  comparable. 

It  makes  one  wonder,  Mr.  Chairman.     Perhaps  U.S. 
businesses  along  the  border  that  worry  about  their 
international  competitiveness  because  of  health  care  costs 
ought  to  consider  contracting  with  Canadian  providers.  It 
would  save  a  ton  of  money.    Maybe  your  City  of  Detroit  could 
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solve  its  budget  problems  this  year  by  getting  its  workers 
to  cross  into  Windsor  for  most  of  their  care? 

Two  other  points.     First,  there  were  not  long  waiting 
times  in  Canada  for  these  surgeries.     Second,  we  often  hear 
the  story  about  Canadians  coming  south  for  better  care  in 
the  U.S.     At  least  one  Canadian  doctor's  office  we  called  on 
Friday  said,  "Oh  yes,  we  get  lots  of  Americans  coming  north 
for  treatment." 

Mr.  Chairman,  we  can  stand  back  and  do  nothing  and 
continue  to  allocate  an  ever  larger  portion  of  our  economy 
to  a  flawed  health  system,  or  we  can  act,  as  have  the 
Canadians,  to  assure  health  care  for  all  Americans  at  a 
reasonable  cost. 

If  I  believed  we  could  adopt  the  Canadian  system  in  the 
U.S.,  as  my  Ways  and  Means  colleague  Marty  Russo  has 
proposed,  I  would  be  among  its  strongest  supporters. 
However,  the  Canadian  system  includes  many  attractive 
elements  which  must  be  part  of  any  strategy  we  do  adopt. 

The  Canadians  have  assured  that  everyone  is  covered,  an 
important  goal  for  our  country.     Providers  in  Canada  are 
guaranteed  reasonable,  but  not  excessive,  reimbursement. 
Again,  this  is  a  critical  goal.     Last,  the  financing  of  the 
Canadian  system  is  progressive,  a  goal  which  we  must 
incorporate  into  any  proposed  solution. 

We  need  a  national  strategy  in  order  to  provide  all 
Americans  basic  and  affordable  health  care.  Unfortunately, 
other  approaches,  including  the  employment-based  approach 
recommended  by  the  Pepper  Commission  and  by  Senator 
Mitchell,  would  not  be  truly  comprehensive.    Only  a  single 
payer  plan  under  public  auspices  can  assure  every  American  a 
basic  level  of  health  and  long-term  care  services. 

For  example,  under  an  employment-based  plan,  children 
may  be  particularly  vulnerable.    Changing  family  patterns 
create  equity  problems  with  employer-based  plans  and  often 
leave  children  or  spouses  without  the  coverage  needed.  Only 
a  public  plan  can  assure  that  all  children  are  covered  and 
that  payment  on  their  behalf  is  shared  equitably. 

Part-time  and  seasonal  workers  may  also  fall  through 
the  cracks  in  an  employment-based  system.     It  is  unclear  how 
such  an  employment-based  system  would  help  those  individuals 
who  change  jobs,  are  employed  by  more  than  one  employer,  or 
are  unemployed  for  some  period  during  a  year. 


A  national  plan  is  also  critical  for  cost  containment. 
Through  a  single  national  plan,  operated  by  the  Federal 
government,  it  is  possible  to  build  upon  the  fiscal  disci- 
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pline  that  we  have  achieved  in  Medicare.     An  employer 
mandate  approach  would  continue  the  ineffective  patchwork 
approach  to  cost  containment  that  characterizes  the  current 
system. 

Because  I  am  convinced  that  a  national  strategy  is 
necessary  to  provide  all  Americans  basic  health  and  long- 
term  care  services  and  to  implement  meaningful  cost 
containment  strategies,  I    have  introduced  the  MediPlan  Act 
of  1991  (H.R.  650)  to  provide  publicly-financed  health 
insurance  to  every  American. 

The  MediPlan  Act  of  1991  will  assure  vital  health 
insurance  protection  to  every  American.     Its  enactment  would 
make  real  every  American's  basic  right  to  high-quality 
health  services  and  would  control  skyrocketing  health  care 
costs.    All  residents  of  the  United  States,  rich  or  poor, 
would  be  enrolled  in  MediPlan  and  eligible  for  health 
benefits. 

Enactment  of  MediPlan  will  achieve  a  priority  goal  of 
the  American  people  —  universal  access  to  health  care.  And 
it  will  do  so  in  a  responsible,  cost-effective  manner  which 
builds  upon  the  proven  cost-controlling  strategies  of 
Medicare. 

MediPlan' s  basic  benefits  would  be  similar  to  those 
currently  provided  to  the  elderly  by  Medicare.     In  addition, 
MediPlan  would  cover  all  children  and  all  pregnant  women 
without  payment  of  a  premium  and  without  copayments  or 
deductibles.     Benefits  would  include  needed  pre-natal,  labor 
and  delivery,  and  preventive  well-child  care,  including 
immunizations.    MediPlan  would  also  provide  additional, 
essential  benefits,  such  as  prescription  drug  coverage,  for 
low-income  Americans,  who  would  also  not  pay  premiums, 
copayments  or  deductibles. 

MediPlan  is  not  based  upon  ideas  borrowed  from  another 
country.     Its  basic  design  was  developed  by  Congress.  In 
fact,  at  the  time  Medicare  was  developed,  many  believed  that 
it  would  be  expanded  to  phase  in  coverage  of  other  groups. 

It  is  also  true  that  MediPlan  does  not  require  the 
design  of  a  new  system  from  scratch.     All  of  the 
administrative  mechanisms  already  exist. 

MediPlan  also  provides  for  responsible,  workable  cost 
containment.     Through  the  use  of  Medicare's  DRG-based 
prospective  payment  system  (PPS)  for  hospitals  and  through 
volume  performance  standards  and  the  resource-based  relative 
value  scale  (RBRVS)  for  physicians,  MediPlan  builds  its  cost 
containment  strategy  on  the  only  proven  cost  containment 
system.     It  is  important  to  recognize  that  Medicare  is  the 
most  successful  health  insurance  program  in  this  country. 
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This  is  somewhat  different  from  our  usual  view  of 
Medicare.     The  more  common  view,  expressed  during 
reconciliation  debates,  casts  Medicare  in  the  role  of  a 
government  program  whose  costs  are  out  of  control.  The 
truth  is  that,  when  compared  to  other  insurance  plans, 
Medicare  is  a  virtual  model  of  effectiveness  and  efficiency. 

Medicare  has  done  a  better  job  of  providing  benefits, 
insuring  access  to  care,  and  controlling  costs  than  any 
other  public  or  private  health  insurance  plan  in  this 
country.    This  is  a  record  that  can,  and  should,  be  built 
upon  as  the  basis  of  a  program  of  universal  access  for  all 
Americans,  and  that  is  what  I  propose  to  do  through 
MediPlan. 

I  might  add  that  another  important  feature  of  Medicare 
is  that  it  is  ail-American,  designed  and  developed  in  our 
own  country.    Americans  know  what  it  is  and  by-and-large, 
Americans  understand  Medicare.     This  understanding  will  help 
as  the  program  is  expanded  to  cover  everyone. 

MediPlan  is  budget-neutral;  the  proposed  legislation 
raises  the  revenue  necessary  to  cover  its  cost.    Through  a 
combination  of  employer  and  employee-paid  premiums  plus  a 
new  tax  on  gross  income,  MediPlan  provides  a  blueprint  of 
how  comprehensive  health  benefits  for  every  American  could 
be  financed. 

To  finance  the  basic  health  benefits,  every  person  with 
income  above  the  poverty  line  would  pay  their  share  of  the 
MediPlan  premium  (about  $1, 000/person)  through  the  income 
tax  system.     Every  employer  would  pay  eighty  percent  of  the 
MediPlan  premium  on  behalf  of  each  working  American  through 
a  payroll  tax  of  about  $.40  per  hour  to  a  maximum  of 
$800/year  per  employee.    Thus,  each  worker  would  be 
responsible  for  $200  of  the  annual  premium. 

Low-income  persons  would  not  pay  the  individual's  share 
of  the  MediPlan  premium.     Between  $8,000  and  $16,000  for 
individuals  and  $16,000  and  $32,000  for  married  couples,  the 
individual's  share  of  the  MediPlan  premium  would  be  phased 
in. 

MediPlan  requires  $60  billion  in  revenues  beyond  the 
payment  of  the  MediPlan  premium  to  support  health  insurance 
for  children,  pregnant  women,  and  low-income  persons. 
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To  cover  the  $60  billion  in  benefits,  revenues  would  be 
raised  under  MediPlan  through  a  two  percent  tax  on  gross 
income,  including  tax-exempt  income,  deferred  income  and 
other  forms  of  income  not  currently  subject  to  taxation. 
Individuals  with  incomes  below  200  percent  of  the  poverty 
level  would  be  exempt  from  the  tax.     All  revenues  from  the 
MediPlan  income  tax  would  be  paid  into  the  MediPlan  Trust 
Fund. 

MediPlan' s  health  care  benefits  would  provide  a  true 
health  care  safety  net  for  every  American.     I  suspect  that 
most  will  embrace  the  benefits  included  in  this  bill  but  not 
support  the  proposed  taxes  necessary  to  fund  the  benefits. 

To  talk  about  the  benefits  without  considering  the 
costs  and  how  to  pay  for  benefits  is  to  mislead  the  American 
people.     I  would  urge  those  who  object  to  the  financing 
proposal  to  offer  one  of  their  own,  or  suggest  areas  where 
benefits  of  the  program  should  be  reduced. 

I  hope  that  my  plan  will  move  the  debate  forward,  so 
that  the  102nd  Congress  can  enact  the  major  changes  the 
country  so  desperately  needs. 

Again,  I  want  to  thank  the  Chairman  for  scheduling 
these  important  hearings.     We  should  look  to  the  Canadian 
system  for  examples  of  a  system  which  works  and  works  well. 
I  see  no  reason  why  we  cannot  emulate  the  success  of  Canada 
in  holding  down  costs  while  providing  every  resident  with 
access  to  health  care. 

I  look  forward  to  working  with  every  Member  of  the 
House  to  achieve  that  goal.     Thank  you. 
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Mr.  Conyers.  All  statements  have  been  accepted  into  the  record, 
including  yours. 

The  vice  chair  of  the  Health  Appropriations  Subcommittee,  my 
dear  friend,  Louis  Stokes,  has  been  a  past  chairman  of  the  Con- 
gressional Black  Caucus,  chair  of  the  Select  Committee  on  Intel- 
ligence, was  on  the  Pepper  Commission,  is  co chair  of  the  Demo- 
cratic Caucus'  Health  Issues  Task  Force  and  chairs  the  1,500-mem- 
ber  Congressional  Black  Caucus  braintrust  on  health  care  since 
1977. 

He  has  been  involved  in  legislation  dealing  with  the  current  criti- 
cal shortage  of  health  care  to  minorities  for  many  years,  and  is  an 
original  sponsor  of  the  Disadvantaged  Minority  Health  Improve- 
ment Act. 

Welcome,  Congressman  Stokes. 

STATEMENT  OF  HON.  LOUIS  STOKES,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO 

Mr.  Stokes.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

At  the  outset,  Mr.  Chairman,  let  me  thank  you  and  the  members 
of  this  committee  for  affording  us  this  opportunity  this  morning  to 
have  this  forum  to  discuss  what  I  think  is  one  of  the  most  impor- 
tant subjects  in  this  country  and  I  commend  you  for  your  leader- 
ship along  with  Mr.  Horton  for  his  leadership  in  this  area. 

I  have  spent  time  as  a  member  of  the  Pepper  Commission,  along 
with  Mary  Rose  Oakar  and  Pete  Stark,  and  I  happen  to  think  that 
the  work  of  that  committee  is  a  springboard  for  national  discussion 
on  health  care  reform. 

I  think  it  is  important  for  this  committee  to  know  why  that  com- 
mission proposed  a  share  public  private  plan  instead  of  choosing  to 
develop  a  national  health  insurance  system  such  as  that  of  Canada. 

I  prefer  a  more  social  insurance-type  system  than  that  which  was 
recommended  by  the  commission. 

However,  the  commission  concluded  that  although  there  are 
some  30  million  Americans  without  health  insurance  health  care 
coverage  with  employment  is  firmly  linked  in  our  Nation. 

Eighty-five  percent  of  our  citizens  are  covered  by  insurance  most 
of  whom  receive  it  through  their  workplace. 

If  we  were  starting  from  scratch,  we  might  not  have  chosen  to 
tie  health  care  to  employment. 

But  we  are  not  starting  from  scratch. 

By  choosing  an  employer-based  solution  like  the  Commission's, 
we  nave  chosen  an  option  which  is  least  disruptive  to  individuals 
and  to  our  health  care  system,  while  ensuring  universal  access. 

Moreover,  we  must  recognize  that  there  are  some  positive  aspects 
of  our  system  that  should  not  be  discarded. 

In  the  opinion  of  the  Commission,  the  realistic  course  is  to  start 
where  we  are  and  improve  upon  it. 

There  are,  however,  some  lessons  to  be  learned  from  other  coun- 
tries like  Canada  with  a  national  health  plan  that  are  incorporated 
in  the  Pepper  plan,  as  well  as  in  initiatives  being  considered  before 
Congress. 

Most  important  of  these  are  universal  coverage,  cost  contain- 
ment, and  quality  assurance. 
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We  also  need  to  seriously  address  the  issue  of  malpractice  and 
how  "defensive  medicine"  has  resulted  in  astronomical  costs  to  our 
health  care  system. 

All  of  these  points  were  highlighted  and  noted  in  the  GAO  report 
that  compared  the  Canadian  system  with  ours. 

I  fully  concur  with  these  conclusions. 

Mr.  Chairman,  I  could  not  testify  today  without  discussing  a 
major  issue  not  specifically  cited  in  the  GAO  report  in  which  I  have 
a  particular  interest. 

This  is  the  health  status  of  underserved  minority  populations. 

The  issue  has  become  even  more  critical  since,  for  the  last  3 
years,  there  has  been  a  decline  in  black  life  expectancy  at  a  time 
when  white  life  expectancy  has  continued  to  increase. 

In  fact,  a  1985  report  of  the  Secretary's  Task  Force  on  Black  and 
Minority  Health  concluded  that  despite  an  unprecedented  explosion 
in  scientific  knowledge  and  the  phenomenal  capacity  to  treat  and 
cure  disease  "minorities  have  not  benefited  fully  or  equitably  from 
the  fruits  of  those  health  systems." 

More  recently,  an  article  in  the  Journal  of  the  American  Medical 
Association  supports  this  finding  and  goes  even  further  to  say  that 
"sufficient  access  to  medical  care  by  all  Americans  is  not  yet  a  re- 
ality due,  in  large  part,  to  long  standing,  systematic,  institutional- 
ized racial  discrimination." 

When  talking  about  national  health  care  reform,  we  must  re- 
member that  having  universal  health  insurance  does  not  guarantee 
the  actual  receipt  of  care. 

Minorities  who  already  suffer  a  disproportionate  rate  of  illness 
and  death  are  faced  with  other  factors  that  may  not  guarantee  ap- 
propriate care. 

This  issue  is  one  that  I  strongly  stressed  to  the  Pepper  Commis- 
sion, and  one  that  I  stress  to  you  in  this  hearing  today. 

When  looking  at  reforming  our  system,  consideration  must  be 
given  to  the  availability  of  health  care  facilities,  personnel,  and 
other  resources  to  minority  and  underserved  communities. 

Unfortunately,  even  with  these  things  present,  services  are  often 
fragmented  and  poorly  coordinated,  thereby  preventing  effective  de- 
livery. 

Most  importantly,  there  are  cultural,  linguistic,  racial,  edu- 
cational and  attitudinal  differences  that  impose  special  barriers  to 
effective  delivery  of  health  care  to  minority  Americans. 

Steps  must  be  taken  and  provisions  made  in  any  health  care  re- 
form plan  that  address  these  special  needs. 

These  provisions  should  include  both  fiscal  and  other  support  for 
community  health  clinics  and  other  local  health  providers. 

It  means  making  services  physically  accessible  to  hard-to-serve 
populations  and  providing  health  professionals  trained  and  sen- 
sitive to  the  special  needs. 

It  means  that  when  promoting  medical  research,  the  Federal 
Government  focus  its  efforts  on  disease  and  health  problems  that 
affect  minorities,  as  well  as  treatment  methodologies  that  are  spe- 
cific to  minority  needs. 

Moreover,  the  Federal  Government  should  increase  support  for 
programs  of  health  promotion,  disease  prevention,  risk  reduction 
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and  health  education  that  increase  healthy  lifestyles  and  reduce  ex- 
cess mortality. 

Mr.  Chairman,  without  these  advancements,  national  health  care 
reform  as  it  is  currently  being  debated  will  not  truly  assist  minor- 
ity Americans. 

If  this  Nation  can  begin  to  make  even  the  slightest  inroads  to  the 
health  care  problems  of  the  most  severely  underserved  and  ill,  then 
solving  the  problems  of  others  is  certain  to  follow. 

No  matter  how  difficult  the  road  ahead,  we  must  not  be  swayed 
from  our  goal  of  ensuring  quality  and  affordable  health  care  for  all 
Americans. 

It  is  going  to  take  the  collective  will  of  all  parties  to  give  to  the 
solution  and  to  effect  change. 

Mr.  Chairman,  let  me  close  by  saying  that  I  am  confident  that 
reform  will  come. 

What  it  comes  down  to  ultimately,  Mr.  Chairman,  is  not  whether 
something  will  be  done — but  when. 

I  look  forward  to  working  with  you  in  effectuating  this  change. 

I  will  be  glad  to  attempt  to  try  to  answer  any  questions  you  and 
the  panel  may  have. 

Mr.  Conyers.  Thank  you  for  an  excellent  statement,  Mr.  Stokes. 

[The  prepared  statement  of  Mr.  Stokes  follows:] 
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GOOD  MORNING  MR.   CHAIRMAN.      I  APPRECIATE  THE 
OPPORTUNITY  TO  TESTIFY  THIS  MORNING  BEFORE  YOUR  COMMITTEE.  I 
AM  GLAD  TO  BE  JOINED  BY  MY  DISTINGUISHED  COLLEAGUES  WHO  I 
KNOW  SHARE  WITH  ME  A  REAL  INTEREST  IN  THE  PROBLEM  OF  ACCESS 
TO  HEALTH  CARE  FOR  OUR  NATION'S  CITIZENS.      NOT  ONLY  HAS  THIS 
BEEN  A  MAJOR  CONCERN  OF  MINE  DURING  MY  TWENTY  YEAR  TENURE  IN 
CONGRESS,    BUT  IN  MY  OPINION,   THIS  IS  THE  SINGLE  MOST  COMPLEX 
AND  IMPORTANT  ISSUE  WE  FACE  IN  THIS  NATION  IN  TERMS  OF 
DOMESTIC  POLICY. 

LET  ME  FIRST  SAY,   MR.   CHAIRMAN,   THAT  THE  LEADERSHIP  YOU 
HAVE  PROVIDED  IN  ADDRESSING  THIS  ISSUE  IS  TO  BE  COMMENDED. 
BY  PROVIDING  THIS  FORUM,   AND  OTHER  RECENT  HEARINGS,    YOU  HAVE 
ONCE  AGAIN  DEMONSTRATED  YOUR  RESOLVE  THAT  OUR  NATION  PROVIDE 
QUALITY  AND  AFFORDABLE  HEALTH  CARE  TO  ALL  AMERICANS. 

I  HAVE  HAD  THE  PRIVILEGE  OF  SERVING  ON  HOUSE  COMMITTEES 
AND  COMMISSIONS  THAT  FOCUS  SPECIFICALLY  ON  THE  ISSUE  OF 
HEALTH  CARE.      AS  A  MEMBER  OF  THE  HOUSE  APPROPRIATIONS 
SUBCOMMITTEE  ON  LABOR-HEALTH  AND  HUMAN  SERVICES-EDUCATION,  I 
HAVE  SCRUTINIZED  OUR  FEDERAL  HEALTH  CARE  SYSTEM  IN  DEPTH.  IN 
FACT,   WE  HAVE  JUST  RECENTLY  FINISHED  MARKING -UP  THE  FY  1992 
HEALTH  AND  HUMAN  SERVICES  APPROPRIATIONS.      MOREOVER,    I  HAVE 
JUST  SPENT  OVER  A  YEAR  AS  A  MEMBER  OF  THE  PEPPER  COMMISSION 
WHERE  THE  MOST  EXTENSIVE  AND  INTENSIVE  DEBATE  AND  REVIEW  OF 
OUR  HEALTH  CARE  SYSTEM  OCCURRED. 

MANY  OF  YOU,    I  AM  CERTAIN,    ARE  FAMILIAR  WITH  THE  PEPPER 
PLAN.      I  BELIEVE  THAT  THIS  WORK  IS  THE  SPRINGBOARD 
FOR  NATIONAL  DISCUSSION  ON  HEALTH  CARE  REFORM,   AND  I  THINK  IT 
IS  IMPORTANT  FOR  THIS  COMMITTEE  TO  KNOW  WHY  WE  PROPOSED  A 
SHARED  PUBLIC  AND  PRIVATE  PLAN,    INSTEAD  OF  CHOOSING  TO 
DEVELOP  A  NATIONAL  HEALTH  INSURANCE  SYSTEM  LIKE  CANADA.  IN 
FACT,    I  PERSONALLY  PREFER  A  MORE  SOCIAL  INSURANCE-TYPE 
SYSTEM  THAN  THAT  ULTIMATELY  RECOMMENDED. 

THE  COMMISSION,    CONCLUDED,   HOWEVER,    THAT  ALTHOUGH  THERE 
ARE  SOME  3  0  MILLION  AMERICANS  WITHOUT  HEALTH  INSURANCE, 
HEALTH  CARE  COVERAGE  WITH  EMPLOYMENT  IS  FIRMLY  LINKED  IN  OUR 
NATION  —  85%  OF  OUR  CITIZENS  ARE  COVERED  BY  INSURANCE,  MOST 
OF  WHOM  RECEIVE  IT  THROUGH  THEIR  WORKPLACE.      IF  WE  WERE 
STARTING  FROM  SCRATCH,    WE  MIGHT  NOT  HAVE  CHOSEN  TO  TIE 
HEALTH  CARE  TO  EMPLOYMENT.     BUT  WE  ARE  NOT  STARTING  FROM 
SCRATCH.      BY  CHOOSING  AN  EMPLOYER-BASED  SOLUTION  LIKE  THE 
COMMISSION'S,   WE  HAVE  CHOSEN  AN  OPTION  WHICH  IS  LEAST 
DISRUPTIVE  TO  INDIVIDUALS  AND  TO  OUR  HEALTH  CARE  SYSTEM, 
WHILE  ENSURING  UNIVERSAL  ACCESS.     MOREOVER,   WE  MUST  RECOGNIZE 
THAT  THERE  ARE  SOME  POSITIVE  ASPECTS  OF  OUR  SYSTEM  THAT 
SHOULD  NOT  BE  DISCARDED.      IN  THE  OPINION  OF  THE  COMMISSION, 
THE  REALISTIC  COURSE  IS  TO  START  WHERE  WE  ARE  AND  IMPROVE 
UPON  IT. 

THERE  ARE,    HOWEVER,    SOME  LESSONS  TO  BE  LEARNED  FROM 
OTHER  COUNTRIES  LIKE  CANADA  WITH  A  NATIONAL  HEALTH  PLAN  THAT 
ARE  INCORPORATED  IN  THE  PEPPER  PLAN,   AS  WELL  AS  IN 
INITIATIVES  BEING  CONSIDERED  BEFORE  CONGRESS.      MOST  IMPORTANT 
OF  THESE  ARE  UNIVERSAL  COVERAGE,    COST  CONTAINMENT,  AND 
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QUALITY  ASSURANCE.     WE  ALSO  NEED  TO  SERIOUSLY  ADDRESS  THE 
ISSUE  OF  MALPRACTICE  AND  HOW  "DEFENSIVE  MEDICINE"  HAS 
RESULTED  IN  ASTRONOMICAL  COSTS  TO  OUR  HEALTH  CARE  SYSTEM. 
ALL  OF  THESE  POINTS  WERE  HIGHLIGHTED  AND  NOTED  IN  THE  GAO 
REPORT  THAT  COMPARED  THE  CANADIAN  SYSTEM  WITH  OURS.      I  FULLY 
CONCUR  WITH  THESE  CONCLUSIONS. 

SOME  THINGS  THAT  WERE  NOT  AS  CLEAR  IN  THE  GAO  REPORT  IN 
TERMS  OF  DIFFERENCES  IN  THE  TWO  SYSTEMS  WERE  ITEM  SUCH  AS  THE 
COST  OF  MEDICAL  EDUCATION  IN  THE  U.S.  VERSUS  CANADA,  WHERE 
TUITION  AVERAGES  ABOUT  $2000  PER  YEAR.     THIS  GREATLY  AFFECTS 
THE  FEES  PHYSICIANS  CHARGE,   SINCE  THEY  MUST  PAY  OFF  A 
CONSIDERABLE  EDUCATIONAL  DEBT.     CONSIDERATION  ALSO  HAS  TO  BE 
GIVEN  TO  OUR  GOVERNMENTAL  STRUCTURE.     WE  HAVE  50  STATES 
COMPARED  TO  10  PROVINCES  IN  CANADA.     WE  MUST  ASK  OURSELVES 
WHETHER  WE  WOULD  WANT  THE  SAME  LEVEL  OF  AUTHORITY  AND 
AUTONOMY  GIVEN  TO  THE  STATES  AS  TO  THE  PROVINCES.     LAST,  BUT 
EQUALLY  IMPORTANT,  THE  CANADIANS  HAVE  A  GREAT  DEAL  OF 
CONFIDENCE  IN  THEIR  GOVERNMENT  CONTROLLING  THE  HEALTH  SYSTEM. 
I  DO  NOT  BELIEVE  THAT  YOU  WOULD  FIND  THE  SAME  SITUATION  IN 
OUR  COUNTRY. 

MR.   CHAIRMAN,   I  COULD  NOT  TESTIFY  TODAY  WITHOUT 
DISCUSSING  A  MAJOR  ISSUE  NOT  SPECIFICALLY  CITED  IN  THE  GAO 
REPORT  IN  WHICH  I  HAVE  A  PARTICULAR  INTEREST.     THIS  IS  THE 
HEALTH  STATUS  OF  UNDERSERVED  MINORITY  POPULATIONS.     I  HAVE 
BEEN  ESPECIALLY  CONCERNED  WITH  THIS  AS  ISSUE  AS  CHAIRMAN  OF 
THE  CONGRESSIONAL  BLACK  CAUCUS  HEALTH  BRAINTRUST.     THE  ISSUE 
HAS  BECOME  EVEN  MORE  CRITICAL  SINCE,   FOR  THE  LAST  THREE 
YEARS,  THERE  HAS  BEEN  A  DECLINE  IN  BLACK  LIFE  EXPECTANCY  AT  A 
TIME  WHEN  WHITE  LIFE  EXPECTANCY  HAS  CONTINUED  TO  INCREASE. 
IN  FACT,  A  1985  REPORT  OF  THE  SECRETARY'S  TASK  FORCE  ON  BLACK 
AND  MINORITY  HEALTH  CONCLUDED  THAT  DESPITE  AN  UNPRECEDENTED 
EXPLOSION  IN  SCIENTIFIC  KNOWLEDGE  AND  THE  PHENOMENAL  CAPACITY 
TO  TREAT  AND  CURE  DISEASE  "MINORITIES  HAVE  NOT  BENEFITTED 
FULLY  OR  EQUITABLY  FROM  THE  FRUITS  OF  THOSE  HEALTH  SYSTEMS." 
MORE  RECENTLY,  AN  ARTICLE  IN  THE  JOURNAL  OF  THE  AMERICAN 
MEDICAL  ASSOCIATION  SUPPORTS  THIS  FINDING  AND  GOES  EVEN 
FURTHER  TO  SAY  THAT"  SUFFICIENT  ACCESS  TO  MEDICAL  CARE  BY  ALL 
AMERICANS  IS  NOT  YET  A  REALITY  DUE,   IN  LARGE  PART,   TO  LONG- 
STANDING,  SYSTEMATIC,   INSTITUTIONALIZED  RACIAL 
DISCRIMINATION." 

WHEN  TALKING  ABOUT  NATIONAL  HEALTH  CARE  REFORM,  WE  MUST 
REMEMBER  THAT  HAVING  UNIVERSAL  HEALTH  INSURANCE  DOES  NOT 
GUARANTEE  THE  ACTUAL  RECEIPT  OF  CARE.     MINORITIES  WHO  ALREADY 
SUFFER  A  DISPROPORTIONATE  RATE  OF  ILLNESS  AND  DEATH  ARE  FACED 
WITH  OTHER  FACTORS  THAT  MAY  NOT  GUARANTEE  APPROPRIATE  CARE. 
THIS  ISSUE  IS  ONE  THAT  I  STRONGLY  STRESSED  TO  THE  PEPPER 
COMMISSION,   AND  ONE  THAT  I  STRESS  TO  YOU  IN  THIS  HEARING 
TODAY. 

WHEN  LOOKING  AT  REFORMING  OUR  SYSTEM,   CONSIDERATION  MUST 
BE  GIVEN  TO  THE  AVAILABILITY  OF  HEALTH  CARE  FACILITIES, 
PERSONNEL  AND  OTHER  RESOURCES  TO  MINORITY  AND  UNDERSERVED 
COMMUNITIES.     UNFORTUNATELY,   EVEN  WITH  THESE  THINGS  PRESENT, 
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SERVICES  ARE  OFTEN  FRAGMENTED  AND  POORLY  COORDINATED,  THEREBY 
PREVENTING  EFFECTIVE  DELIVERY. 

MOST  IMPORTANTLY,   THERE  ARE  CULTURAL,  LINGUISTIC, 
RACIAL,    EDUCATIONAL  AND  ATTITUDINAL  DIFFERENCES  THAT  IMPOSE 
SPECIAL  BARRIERS  TO  EFFECTIVE  DELIVERY  OF  HEALTH  CARE  TO 
MINORITY  AMERICANS.      STEPS  MUST  BE  TAKEN  AND  PROVISIONS  MADE 
IN  ANY  HEALTH  CARE  REFORM  PLAN  THAT  ADDRESS  THESE  SPECIAL 
NEEDS. 

THESE  PROVISIONS  SHOULD  INCLUDE  BOTH  FISCAL  AND  OTHER 
SUPPORT  FOR  COMMUNITY  HEALTH  CLINICS  AND  OTHER  LOCAL  HEALTH 
PROVIDERS.      IT  MEANS  MAKING  SERVICES  PHYSICALLY  ACCESSIBLE  TO 
HARD  TO  SERVE  POPULATIONS  AND  PROVIDING  HEALTH  PROFESSIONALS 
TRAINED  AND  SENSITIVE  TO  THE  SPECIAL  NEEDS.      IT  MEANS  THAT 
WHEN  PROMOTING  MEDICAL  RESEARCH,    THE  FEDERAL  GOVERNMENT  FOCUS 
ITS  EFFORTS  ON  DISEASE  AND  HEALTH  PROBLEMS  THAT  AFFECT 
MINORITIES,   AS  WELL  AS  TREATMENT  METHODOLOGIES  THAT  ARE 
SPECIFIC  TO  MINORITY  NEEDS.      MOREOVER,    THE  FEDERAL  GOVERNMENT 
SHOULD  INCREASE  SUPPORT  FOR  PROGRAMS  OF  HEALTH  PROMOTION, 
DISEASE  PREVENTION,    RISK  REDUCTION  AND  HEALTH  EDUCATION  THAT 
INCREASE  HEALTHY  LIFESTYLES  AND  REDUCE  EXCESS  MORTALITY. 

MR.    CHAIRMAN,   WITHOUT  THESE  ADVANCEMENTS,  NATIONAL 
HEALTH  CARE  REFORM  AS  IT  IS  CURRENTLY  BEING  DEBATED  WILL  NOT 
TRULY  ASSIST  MINORITY  AMERICANS.      IF  THIS  NATION  CAN  BEGIN  TO 
MAKE  EVEN  THE  SLIGHTEST  INROADS  TO  THE  HEALTH  CARE  PROBLEMS 
OF  THE  MOST  SEVERELY  UNDERSERVED  AND  ILL,    THEN  SOLVING  THE 
PROBLEMS  OF  OTHERS  IS  CERTAIN  TO  FOLLOW. 

WHILE  THERE  IS  NO  CONSENSUS  ON  EXACTLY  WHAT  APPROACH  OR 
PLAN  SHOULD  BE  IMPLEMENTED  TO  AFFECT  CHANGES  IN  OUR  HEALTH 
CARE  DELIVERY  SYSTEM,    I  BELIEVE  THAT  WE  CANNOT  PUT  OFF  MAKING 
REFORMS  FOR  FIVE  OR  SO  YEARS  WHILE  MILLIONS  OF  PEOPLE 
CONTINUE  TO  GET  SICK  AND  GO  WITHOUT  CARE.     AND  WHILE  THERE  IS 
NO  AGREEMENT  AT  PRESENT  ABOUT  WHAT  A  NATIONAL  HEALTH  PLAN 
SHOULD  ENCOMPASS,   THERE  IS  AGREEMENT  THAT  WE  NEED  NATIONAL 
HEALTH  CARE  REFORM.      IF  RECENT  POLLS  ARE  CORRECT,    THIS  BELIEF 
IS  SHARED  BY  THE  AMERICAN  PUBLIC. 

NO  MATTER  HOW  DIFFICULT  THE  ROAD  AHEAD,   WE  MUST  NOT  BE 
SWAYED  FROM  OUR  GOAL  OF  ENSURING  QUALITY  AND  AFFORDABLE 
HEALTH  CARE  FOR  ALL  AMERICANS.      IT  IS  GOING  TO  TAKE  THE 
COLLECTIVE  WILL  OF  ALL  PARTIES  TO  GIVE  TO  THE  SOLUTION  AND  TO 
EFFECT  CHANGE. 

MR.    CHAIRMAN,    LET  ME  CLOSE  BY  SAYING  THAT  I  AM  CONFIDENT 
THAT  REFORM  WILL  COME.        BUSINESS  IS  CALLING  FOR  IT.  HEALTH 
CARE  PROVIDERS  ARE  CALLING  FOR  IT.      AND  MOST  IMPORTANTLY,  THE 
AMERICAN  PEOPLE  ARE  CALLING  FOR  IT.      WHAT  IT  COMES  DOWN  TO 
ULTIMATELY,   MR.    CHAIRMAN,    IS  NOT  WHETHER  SOMETHING  WILL  BE 
DONE  —  BUT  WHEN.      I  LOOK  FORWARD  TO  WORKING  WITH  YOU  IN 
AFFECTING  THIS  CHANGE. 
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Mr.  CoNYERS.  We  now  turn  to  one  of  our  most  demure  Members 
of  the  House,  Mary  Rose  Oakar,  who  joined  us  in  the  hearing  last 
week. 

Her  work  on  this  subiect  matter  has  been  underscored  by  the 
fact  that  Medicare  now  has  a  mammography  benefit  in  it  that  it 
didn't  have  and  it  took  years  for  her  to  do  it. 

She  is  a  Pepper  Commission  member  and  has  introduced  her 
own  legislation  and  was  with  us  last  week  when  we  unveiled  the 
General  Accounting  Office  study  on  the  Canadian  system. 

Welcome  again  to  the  committee,  Ms.  Oakar. 

STATEMENT  OF  HON.  MARY  ROSE  OAKAR,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Oakar.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. I  am  so  pleased  to  be  on  a  panel  with  individuals  who  are 
on  the  front  burner  of  this  subject. 

Mr.  Chairman  and  members,  I  want  to  publicly  thank  the  Gov- 
ernment Operations  Committee  because  I  don't  want  to  wait  8 
more  years,  as  it  took  me  to  get  mammography  coverage,  one  little 
item  mlded  into  Medicare  to  save  lives  and  money. 

I  want  to  see  a  solution  to  what  I  think  is  a  crisis  in  our  country 
relative  to  health  care.  Your  work  and  your  asking  for  the  GAO  re- 
port was  absolutely  invaluable,  and  maybe  finally  we  will  put 
health  care  as  an  anchor  issue  to  be  confronted  by  Congress  and 
the  administration,  because  the  American  people  are  way  ahead  of 
Congress  and  way  ahead  of  the  administration  on  this  issue. 

They  want  it.  They  are  fed  up  with  the  system  as  it  is.  They  can- 
not believe  that  we  have  77  million  people  underinsured  and  not 
insured,  and  8  million  people  who  need  long-term  care;  and  yet, 
Americans  spend  more  than  any  other  industrialized  country  on 
health  care  with  all  these  under-  and  noninsured  people. 

So,  as  a  member  of  the  Pepper  Commission,  we  did  look  at  op- 
tions, and  I  want  you  to  know  that  of  the  three  options  we  looked 
at,  the  Pepper  Commission  proposal  which — Congressman  Stokes 
contributed  so  much  to  that  Commission.  He  indicated  we  rec- 
ommended by  an  eight-to- seven  vote  an  employer-based  plan, 
building  on  what  we  already  had. 

There  were  other  options  offered.  Someone  offered  on  the  Com- 
mission a  subsidized  plan  that  would  improve  access  to  private  in- 
surance under  the  guise  of  expanding  Medicare.  I  offered  my  uni- 
versal, comprehensive  health  care  plan,  which  is  now  a  bill,  H.R. 
8.  And  I  want  you  to  know  that  of  the  three  plans,  my  vote  was 
nine  to  six.  It  was  kind  of  close,  and  we  almost  won  it. 

Of  the  plans,  mine  was  the  cheapest,  and  provided  more  com- 
prehensive access  to  every  American.  That  is  what  I  would  like  to 
briefly  discuss  for  a  few  seconds.  What  does  the  plan  do? 

I  want  to  reform  health  care  in  this  country  in  two  manners, 
comprehensively.  I  want  every  American,  irrespective  of  who  that 
American  is,  to  have  universal  comprehensive  coverage. 

No.  2,  it  is  not  enough  to  iust  say  we  want  an  insurance  policy 
for  Americans.  I  want  every  American  to  have  a  very  high  standard 
of  coverage.  I  want  every  American  to  have  comprehensive  acute 
care,  in-  and  out-patient  care  coverage,  the  kind  of  care  we  associ- 
ate with  respect  to  surgery,  hospital  care,  et  cetera.  I  want  every 
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American  to  have  preventive  health  care,  which  I  defy  anyone  to 
tell  me  what  policy  in  this  country  provides  comprehensive  early 
detection,  preventive  health  care.  That  is,  I  want  to  have  every 
child  vaccinated,  every  adult  have  immunization,  which  is  not  cov- 
ered in  regular  health  care  coverage. 

Why  is  it  that  we  have  100  percent  more  infant  mortality  than 
Japan,  and  I  could  tell  you  one  good  reason.  One  reason  is  that 
they  have  child  vaccination  and  wellness  programs  as  part  of  their 
health  care  coverage. 

I  want  to  see,  in  addition,  other  early  detection  and  preventive 
measures.  I  want  to  see  mammography  coverage,  not  just  in  Medi- 
care, and  cancer  screening  for  men  for  prostate  and  colon  cancer, 
hypertension,  sickle  cell  anemia,  which  Congressman  Stokes  put 
into  our  plan  as  amendments,  and  other  kinds  of  diseases  that  es- 
pecially impact  on  minorities  and  others. 

Mr.  Chairman,  we  can  do  it,  and  we  can  do  it  better.  I  want  to 
see  women  have  pap  smears,  not  if  they  have  a  Cadillac  plan,  but 
that  ought  to  be  standard  coverage.  And  Mr.  Chairman,  I  want  to 
see  another  form  of  prevention,  and  that  is  why  in  H.R.  8,  which 
I  introduced  at  the  beginning  of  this  Congress  and  right  after  the 
Pepper  Commission  adjourned-— that  is  why  I  have  added  $1  billion 
in  more  research. 

Why  is  it,  for  example,  breast  cancer,  notwithstanding — because 
you  get  me  off  on  that,  and  I  could  take  a  lot  of  your  time.  Alz- 
heimer's disease,  every  year  Americans  spend  $90  billion  trying  to 
take  care  of  their  loved  ones,  and  there  is  no  cure  for  it  yet.  We 
are  so  close  to  finding  what  triggers  that  cell  off  in  the  wrong  direc- 
tion. 

Why  can't  we  invest  in  finding  cures  to  diseases,  and  that  is  part 
of  the  preventive  health  care  approach  that  our  country  ought  to 
tackle. 

Finally,  Mr.  Chairman,  I  want  to  see  comprehensive  long-term 
care.  That  is,  I  want  to  see  home-  and  community-based  care  serv- 
ices, homemaker  services,  heavy  chore  services,  respite  care  serv- 
ices, dietary  aid  care.  I  want  to  see  prevention  in  terms  of  treating 
people  who  are  drug  addicts  and  alcoholics,  instead  of  building 
more  prisons.  We  want  to  arrest  those  diseases. 

Alcoholism  is  not  even  on  anybody's  agenda,  yet  we  saw  a  report 
that  12-year-old  children,  many  imbibe  at  a  rate  of  50  drinks  a 
week,  yet  we  don't  want  to  talk  about  alcoholism  because  of  all  the 
lobbying  that  goes  on.  I  want  to  treat  those  people  so  they  don't  get 
more  catastrophic  diseases. 

The  fact  is  that  if  we  have  a  long-term  care  strategy,  we  can  sup- 
ply up  to  6  months  of  nursing  home  care  and  do  it — the  average 
length  is  4  months.  We  can  do  acute  care,  lone-term  care,  and  pre- 
ventive care;  and  the  question  becomes,  how  do  we  pay  for  it?  The 
answer  is,  guess  what,  we  already  pay  for  it.  We  pay  $700  billion; 
two-thirds  of  that  are  government  programs.  So  don't  let  anybody 
kid  you  about  the  government  not  being  involved  in  this;  we  al- 
ready are. 

Mr.  Chairman,  a  real  easy  solution.  And  then  we  spend  $209  bil- 
lion in  private  insurance.  Let  me  tell  you  something:  You  won't 
have  to  spend  one  more  nickel  on  health  care,  and  you  could  have 
this  comprehensive  approach  or  other  approaches,  very  simple.  You 
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could  recapture,  as  Senator  Moynihan  wanted  today — he  wanted  to 
take  part  of  the  surplus  in  Social  Security  and  give  it  back  to  peo- 
ple. I  would  take  the  surplus,  which  is  now  $225  billion — and  this 
is  just  one  approach;  there  are  a  million  different  approaches. 

Mr.  CONYERS.  We  will  get  into  those  proposals  probably  during 
the  questioning.  Right  now,  I  want  to  thank  you  for  again  coming 
forward  with  a  statement  that  shows  that  you  have  been  in  this 


Ms.  Oakar.  I  understand  the  time  restraints,  and  I  appreciate 
that. 

[The  prepared  statement  of  Ms.  Oakar  follows:] 
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STATEMENT  OF  THE  HONORABLE  MARY  ROSE  OAKAR 
MEMBER  OF  CONGRESS  FROM  OHIO 
before  the 
HOUSE  GOVERNMENT  OPERATIONS  COMMITTEE 
June  11,  1991 

MR.  CHAIRMAN,  I  AM  VERY  PLEASED  TO  BE  HERE  TODAY.  I  THANK  YOU 
FOR  CONTINUING  THIS  IMPORTANT  SERIES  OF  HEARINGS  ON  THE  QUESTION  OF 
THE  FUTURE  OF  HEALTH  CARE  AND  ACCESS  TO  HEALTH  CARE  IN  THE  UNITED 
STATES.  I  APPRECIATE  YOUR  LEADERSHIP  IN  BRINGING  THIS  DISCUSSION 
BEFORE  THE  AMERICAN  PEOPLE.  THIS  HEARING  IS  A  SIGNIFICANT  STEP 
FORWARD  TOWARD  DEALING  WITH  WHAT  I  BELIEVE  WILL  BE  THE  MOST  SERIOUS 
DOMESTIC  ISSUE  THIS  CONGRESS  WILL  FACE  IN  THE  1990 's.  I  MUST  ALSO 
PUBLICLY  THANK  YOU  AND  THE  COMMITTEE  FOR  ALLOWING  ME  TO  SIT  IN  LAST 
WEEK  FOR  THE  RELEASE  OF  THE  GAO  STUDY.  THAT  LANDMARK  STUDY  REALLY 
SUPPORTS  WHAT  MANY  OF  US  HAVE  BEEN  SAYING  ALL  ALONG  —  WE  ARE 
ALREADY  PAYING  THE  COST  OF  UNIVERSAL,  COMPREHENSIVE  HEALTH  COVERAGE 
IN  OUR  NATION  —  BUT  OUR  CITIZENS  ARE  NOT  GETTING  THEIR  MONEY'S 
WORTH.  WELL  OVER  HALF  OF  OUR  NATION'S  HEALTH  CARE  EXPENDITURES  ARE 
ALREADY  FUNDED  BY  TAX  DOLLARS.  THE  PRIVATE  SECTOR  HAS  HAD  A  FAR 
LESS  EFFICIENT  TRACK  RECORD.  BUT  THE  WORST  ASPECT  OF  OUR  SYSTEM  IS 
THE  PATCHWORK  OF  CONFUSING  AND  OVERLAPPING  POLICIES  THAT  ALLOW 
SUBSTANDARD  CARE  FOR  THE  POOR  AND  ELDERLY,  AND  ALLOW  WORKING  MIDDLE 
INCOME  FAMILIES  TO  FALL  COMPLETELY  THROUGH  THE  CRACKS. 

MR.  CHAIRMAN,  I  AM  CONVINCED  THAT  LAST  YEAR'S  PEPPER 
COMMISSION  REPORT  DEVELOPED  A  CONSENSUS  ON  THE  NEED  FOR  A  MOVEMENT 
TOWARD  FOR  UNIVERSAL  ACCESS  TO  HEALTH  COVERAGE  AND  LONG-TERM  CARE, 
ALONG  WITH  MEANINGFUL  COST  CONTAINMENT  THAT  MANY  THOUGHT  WAS  NOT 
POSSIBLE  FROM  A  BI-PARTISAN  COMMISSION.  PERHAPS  THE  COMMISSION  WAS 
NOT  SO  SUCCESSFUL  IN  ESTABLISHING  A  CLEAR  CONSENSUS  ON  DETAILED 
STRATEGY.  HOWEVER,  FOLLOWING  THE  COMMISSION'S  LANDMARK  REPORT,  THE 
PARAMETERS  OF  DEBATE  DID  MOVE  FORWARD  FROM  WHETHER  THERE  IS  A  NEED 
FOR  ACTION,  TO  WHAT  TYPE  OF  ACTION  WE  MUST  TAKE.  THIS,  I  BELIEVE, 
IS  THE  LEGACY  OF  THE  PEPPER  COMMISSION.  MUCH  CREDIT  IS  DUE  TO 
COMMISSION  CHAIRMAN  ROCKEFELLER  FOR  HIS  SUCCESSFUL  EFFORT  TO 
OVERCOME  INTENSE  LOBBYING  AGAINST  ANY  AGREEMENT  ON  THE  VERY  NATURE 
OF  THE  PROBLEM.  AT  THIS  TIME  LAST  YEAR,  THE  PEPPER  COMMISSION  TOOK 
A  VERY  SIGNIFICANT  STEP  FORWARD  IN  ESTABLISHING  THIS  DEBATE. 

SINCE  THEN  MANY  PROPOSALS  HAVE  EMERGED  WHICH  ALL  HAVE  MERIT 
FOR  OUR  CONSIDERATION.  THESE  PLANS  ARE  NUMEROUS  AND  THE  PROBLEM  IS 
COMPLEX.  THAT  IS  WHY  I  AM  NOW  CALLING  UPON  ALL  OF  MY  COLLEAGUES  TO 
JOIN  ME  IN  THE  CREATION  OF  A  BI-PARTISAN  CONGRESSIONAL  CAUCUS  FOR 
NATIONAL  HEALTH  CARE  REFORM.  AS  YOU  HAVE  RECOGNIZED  THROUGH  THESE 
HEARINGS  OF  THIS  DISTINGUISHED  COMMITTEE,  MR.  CHAIRMAN,  WE  MUST 
BEGIN  THE  PROCESS  TO  DEVELOP  A  CLEAR  CONSENSUS  ON  STRATEGIES  FOR 
REFORM.  SUCH  A  CAUCUS  COULD  SERVE  AS  A  RESOURCE  TO  HELP  MEMBERS 
SORT  THROUGH  THE  CONFUSION.  SO  FAR,  THE  RESPONSE  HAS  BEEN 
TREMENDOUS,  AND,  MR.  CHAIRMAN,  I  AM  VERY  DELIGHTED  THAT  YOU  HAVE 
ADDED  YOUR  NAME  TO  THE  GROWING  LIST  OF  OVER  60  MEMBERS  WHO  HAVE 
JOINED  THE  BI-PARTISAN  CONGRESSIONAL  CAUCUS  FOR  NATIONAL  HEALTH 
CARE  REFORM.      I  AM  EQUALLY  DELIGHTED  THAT  MY  FRIEND  CONGRESSMAN 


293 


Rep.  Oakar 
Page  2 

HORTON,  THE  DISTINGUISHED  RANKING  MINORITY  MEMBER  OF  THIS 
COMMITTEE,   HAS  JOINED  THE  CAUCUS. 

AS  AN  ACTIVE  FORMER  MEMBER  OF  THE  PEPPER  COMMISSION,  LET  ME 
BEGIN  BY  STATING  MY  CONVICTION  THAT  UNIVERSAL  COVERAGE  OF  ALL 
AMERICANS  FOR  COMPREHENSIVE  HEALTH  CARE  AND  LONG  TERM  CARE  FROM  THE 
CRADLE  TO  THE  GRAVE  WILL  BE  AN  ANCHOR  ISSUE  IN  THE  1990' s.  ACCESS 
TO  A  HIGH  MINIMUM  STANDARD  OF  HEALTH  CARE  SHOULD  BE  A  BASIC 
GUARANTEED  RIGHT  FOR  AMERICAN  CITIZENS.  YET  IN  OUR  NATION,  WE 
TREAT  HEALTH  CARE  MUCH  THE  SAME  AS  WE  TREAT  ANY  OTHER  COMMODITY. 
THE  FACT  REMAINS  THAT  THE  UNITED  STATES  IS  THE  ONLY  INDUSTRIALIZED 
NATION,  OTHER  THAN  SOUTH  AFRICA,  THAT  DOES  NOT  PROVIDE  UNIVERSAL 
HEALTH  CARE  COVERAGE  TO  ALL  OF  ITS  CITIZENS.  LAST  YEAR  THE  CENSUS 
BUREAU  REPORTED  THAT  63  MILLION  AMERICANS,  OR  28%  OF  THE  POPULATION 
LACKED  HEALTH  INSURANCE  FOR  SUBSTANTIAL  PERIODS  DURING  A  28  MONTH 
PERIOD.  37  MILLION  AMERICANS  HAVE  ABSOLUTELY  NO  HEALTH  INSURANCE 
IN  OUR  COUNTRY  AND  LONG  TERM  CARE  COVERAGE  IS  AN  OPTION  ONLY  FOR 
THE  VERY  RICH  OR  THE  VERY  POOR.  EIGHT  MILLION  AMERICANS  ARE  IN 
NEED  OF  VERY  EXPENSIVE  LONG-TERM  CARE  AND  THIS  NUMBER  WILL  EXPLODE 
OVER  THE  NEXT  TWO  DECADES.  MEANWHILE,  THE  UNITED  STATES  SPENDS 
MORE  PER  CAPITA  ON  HEALTH  CARE  THAN  ANY  OTHER  NATION  —  4  3%  MORE 
THAN  CANADA,  87%  MORE  THAN  WEST  GERMANY,  AND  13  2%  MORE  THAN  JAPAN. 
WE  SPEND  MUCH  MORE  AND  WE  GET  MUCH  LESS  BECAUSE  WE  DON'T  DEAL  WITH 
HEALTH  CARE  IN  A  COMPREHENSIVE  FASHION  IN  OUR  NATIONAL  HEALTH 
POLICY.  WE  CANNOT  REMAIN  COMPETITIVE  AS  A  NATION  WHEN  WE  SUBSIDIZE 
THE  HEALTH  CARE  OF  OTHER  NATIONS  AT  THE  EXPENSE  OF  OUR  OWN  PEOPLE. 

UNDERLYING  MY  PHILOSOPHY  ON  HEALTH  POLICY  ARE  TWO  VERY  BASIC 
BELIEFS.  THE  FIRST  IS  THAT  COVERAGE  SHOULD  BE  UNIVERSAL  AND  THE 
SECOND  IS  THAT  THIS  COVERAGE  SHOULD  PROVIDE  A  HIGH  MINIMUM 
STANDARD.  I  AM  CONVINCED  THAT  WE  CAN  ACCOMPLISH  THIS  FOR  THE  SAME 
AMOUNT  OF  MONEY  OUR  NATION,  AS  A  WHOLE,  CURRENTLY  SPENDS  ON  HEALTH 
CARE.  THROUGH  THE  ADOPTION  OF  A  SINGLE-PAYER  SYSTEM,  INCREASED 
EMPHASIS  ON  PREVENTIVE  CARE,  THE  ELIMINATION  OF  UNCOMPENSATED  CARE, 
THE  REGULATION  OF  THE  DISTRIBUTION  OF  CAPITAL  COSTS  AND  AN 
INCREASED  COMMITMENT  TO  BIO-MEDICAL  RESEARCH  WE  CAN  INCREASE  THE 
QUALITY  OF  LIFE  FOR  OUR  PEOPLE  AND  BEGIN  TO  CONTAIN  DOUBLE  DIGIT 
HEALTH    CARE    INFLATION.  OUR    NATION'S    COMMITMENT    TO  MEDICAL 

RESEARCH  HAS,  IN  MANY  WAYS  BEEN  BENEFICIAL  TO  ENSURING  CONSUMER 
ACCESS  TO  THE  BEST  IN  AVAILABLE  MEDICAL  TECHNOLOGY.  IT  IS  THE 
CONGRESS  AND  THE  ADMINISTRATION  THAT  SET  HEALTH  POLICY  IN  OUR 
NATION.  WE  CONTINUE  TO  SEEK  PIECEMEAL  SOLUTIONS  TO  CONTROLLING  THE 
SPIRALLING  HEALTH  CARE  COSTS  IN  OUR  COUNTRY,  RATHER  THAN  CHOOSING 
TO  GRAB  THE  BULL  BY  THE  HORNS  AND  ADOPT  A  NATIONAL  APPROACH.  THERE 
HAVE  BEEN  GROSS  ABUSES  AND  INCREDIBLE  WASTE  IN  OUR  PRIVATE  SYSTEM 
DUE  TO  THE  LACK  OF  GUIDELINES  THAT  WE  SET  FOR  GUARANTEEING  THE 
ADEQUACY  OF  HEALTH  DELIVERY  AND  HEALTH  ACCESS  FOR  OUR  PEOPLE.  THE 
PRIVATE  INSURANCE  INDUSTRY  MUST  BE  MORE  STRICTLY  REGULATED  IN  OUR 
NATION.  I  BELIEVE  THE  PEPPER  COMMISSION  RECOMMENDATIONS,  WHICH  I 
SUPPORTED,  MOVE  US  IN  THAT  DIRECTION.  YET,  FOR  VERY  PRAGMATIC 
REASONS,    I  PREFER  THAT  CONGRESS  ADOPT  LEGISLATION  SIMILAR  TO  H.R. 
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8,    THE  UNIVERSAL  HEALTH  CARE  FOR  ALL  AMERICANS  ACT. 

FOR  THE  MOST  PART,  IT  IS  NOT  THE  INDIGENT  WHO  ARE  UNINSURED  IN 
OUR  COUNTRY.  MOST  OF  THE  UNINSURED  COME  FROM  MIDDLE-INCOME, 
WORKING  FAMILIES.  I  THINK  IT  IS  TERRIBLE  THAT  HEALTH  INSURERS  IN 
OUR  NATION  SHUT  OFF  THOSE  WHO  HAVE  A  PRE-EXISTING  CONDITION.  WHEN 
THE  PEPPER  COMMISSION  HELD  HEARINGS  IN  MY  DISTRICT,  ONE  OF  THE 
WITNESSES  WAS  A  SELF-EMPLOYED  ENTREPRENEUR  WITH  AN  ANNUAL  INCOME  OF 
$70,000.  BECAUSE  OF  A  PRE-EXISTING  CONDITION  SHE  COULD  NOT  BUY 
HEALTH  INSURANCE  FOR  ANY  PRICE.  WHEN  SHE  DEVELOPED  HER  CONDITION 
SHE  LOST  HER  COVERAGE  ALTHOUGH  SHE  DUTIFULLY  PAID  HER  PREMIUMS  FOR 
YEARS.  I  KNOW  THAT  THIS  PARTICULAR  CASE  MIRRORS  WHAT  IS  HAPPENING 
ALL  ACROSS  OUR  COUNTRY.  IN  CONTRAST,  H.R.  8  WOULD  GUARANTEE  HEALTH 
COVERAGE  REGARDLESS  OF  PRE-EXISTING  CONDITIONS.  WE  HEARD  FROM 
THOSE  WHO  PERPETUATE  THE  MYTHS  ABOUT  HEALTH  CARE  RATIONING  IN  OTHER 
NATIONS.  HOWEVER,  THE  HEALTH  CARE  RATIONING  THAT  IS  WIDESPREAD  IN 
THE  UNITED  STATES  IS  THE  MOST  IS  THE  MOST  ONEROUS  OF  ALL,  AS  IT  IS 
BASED  ON  ABILITY  TO  PAY  OR  APPLIED  AGAINST  THOSE  IN  GREATEST  NEED. 

ANOTHER  ABUSE  OF  OUR  SYSTEM  IS  THE  LACK  OF  PREVENTIVE  COVERAGE 
AVAILABLE  IN  MOST  HEALTH  PLANS.  WE  NEED  A  COMPLETE  REVERSAL  IN 
PHILOSOPHY  HERE  AND  NOT  JUST  THE  ADDITION  OF  ASSORTED  PREVENTIVE 
BENEFITS,  ALTHOUGH  THESE  ARE  A  CRUCIAL  COMPONENT.  WE  MUST  DISPENSE 
WITH  THE  RIDICULOUS  NOTION  THAT  HEALTH  COSTS  CAN  BE  CONTAINED 
THROUGH  MANAGED  CARE  CONSULTANTS'  REFUSAL  TO  COVER  ANYTHING  BUT 
THAT    WHICH    IS    DEEMED    "MEDICALLY    NECESSARY."  WE    ARE  PUSHING 

PATIENTS  OUT  OF  CARE  QUICKER  AND  SICKER  ONLY  TO  PAY  MORE  DOWN  THE 
ROAD  FOR  INEVITABLE,  PREVENTABLE  COMPLICATIONS.  WE  MUST  FOSTER  THE 
NOTION  THAT  AMERICANS  SHOULD  BECOME  PARTNERS  WITH  THEIR  PROVIDERS 
IN  THEIR  OWN  HEALTH  MAINTENANCE.  IT  TOOK  YEARS  OF  INTENSIVE 
LOBBYING  ON  MANY  FRONTS  TO  GET  THE  TWENTY-NINE  STATES  ON  BOARD  WHO 
NOW  REQUIRE  PRIVATE  INSURERS  TO  COVER  REGULAR  MAMMOGRAPHY 
SCREENING.  REFUSAL     TO     COVER     PREVENTIVE     SERVICES     SUCH  AS 

IMMUNIZATIONS,  PAP  SMEARS,  OR  SIMPLE  ROUTINE  CHECK-UPS  MAKES  NO 
SENSE  FROM  A  HEALTH  CARE  STANDPOINT  OR  FROM  A  BUSINESS  STANDPOINT. 
EARLY  DETECTION  OF  MAMMOGRAPHY  SCREENING  IS  PROVEN  TO  REDUCE  BREAST 
CANCER  MORTALITY  BY  AS  MUCH  AS  THIRTY  PERCENT.  EARLY  TREATMENT  OF 
BREAST  CANCER  COSTS,  ON  AVERAGE,  $15,000  WHILE  TREATMENT  IN  LATER 
STAGES  MAY  COST  65,000  OR  MORE.  THE  PEPPER  COMMISSION  PROPOSAL, 
SIMILAR  TO  MY  BILL,  PLACES  A  HEAVY  EMPHASIS  ON  PREVENTIVE  SERVICES 
AS  BOTH  HUMANE  AND  COST-EFFECTIVE. 

ALSO,  MOST  PRIVATE  HEALTH  INSURANCE  PLANS  AVAILABLE  ON  THE 
MARKET  TODAY  DO  NOT  ADEQUATELY  COVER  HOME  HEALTH,  HOSPICE,  AND 
RESPITE  SERVICES.  THESE  ARE  OFTEN  THE  MOST  SENSIBLE,  HUMANE 
ALTERNATIVES  TO  MORE  EXPENSIVE,  IMPERSONAL  INSTITUTIONALIZATION  FOR 
THOSE  WHO  DO  NOT  NECESSARILY  NEED  SUCH  CARE.  BY  THE  SAME  TOKEN, 
MANY  STATES  CURRENTLY  DO  NOT  REQUIRE  PRIVATE  PLANS  TO  DIRECTLY 
REIMBURSE  LICENSED  HEALTH  PROFESSIONALS  SUCH  AS  NURSE  PRACTITIONERS 
AND  NURSE  MIDWIVES  FOR  THEIR  SERVICES. 
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MR.  CHAIRMAN,  THE  FACT  REMAINS  THAT  THE  PROBLEMS  OF  ACCESS  TO 
CARE,  ADEQUACY  OF  CARE,  AND  THE  RISING  COST  OF  CARE  ARE  ALL  LINKED 
TO  ONE  ANOTHER.  WE  CANNOT  ADEQUATELY  ADDRESS  ANY  OF  THESE  PROBLEMS 
UNLESS  WE  ADDRESS  THEM  ALL  AT  ONCE,  COMPREHENSIVELY.  ONE  OF  THE 
PROBLEMS  THAT  DRIVES  UP  HEALTH  COSTS  IN  OUR  COUNTRY  IS  THE 
CONFUSION  OF  PAPERWORK  THAT  COMES  WITH  DIVERSE  STATE  REGULATORY 
STRUCTURES  AND  A  CONFUSING  MULTITUDE  OF  BENEFIT  SYSTEMS.  THE 
PEPPER  COMMISSION  RECOMMENDATIONS  DO  NOT  ADDRESS  THIS  ISSUE.  MY 
LEGISLATION  H.R.  8  DOES  SET  UP  A  SINGLE  PAYER  SYSTEM.  THE  PEPPER 
COMMISSION  STAFF  ESTIMATED  THAT  SUCH  A  SYSTEM  COULD  SAVE  AT  LEAST 
$3  0  BILLION  PER  YEAR  IN  REDUCED  OVERHEAD  COSTS  ALONE.  THE  GAO 
REPORT  THAT  YOU  HAVE  ASKED  FOR  INDICATES  THAT  FIGURE  IS  EVEN 
HIGHER. 

THE  STRUCTURAL  CENTERPIECE  OF  H.R.  8,  THE  UNIVERSAL  HEALTH 
CARE  FOR  ALL  AMERICANS  ACT  IS  A  STATE-FEDERAL  PARTNERSHIP  WHICH 
GUARANTEES  A  HIGH  MINIMUM  STANDARD  OF  HEALTH  COVERAGE  TO  ALL 
CITIZENS.  THE  BILL  IS  MODELED  ON  THE  CANADIAN  HEALTH  SYSTEM  AND 
CENTERS  ON  STATE  DELIVERY  OF  SERVICES  WITH  FEDERAL  OVERSIGHT  AND 
CONTRIBUTIONS.  STATES  WOULD  ACCEPT  BIDS  TO  PROVIDE,  AT  LEAST,  THE 
MINIMUM  BENEFITS  DESCRIBED  IN  THE  BILL,  AND  WILL  BE  FREE  TO  SELECT 
AS  MANY  PLANS  AS  THEY  WISH  TO  ADMINISTER.  ANY  GROUP,  INCLUDING 
PRIVATE  INSURERS,  HOSPITALS,  HMOs,  PPOs ,  ETC.  WOULD  BE  ENCOURAGED 
TO  BID  FOR  STATES'  ACCEPTANCE.  IN  ADDITION  TO  THE  CURRENT  STATE 
AND  FEDERAL  GOVERNMENT  EXPENDITURES  ON  HEALTH  CARE,  THE  $200 
BILLION  IN  PREMIUMS  CURRENTLY  PAID  BY  INDIVIDUALS  AND  CORPORATIONS 
DIRECTLY  TO  THESE  PROVIDERS  WOULD  HAVE  TO  BE  RECAPTURED  BY  THE 
STATE  AND  FEDERAL  GOVERNMENTS  TO  PAY  FOR  THE  PLAN. 

MR.  CHAIRMAN,  AGAIN,  THE  GAO  REPORT  RELEASED  LAST  WEEK 
REINFORCES  WHAT  I  HAVE  BEEN  SAYING  FOR  SOME  TIME.  AS  A  NATION,  THE 
$670  BILLION  WE  ALREADY  PAY  FOR  A  GROSSLY  INADEQUATE  HEALTH  CARE 
SYSTEM,  WOULD  JUST  AS  WELL  PAY  FOR  A  PLAN  SUCH  AS  MINE.  THE  TOTAL 
NEW  GOVERNMENT  COST  OF  THE  PLAN  HAS  BEEN  ESTIMATED  BY  THE  PEPPER 
COMMISSION  STAFF  AT  $234  BILLION  —  AN  EQUIVALENT  AMOUNT  IN  DIRECT 
OUT-OF-POCKET  PAYMENTS  BY  INDIVIDUALS  AND  EMPLOYERS  TO  PRIVATE 
INSURERS  WOULD  BE  ELIMINATED.  THAT  IS,  AS  I  MENTIONED,  NOT  MUCH 
MORE  THAN  AMERICANS  CURRENTLY  SPEND  ON  INADEQUATE  PRIVATE  INSURANCE 
WHICH,   FOR  THE  MOST  PART,   DOES  NOT  COVER  LONG-TERM  CARE. 

MR.  CHAIRMAN,  A  RECENT  SURVEY  INDICATES  THAT  67%  OF  AMERICANS 
WOULD  FAVOR  A  PLAN  SIMILAR  TO  CANADA'S  WHICH  GUARANTEES  UNIVERSAL 
HEALTH  COVERAGE  AND  LONG-TERM  CARE.  A  GROWING  NUMBER  OF  AMERICANS 
WOULD  PREFER  TO  PAY  A  REGULAR  PREMIUM  TO  THE  GOVERNMENT  IN  RETURN 
FOR  A  GUARANTEED  STANDARD  OF  HEALTH  AND  LONG-TERM  CARE  COVERAGE. 
I  DO  NOT  BELIEVE  THAT  THE  CONGRESS  WILL  BE  ABLE  TO  IGNORE  THIS 
GROWING  MANDATE  MUCH  LONGER.  I  WILL  CONTINUE  TO  FIGHT  FOR  SUCH  A 
PLAN.  THANK  YOU  AGAIN,  MR.  CHAIRMAN,  FOR  HOLDING  THESE  TIMELY 
HEARINGS. 
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Mr.  Conyers.  Let  me  turn  to  the  gentleman  from  Illinois,  who 
is  the  No.  2  man  on  the  Health  Subcommittee  of  the  Ways  and 
Means  Committee,  Marty  Russo,  who  has  introduced  a  bill  that 
will  establish  a  universal,  single-payer  health  care  system.  It  is  a 
bill  in  which  10  labor  unions  and  40  cosponsors  have  joined  onto. 
We  know  that  he  has  been  working  in  Ways  and  Means  with  hear- 
ings and  we  are  anxious  to  hear  his  analysis  of  this  very  difficult 
problem. 

Welcome,  Mr.  Russo. 

STATEMENT  OF  HON.  MARTY  A.  RUSSO,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Russo.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
having  this  opportunity  to  testify  before  my  colleagues  on  the  Gov- 
ernment Operations  Committee,  about  my  bill,  H.R.  1300. 

Everyone  agrees,  even  the  people  on  this  panel,  our  health  care 
system  needs  reform.  The  universal  single-payer  health  care  sys- 
tem is  the  obvious  answer  to  our  Nation's  health  care  dilemma.  Ac- 
cording to  the  GAO  report  released  last  week  before  this  commit- 
tee, shifting  to  a  single-payer  system  would  save  the  United  States 
$67  billion  in  administrative  costs  alone.  I  would  say  that  would  be 
a  conservative  estimate.  Some  estimates  say  it  could  save  us  up  to 
$100  billion  a  year. 

Insurance  overhead  would  be  cut  by  $34  billion,  while  hospital 
and  fixed  administrative  costs  would  be  reduced  by  $33  billion. 
Furthermore,  the  GAO  anticipates  substantial  savings  through 
global  budgeting,  fee  schedules,  and  controls  on  expensive  tech- 
nology. These  savings  would  be  more  than  enough  to  finance  high- 
quality  health  care  for  all  Americans  and  to  eliminate  all 
copayments  and  deductibles. 

The  legislation  I  have  introduced  would  implement  the  key  fea- 
tures supported  by  GAO  in  its  report.  H.R.  1300,  the  Universal 
Health  Care  Act  of  1991,  would  establish  a  universal,  single-payer 
health  program  which  would  cut  the  Nation's  health  care  costs 
while  guaranteeing  comprehensive,  high-quality  health  care  for  all 
Americans. 

Let  me  make  this  clear.  My  proposal  is  not  the  Canadian  system; 
it  is  an  American  system.  It  is  about  the  things  we,  as  Americans, 
hold  dear  and  have  come  to  expect — freedom  of  choice,  quality  care, 
and  the  efficient  and  fair  use  of  our  hard-earned  dollars.  This  bill 
is  about  containing  costs,  because  Americans  cannot  afford  to  pay 
$5,500  for  every  man,  woman,  and  child  by  the  end  of  the  decade. 

Above  all,  it  is  about  giving  Americans  the  peace  of  mind  they 
deserve,  so  that  when  their  children  are  sick,  they  can  take  them 
to  the  doctor  without  having  to  worry  about  paying  a  high  deduct- 
ible. Or  that  when  they  change  jobs,  they  won't  lose  their  health 
insurance.  Or  that  when  their  mother  or  father  needs  long-term 
care,  they  won't  have  to  mortgage  their  home  or  postpone  their 
kids'  college  education. 

Or  if  they  develop  a  condition  during  their  employment  that  if 
they  change  employment,  they  will  not  be  denied  coverage  in  seek- 
ing another  job.  Or  if  their  child  develops  a  children's  disease  be- 
fore 18,  that  they  won't  be  covered  and  uninsurable  after  they  turn 
18. 


297 


These  are  the  things  we  have  to  give  Americans  peace  of  mind 
about.  We  have  high,  spiraling  costs,  not  as  good  quality  care  for 
all  Americans,  and  they  don't  have  peace  of  mind. 

We  cannot  afford  to  do  anything  less  than  single  payer,  Mr. 
Chairman.  Partial  solutions,  like  insurance  reform  or  mandated 
benefits,  won't  work,  because  they  would  allow  the  insurance  com- 
panies to  administer  health  care.  Insurance  companies  would  con- 
tinue wasting  billions  of  dollars  on  paperwork  and  would  be  unable 
to  implement  meaningful  cost  containment. 

The  only  way  we  will  ever  slow  health  care  inflation  in  the  Unit- 
ed States  is  through  comprehensive  reform.  As  the  CBO  testified 
before  the  House  Ways  and  Means  Committee,  single  payer  is  the 
only  system  that  can  provide  high-quality  health  care  to  all  Ameri- 
cans without — and  I  stress  "without" — increasing  the  amount  we 
spend  on  health  care. 

Americans  trust  and  respect  their  doctors  and  nurses,  but  they 
are  fed  up  with  the  wasteful  way  insurance  companies  manage  our 
health  care.  We  need  to  get  the  insurance  companies  out  of  the 
medical  profession.  We  need  to  get  the  insurance  companies  out  of 
making  medical  decisions  for  our  patients. 

We  need  to  make  sure  that  insurance  companies  don't  have 
precertification  anymore.  You  have  to  call  to  make  sure  it  is  OK 
to  go  to  the  hospital  to  get  an  operation.  Otherwise,  they  will  de- 
duct $500  from  your  bill. 

We  need  to  get  rid  of  preexisting  conditions,  to  make  sure  that 
if  Americans  are  sick,  they  get  the  health  care  they  need,  not  forms 
and  obstacles  to  stop  them  from  getting  health  care.  That  is  what 
H.R.  1300  is  about;  it  is  about  universal  access. 

Opinion  polls  indicate  that  89  percent  of  Americans  believe  our 
system  needs  fundamental  change.  Not  surprisingly,  a  majority  of 
Americans  say  they  would  prefer  the  Canadian  system,  even  if  they 
didn't  know  what  it  was,  where  the  Government  pays  most  of  the 
costs,  to  the  U.S.  system.  They  didn't  tell  them  what  the  Canadian 
system  was;  61  percent  said  they  preferred  the  Canadian  system. 
That  tells  you  about  the  confidence  of  the  American  public  in  our 
current  system. 

We  have  this  thing  I  call  the  "inside  the  Beltway  mentality." 
They  say,  the  single-payer  system  is  where  we  ought  to  go,  but  it 
could  never  happen  now;  we  don't  have  the  political  will.  Well,  the 
American  people  want  it,  and  they  deserve  it,  and  they  ought  to  de- 
mand it  of  the  Congress  and  of  the  President.  For  the  amount  of 
money  that  we  spend,  12.2  percent  of  our  GNP — no  other  nation 
comes  close  to  spending  that  amount  of  money — Americans  should 
be  living  2  years  more  than  Canadians,  rather  than  2  years  less. 

H.R.  1300  has  the  support  of  the  40  Members  of  Congress,  as 
well  as  10  major  unions,  several  consumer  activity  groups,  includ- 
ing Citizens  Action,  the  National  Council  for  Senior  Citizens,  and 
the  Physicians  For  a  National  Health  Care  Program.  My  proposal 
offers  the  framework  for  how  health  reform  should  be  structured, 
to  guarantee  that  America  truly  has  the  best  health  care  reform 
system  in  the  world,  not  just  the  most  expensive. 

I  look  forward  to  working  with  you  and  welcome  suggestions 
from  the  members  of  your  committee,  and  would  be  more  than 


298 

happy  to  answer  any  questions  that  you  have  on  the  subcommittee, 
Mr.  Chairman. 

Mr.  CONYERS.  Thank  you. 

[The  prepared  statement  of  Mr.  Russo  follows:] 
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TESTIMONY   BEFORE  THE 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 

CONGRESSMAN  MARTY  RUSSO 
H.R.    1300,   THE  UNIVERSAL  HEALTH  CARE  ACT  OF  1991 
JUNE   11,  1991 

I  appreciate  having  the  opportunity  to  testify  before  my 
colleagues  on  the  Government  Operations  Committee  on  behalf  of  my 
proposal  for  health  reform,  H.R.   1300,   the  Universal  Health  Care 
Act  of  1991. 

Everyone  agrees:     our  health  care  system  needs  reform.  A 
universal,  single-payer  health  care  system  is  the  obvious  answer  to 
our  nation's  health  care  dilemma. 

According  to  the  GAO  report  released  last  week  before  this 
committee,   shifting  to  a  single-payer  system  would  save  the  U.S. 
$67  billion  in  administrative  costs  alone.     Insurance  overhead 
would  be  cut  by  $34  billion  while  hospital  and  physician 
administrative  costs  would  be  reduced  by  $33  billion.  Furthermore, 
the  GAO  anticipates  substantial  savings  through  global  budgeting, 
fee  schedules,  and  controls  on  expensive  technology.     These  savings 
wold  be  more  than  enough  to  finance  high-quality  health  care  for 
all  Americans  and  to  eliminate  all  copayments  and  deductibles. 

The  legislation  I  have  introduced  would  implement  the  key 
features  supported  by  GAO  in  its  report.       H.R.   1300,   the  Universal 
Health  Care  Act  of  1991,  would  establish  a  universal,  single-payer 
health  program  which  would  cut  the  nation's  health  care  costs  while 
guaranteeing  comprehensive,  high-quality  health  care  for  all 
Americans. 
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Let  me  make  this  clear,  my  proposal  is  not  the  Canadian 
system;   it's  an  American  system.     It's  about  the  things  we,  as 
Americans,  hold  dear  and  have  come  to  expect  --  freedom  of  choice, 
quality  care,   and  the  efficient  and  fair  use  of  our  hard  earned 
dollars.     This  bill  is  about  containing  costs  because  Americans 
can't  afford  to  pay  $5500  fcr  every  man,  woman,  and  child  by  the 
end  of  the  decade.     Above  all,   it's  about  giving  Americans  the 
peace  of  mind  they  deserve  so  that  when  their  children  are  sick 
they  can  take  them  to  the  doctor  without  having  to  worry  about 
paying  a  high  deductible.     Or  that  when  they  change  jobs,  they 
won't  lose  their  health  insurance.     Or  that  when  their  mother  or 
father  needs  long-term  care,  they  won't  have  to  mortgage  their  home 
or  postpone  their  kids  college  education. 

We  can't  afford  to  do  anything  less  than  single-payer. 
Partial  solutions  like  insurance  reform  or  mandated  benefits  won't 
work  because  they  would  allow  insurance  companies  to  administer 
health  care.     Insurance  companies  would  continue  wasting  billions 
on  paperwork  and  would  be  unable  to  implement  meaningful  cost 
containment.     As  GAO  has  testified,  the  only  way  we  will  ever  slow 
health  care  inflation  in  the  U.S.   is  through  comprehensive  reform. 
And  as  CBO  testified  before  the  Ways  and  Means  Committee, 
single-payer  is  the  only  system  that  can  provide  high-quality 
health  care  to  all  Americans  without  increasing  the  amount  we  spend 
on  health. 

Americans  trust  and  respect  their  doctors  and  nurses,   but  they 
are  fed  up  with  the  wasteful  way  insurance  companies  manage  our 
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health  system.     Opinion  polls  indicate  that  89  percent  of  Americans 
believe  our  system  needs  fundamental  change.     Not  surprisingly,  a 
majority  of  Americans  say  they  would  prefer  the  Canadian  system  of 
health  insurance  where  the  government  pays  most  of  the  cost  of  care 
for  everyone  out  of  taxes,   and  the  government  sets  all  fees  charged 
by  doctors  and  hospitals  to  the  current  U.S.  system. 

I'm  tired  of  hearing  everyone  with  an  inside  the  beltway 
attitude  say  that  single-payer  is  the  best  system,   but  it  could 
never  happen  in  the  U.S.     The  American  people  want  it  and  they 
deserve  it.     For  the  amount  of  money  we  spend,  Americans  should  be 
living  two  years  longer  than  Canadians,   not  the  other  way  around. 

H.R.   1300  has  the  support  of  40  members  of  Congress,  including 
the  distinguished  Chairman  of  the  Government  Operations  Committee, 
as  well  as  10  major  unions,   several  consumer  activist  groups,  the 
National  Council  of  Senior  Citizens,   and  the  Physicians  for  a 
National  Health  Care  Program.     My  proposal  offers  the  framework  for 
how  health  reform  should  be  structured  to  guarantee  that  America 
truly  has  the  best  health  reform  system  in  the  world,  not  just  the 
most  expensive. 

I  look  forward  to  working  with  all  of  you  and  welcome 
suggestions  for  improving  my  plan.     I'd  be  happy  to  try  to  answer 
any  questions  you  might  have. 

(Charts  and  description  of  H.R. 1300  attached.) 


302 


The  Russo  Bill 
Highlights 

Major  Provisions 

■  Universal  access  to  health  care  through  a  single,  publicly-administered  program. 

■  Comprehensive  benefits  for  all  Americans,  including  hospital  and  physician  care,  dental 
services,  long-term  care,  prescription  drugs,  mental  health  services,  and  preventive  care. 

■  No  financial  obstacles  to  care  -  do  cost-sharing,  no  deductibles,  no  copayments. 

■  Freedom  of  choice  so  that  everyone  can  choose  their  own  physician  or  source  of  care. 

■  Cost  savings  through  annual  budgets  and  a  national  fee  schedule  so  that  health  dollars  are 
spent  efficiently  and  effectively. 

■  Progressive  financing  to  make  health  care  affordable  for  all. 

b  Quality  measures  to  improve  the  type  of  medical  care  we  receive. 

■  Uniform  federal  standards  to  guarantee  that  all  Americans  receive  full  access  to 
comprehensive,  quality  care  coupled  with  state  administration  so  that  implementation  decisions 
reflect  local  needs. 


Major  Benefits 

■  People  get  the  health  care  they  need,  rather  than  the  health  care  they  can  afford  or  their 
insurance  company  is  willing  to  pay  for. 

■  The  nation  saves  $40  billion  in  health  care  costs  (and  those  savings  grow  over  time)  by 
substituting  a  single,  pubhcly-administered  and  publicly-accountable  program  for  the  more  than 
1500  private  insurance  plans  now  in  place.  A  single  plan  gets  rid  of  paperwork,  marketing  and 
advertising,  and  other  costs  caused  by  the  insurance  industry. 

■  Senior  citizens  save  $33  billion  ~  one-third  of  their  current  health  costs  -  and  get  long-term 
care,  prescription  drug,  preventive  and  other  new  beneGts. 

■  The  non-elderly  save  $25  billion  and  won't  have  to  worry  about  rising  insurance  premiums, 
cost-shifting,  paying  for  children's  health  bills,  or  losing  health  coverage  if  they  change  jobs. 

■  Businesses  that  provide  health  care  benefits  to  their  workers  lower  their  costs,  can  compete 
more  fairly  in  the  world  market,  and  have  more  funds  available  to  improve  their  operations 
and  create  jobs. 

■  State  and  local  governments  save  $7  billion  and  no  longer  face  the  devastating  budget  impacts 
of  unexpected  and  skyrocketing  health  care  costs. 

■  Physicians,  nurses  and  other  providers  spend  more  time  caring  for  patients  instead  of  filling 
out  insurance  forms  and  justifying  their  medical  judgments  to  insurance  company  bureaucrats. 
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The  Russo  Bill 

Impact  on  Businesses    that  Now  Provide   Health  Insurance 
Major  Provisions 

■  Replaces  current  employment/private  insurance  system  with  publicly-administered  program. 

■  Replaces  current  business  costs  of  providing  employee  health  care  --  including  health  insurance 
premiums  for  current  workers  and  retirees,  self-insurance  costs,  and  workers  compensation  - 
with  a  7.5  percent  payroll  tax  and  an  increase  of  4  percentage  points  in  the  corporate  income 
tax  rate  on  the  most  proGtable  firms. 


Major  Benefits 

■  Eliminates  competitive  disadvantages  --  domestic  and  international  -  faced  by  companies 
providing  health  coverage  for  their  employees. 

■  Allows  businesses  to  hire  whomever  they  want  --  without  worrying  that  hiring  an  older  person 
or  someone  with  a  preexisting  condition  will  raise  insurance  costs 

■  By  controlling  runaway  medical  inflation,  eliminating  waste  and  requiring  that  all  businesses 
contribute  their  fair  share,  businesses  now  providing  health  benefits  will  save  money,  allowing 
them  to  improve  their  operations  and  expand  job  opportunities.  (Currently,  over  90%  of  after- 
tax profits  are  spent  on  health  benefits,  up  from  74%  in  1984  and  14%  in  1965). 


: 
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Average  Health  Benefit  Costs  and  Savings  as  a  Percent  of  Payroll 
for  Companies  Currently  Providing  Health  Benefits,  1989 


1989 

Payroll  1 

1989 

Payroll 

Payroll 

Cost 

Payroll 

Cost 

Industry 

Costs 

Savings  1 

Industry 

Costs 

Savings 

Total  AD  Industries 

11.6 

4.1 

Machinery 

7.4 

-0.1 

Total,  AD  Manufacturing 

111 

4.6 

Elect.  Mach.,  Equip  &  Supplies 

112 

3.7 

Food,  Beverages  and  Tobacco 

93 

1.8 

Transportation  Equipment 

13.7 

6.2 

Textile  Products  and  Apparel 

9.4 

1.9 

Instruments  and  Misc 

11.0 

33 

Pulp,  Paper,  Lumber,  &  Fum. 

10.4 

2.9 

Total  all  Non-manufacturing 

113 

3.8 

Printing  and  Publishing 

8.0 

03 

Public  Utilities 

13.7 

6.2 

Chemicals  and  Allied  Products 

14.8 

73 

Department  Stores 

7.0 

-03 

Petroleum  Industry 

103 

18 

Trade  (Wholes.  &  other  Retail) 

119 

5.4 

Rubber,  Leather  and  Plastic 

15.7 

8.2 

Banks,  Finance,  etc 

7.7 

0.2 

Stone,  Glass  and  Clay  Products 

10.6 

3.1 

Insurance 

10.0 

15 

Primary  Metal  Industry 

14.4 

6.9 

Hospitals 

10.1 

2.6 

Fabricated  Metal  Products 

193 

11.8 

Misc  Nonmfg  Industry 

10.0 

23 

NOTE:  Calculations  based  on  1989  survey  of  approximately  1,000  companies  by  U.S.  Chamber  Research  Center, 
Employee  Benefits.  1990  Edition.  Includes  employer  HI  tax  liability  and  medical  component  of  workers' 
compensation,  but  not  corporate  income  tax  liability  data,  for  which  data  was  not  available. 
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The  Russo  Bill 
Impact  on  a  Family  of  Four 

Major  Provisions 

■  Provides  families  with  full  access  to  comprehensive  medical  care  --  including  preventive  care, 
prescription  drugs,  and  long-term  care    at  the  physician,  hospital  or  provider  of  their  choice. 

■  Prohibits  deductibles  and  copayments  for  covered  services. 

■  Eliminates  private  health  insurance  and  out-of-pocket  costs  for  covered  services,  retains  the 
current  1.45%  HI  payroll  tax,  and  increases  personal  income  tax  on  top  brackets 

Major  Benefits 

■  Non-elderly  families  and  individuals  save  $25  billion  in  insurance  and  out-of-pocket  costs. 

■  All  families  are  guaranteed  full  health  care,  including  annual  checkups,  dental  care, 
immunizations  and  prescription  drugs. 

■  Coverage  cannot  be  lost  or  reduced  because  of  changes  in  employment  or  health  status. 


■  Families  will  no  longer  have  to  rely  on  private  insurance  companies  to  provide  affordable 
coverage  and  approve  their  claims  or  face  the  threat  of  financial  disaster  if  someone  gets  sick  - 
-  all  costs  are  fully  covered  by  the  national  health  plan. 


Changes  In  Persona!  Income  Taxes  and  Average  Health  Care  Savings 
for  a  Family  of  Four,  1990  Income  Levels 

Income  Level 

Personal  Income 
Tax  Increase 

Average  Out-of-Pocket 
Hearth  Care  Savings 

Lowest  20  percent  (Average  income  =  $32,800) 

$0 

$930 

J  Second  20  percent  (Average  income  =  $27,400) 

$0 

$1,440  J 

J  Third  20  percent  (Average  income  =  $39,200) 

SO 

$1,590 

|  Fourth  20  Percent  (Average  income  =  $54,000) 

$50 

$1,750 

A  Next  15  percent  (Average  income  =  $81,600) 

$460 

$2,020 

g  Next  5  percent  (Average  income  =  $273,100) 

$12,290 

$2,620 

fj  Note:  These  figures  are  for  no-elderly  families  of  four.  Current  health  care  costs  covered  by  ptan  include  covered  out  [ 
y  of  pocket  expenses  (including  insurance).  Tax  figures  assume  do  special  break  for  capital  gains  (treated  as  regular  I 
jj  income)  and  additional  personal  income  tax  reforms  afTecting  high  income  families. 
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The  Russo  Bill 
Impact  on  Senior  Citizens 

Major  Provisions 

■  Provides  comprehensive  coverage,  including  long-term  care,  home  care,  prescription  drugs,  and 
preventive  services  not  now  covered  by  Medicare.  There  are  no  copyaments  or  deductibles. 

a  Senior  citizens  contribute  to  the  National  Health  Trust  Fund  through  a  monthly  long-term 
care^ealth  premium  (equal  to  Part  B  premium  plus  $25/month),  an  increased  personal  income 
tax  on  those  in  the  top  income  brackets,  and  a  provision  to  increase  the  portion  of  Social 
Security  benefits  included  as  taxable  income. 

■  Senior  citizens  with  incomes  below  120%  of  poverty  do  not  pay  the  monthly  premium  and  are 
not  affected  by  the  Social  Security  or  personal  income  tax  changes. 

Major  Benefits 

■  Saves  senior  citizens  $33  billion  in  current  health  care  costs. 

■  Eliminates  out-of-pocket  costs  and  balance  billing  for  covered  services;  gets  rid  of  Medicare 
deductibles  and  cost-sharing. 

■  Protects  those  now  facing  cutbacks  in  coverage  and/or  increased  cost-sharing  as  businesses 
reduce  retiree  benefits. 

■  Protects  retirees  from  losing  health  care  benefits  if  their  firm  goes  bankrupt. 

■  Eliminates  the  need  for  Medigap  insurance. 


Average  Net  Savings  from  Russo  Bill 

For  Senior  Citizens  Not  on  Medicaid 

Single  Households 

Married  Couples 

Median  Income 

Net  Savings 

Median  Income 

Net  Savings 

Lowest  Fifth 

$5370 

$1,120 

$11,958 

$2,161 

]  Second  Fifth 

$10,548 

$1,131 

$26,238 

$2,159 

J  Middle  Fifth 

$13,520 

$1,424 

$39,631 

$2,165 

Fourth  Fifth 

$22,843 

$1,717 

$55,603 

$2J18 

Highest  Fifth 

$62,801 

$1,086 

$133,414 

$2,878 

Note:  Net  savings  are 
expenses. 

based  oo  a  comparison  of  average  household  spending  for  Lues,  Medicare  premiums,  and  out-of-pocket 
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MARTY  RUSSO 

3D  DISTRICT,  ILLINOIS 


CONGRESS  OF  THE  UNITED  STATES 

HOUSE  OF  REPRESENTATIVES 
WASHINGTON,  D.C.  20515 


DESCRIPTION  OF  THE  RUSSO  UNIVERSAL  HEALTH  CARE  PLAN 
H.R.  1300 


COMMITTEE  ON 
WAYS  AND  MEANS 

SUBCOMMITTEE  ON  HEALTH, 
VICE  CHAIRMAN 

SUBCOMMITTEE  ON  OVERSIGHT 

COMMITTEE  ON 
HOUSE  ADMINISTRATION 

DEMOCRATIC  STEERING 
AND  POLICY 
COMMITTEE 

DEPUTY  WHIP 


2233  RAYBURN  BUILDING 
WASHINGTON,  D  C.  20515 
202-225-5736 

10634  SOUTH  CICERO 
OAK  LAWN,  IL  60453-5295 
708-636-4171 


This  proposal  would  establish  a  national, 
single-payer  health  insurance  program  that  would  cut  the 
nation's  health  care  costs,  while  guaranteeing 
comprehensive,  quality  health  care  for  all  Americans. 


Benefits  and  Eligibility 

The  federal  government  would  provide  health 
insurance  for  all  U.S.  citizens.     Citizens  would  receive 
a  health  insurance  card  entitling  them  to  the  national 
health  insurance  benefits. 

These  benefits  include: 

-  All  medically  necessary  hospital  services  (with  a  45 
day  limit  for  mental  health  services) 

-  Nursing  facility  services 

-  Home  health  services 

-  Hospice  care 

-  Medical  and  other  health  services  furnished  by  health 
care  professionals  authorized  to  provide  services  under 
state  law  (with  a  limit  of  20  outpatient  psychotherapy 
and  counseling  visits  a  year) 

-  Dental  and  vision  services 

-  Prescription  drugs 

-  Preventive  care 

-  Home  and  community-based  services  for  persons  with 
difficulty  performing  at  least  two  activities  of  daily 
living  (ADLs) 

-  Other  medical  or  health  care  items  or  services  as  the 
Secretary  of  Health  and  Human  Services  determines  to  be 
appropriate. 

There  would  be  no  coinsurance  or  deductibles  and 
consumers  would  be  free  to  choose  their  own  doctors, 
hospital,  or  health  care  provider  of  their  choice. 
Providers  would  be  prohibited  from  charging  more  than 
they  received  from  the  government. 
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Payments  to  Providers 

Hospitals  and  nursing  homes  would  be  paid  monthly  based  on 
prospective  global  budgets  established  annually  through 
negotiations  with  the  designated  government  agency  and  reviewed  by 
State  Advisory  Boards.     Payment  for  capital-related  items  and 
direct  medical  education  would  be  budgeted  and  allocated 
separately. 

Physicians  and  other  health  care  professionals  would  be 
reimbursed  according  to  fee  schedules  established  by  the  Secretary 
of  Health  and  Human  Services  and  adjusted  by  geographic  region. 
The  Secretary  would  be  advised  on  the  fee  schedules  by  the 
Physician  Payment  Review  Commission  and  the  Health  Care  Payment 
Review  Commission. 

Other  health  care  facilities  as  well  as  home  health  services, 
home  and  community-based  services,  and  group  practices  could  elect 
to  be  reimbursed  based  on  global  budgets,  fee  schedules,  or  another 
approved  prospective  payment  system,  including  capitation,  provided 
their  choice  is  approved  by  the  designated  government  agency. 


Administration 

The  Department  of  Health  and  Human  Services  would  administer 
the  program  at  the  national  level  and  the  state  could  choose  to 
administer  the  program  at  the  state  level. 

Each  year  the  Secretary  of  Health  and  Human  Services  would 
establish  a  national  health  budget  and  state  health  budgets 
specifying  the  amount  to  be, spent  for  health  that  year  and  how  that 
money  would  be  divided  among  the  provided  services.     These  budgets 
would  act  as  expenditure  targets,  so  that  if  the  budget  for  a 
service  were  exceeded,  the  Secretary  could  lower  payments  for  that 
service  the  following  year. 

The  Secretary  would  establish  separate  budgets  for  capital 
expenses  and  direct  medical  education,  and  specify  how  this  money 
would  be  divided  among  the  states.     States  would  allocate  these 
funds  within  their  state  to  assure  a  fair  and  efficient 
distribution  of  resources. 

The  national  budget  would  be  increased  every  year  based  on 
inflation  and  growth  in  our  Gross  National  Product.  Advisory 
Boards  representing  both  consumers  and  health  care  providers  would 
advise  on  the  implementation  of  this  program  at  both  the  state  and 
federal  levels. 

The  Secretary  or  State  may  enter  into  contracts  with  qualified 
entities  to  process  claims.  Only  one  contract  would  be  allowed  per 
state. 
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Financing 

The  program  would  be  financed  through  a  new  6%  payroll  tax  on 
employers,   an  increase  in  the  corporate  income  tax  from  34%  to  38% 
for  businesses  with  more  than  $75,000  in  profits,   increases  in  the 
personal  income  tax  from  15%-28%-31%  to  15%-30%-34%  with  a  top  rate 
at  38%  for  families  with  incomes  over  $200,000,  reforms  of  the  tax 
code,  a  long  term  care/health  premium  equal  to  the  Part  B  premium 
plus  $25/month  for  the  elderly  above  120%  of  poverty,  an  increase 
in  the  amount  of  Social  Security  benefits  included  as  taxable 
income  from  50%  to  85%,  state  payments  equal  to  85%  state  Medicaid 
effort  plus  an  annual  per  capita  fee  of  $85,  and  federal 
contributions  equal  to  current  spending  on  health  care. 

All  revenues  collected  for  health  care  would  be  placed  into  a 
National  Health  Trust  Fund  and  could  only  be  used  for  health  care 
expenses. 

The  attached  chart  illustrates  the  effect  of  the  tax  changes 
on  business,  the  non-elderly,  the  elderly,  states,  and  the  federal 
government. 


Quality  of  care 

The  bill  would  apply  the  outcomes  research  and 
practice  guideline  provisions  recently  incorporated  into  Medicare 
to  the  entire  national  health  care  system. 

Other:  federal  prbgr'lms**  '.Z 

Persons  currently  covered  under  Medicare,  Medicaid,  CHAMPUS, 
the  Department  of  Veteran's  Affairs  health  program,  and  other 
federal  health  programs  would  be  covered  under  this  proposal.  All 
US  citizens  would  be  entitled  to  identical  benefits  from  the  health 
care  provider  of  their  choice. 
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Mr.  Conyers.  I  can't  help  but  think  that  all  four  of  you  have 
made  a  number  of  similar  points.  We  haven't  heard  from  our  col- 
league, Bernie  Sanders,  yet,  but  he  is  a  member  of  this  committee. 
I  call  on  him  now.  As  the  mayor  of  Burlington,  VT,  he  has  worked 
in  the  health  care  field  for  many  years,  set  up  a  joint  United 
States-Canada  health  care  study,  and  has  his  own  bill  and  has 
been  working  very  closely  with  this  committee  to  help  formulate  a 
way  to  initiate  the  kind  of  change  that  we  advocate. 

Welcome  before  the  committee  as  a  witness. 

STATEMENT  OF  HON.  BERNARD  SANDERS,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  VERMONT 

Mr.  Sanders.  Thank  you  very  much,  Mr.  Chairman.  First,  let  me 
say,  I  have  a  statement  which  we  have  just  passed  out. 

Mr.  Conyers.  It  will  be  entered  into  the  record. 

Mr.  Sanders.  I  want  to  congratulate  you  and  Mr.  Horton  and 
other  members  of  the  committee  for  your  request  of  the  GAO  to  fi- 
nally raise  the  issue  of  how  does  the  American  health  care  system, 
or  nonsystem,  as  it  may  be,  stack  up  with  the  Canadian  system. 
I  congratulate  you  for  asking  for  that  report  and  congratulate  them 
for  their  excellent  work  in  presenting  it. 

There  is  a  statement  in  Vermont  that  goes,  "If  it  ain't  broke, 
don't  fix  it."  Mr.  Chairman,  the  current  health  care  system  in  the 
United  States  is  broke,  and  it  can  no  longer  be  tinkered  with.  We 
can  no  longer  apply  Band-Aids  to  it.  We  need  a  new  system. 

Now,  having  heard  all  of  the  other  testimony,  frankly,  there  is 
not  a  whole  lot  that  I  can  add;  but  let  me  say  just  the  following: 
The  problems  of  the  current  health  care  system  are  enormous.  It 
is  a  national  shame. 

It  is  unacceptable,  as  Mary  Rose  Oakar  mentioned,  that  there 
are  over  80  million  Americans  today  who  either  have  no  health  in- 
surance or  only  partial  insurance.  It  is  unacceptable  that,  despite 
Medicare,  millions  of  our  elderly  citizens  are  spending  substantial 
sums  of  money  to  provide  for  their  basic  health  care  needs.  It  is 
unacceptable  that  in  this  country  prescription  drugs  cost  62  percent 
more  than  in  Canada  and  54  percent  more  than  in  Europe,  because 
those  nations  have  a  national  health  care  system  that  is  able  to  ne- 
gotiate with  the  drug  companies,  rather  than  taking  the  prices  that 
these  people  give  us. 

This  is  the  United  States  of  America.  While  we  see  huge  parades 
honoring  the  Persian  Gulf  war,  remember  this  country  ranks  22d 
in  the  world  in  terms  of  infant  mortality;  and  in  ghetto  areas,  you 
are  talking  Third  World  statistics  in  terms  of  the  poorest  nations 
on  Earth.  In  terms  of  life  expectancy,  we  rank  12th. 

We  have  heard  a  lot  of  discussion  between  the  Canadian  system 
and  the  American  system.  No  one  denies  that  the  Canadian  system 
has  problems — in  certain  provinces,  lack  of  technology  or  waiting 
lines  for  certain  medical  procedures.  That  is  true. 

What  should  be  pointed  out  and  emphasized  is  that  we  in  our 
country,  for  a  nonsystem  which  is  failing  us  all  along  the  line,  are 
spending  40  percent  more  per  capita  than  the  Canadians.  And  it 
seems  to  me  that  if  we  chose  to  level  fund  health  care  at  the  level 
we  are  presently  spending,  $756  billion,  we  can  in  fact  alleviate 
and  do  away  with  many  of  the  problems  that  the  Canadian  system 
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has,  and  in  fact  moving  toward  a  Canadian-style  single-payer  sys- 
tem, have  in  fact  the  best  system  in  the  entire  world. 

Last  week,  I  introduced  H.R.  2530,  and  let  me  go  through  very 
briefly  some  of  the  aspects  of  that  bill.  One,  it  unabashedly  estab- 
lishes a  Canadian-style  system  of  universal  comprehensive  health 
insurance  through  State-enabling  legislation.  We  have  relied  heav- 
ily on  the  Canadians,  because  we  think  they  have  a  good  system. 
We  can  make  that  system  better  by  putting  more  money  into  it,  but 
we  think  they  have  a  system  that  is  working  pretty  well. 

Under  the  program  we  are  advocating,  we  will  have  universal 
coverage  provided  for  all  basic  medical  needs  for  physicians,  for 
hospitals,  for  nursing  homes,  and  for  home  care  services  without 
out-of-pocket  expenses. 

Finally — as  Mr.  Russo  and  others  have  said,  finally  we  will  reach 
the  state  where  people  will  be  able  to  go  to  the  doctor,  go  to  the 
hospital,  and  not  worry  about  what  the  bill  will  be.  Studies  indicate 
that  25  percent  of  Americans  delay  going  to  a  hospital  or  a  doctor 
because  they  are  afraid  of  that  bill.  They  don't  go,  and  that  is  a 
brilliant  strategy,  because  when  they  don  t  go,  they  get  sicker,  and 
the  cost  is  that  much  more. 

What  is  perhaps  a  feature  of  our  plan  that  may  be  a  little  dif- 
ferent than  Congressman  Russo's  is,  we  do  adhere  pretty  closely  to 
the  Canadian  style  in  this  sense:  We  suggest  not  the  implementa- 
tion on  a  given  day  of  a  50-State  system;  what  we  suggest  is  to, 
in  fact,  do  it  the  way  the  Canadians  did  it.  After  World  War  II, 
Saskatchewan  began  the  ball  rolling  by  moving  toward  a  provincial 
health  care  system. 

Our  program  gives  financial  and  legal  incentive  to  those  States 
who  are  prepared  to  come  forward  and  meet  the  following  five  cri- 
teria: One,  a  single-payer  public  administration.  There  can  be,  in 
my  view,  no  more  debate  about  that  issue.  This  country  can  no 
longer  afford  1,500  private  insurance  companies  who  are  wasting — 
guesstimates  are  between  $67  and  $100  billion  a  year  in  terms  of 
billing,  in  terms  of  administrative  bureaucracy. 

The  advantages  of  a  single-payer  system  are  clear,  and  the 
States  must  establish  a  nonprofit,  publicly  administered,  single- 
payer  system.  The  program  in  any  given  State  must  be  universal, 
all  people  treated  the  same  way.  It  cannot  be,  in  my  view,  a  two- 
tier  system.  Either  we  say  that  health  care  is  a  right  for  all  Ameri- 
cans, rich  and  poor,  or  I  will  not  support  legislation  which  does  not 
say  all  Americans  are  as  important  as  anybody  else. 

Also,  it  must  be  comprehensive,  cover  all  basic  health  care  needs, 
as  does  the  Canadian  system.  We  are  not  talking  about  cosmetic 
surgery,  but  we  are  talking  about  basic  health  care  needs,  as  do 
the  Canadians. 

It  also,  of  course,  must  be  accessible,  and  the  hospitals  and  phy- 
sicians cannot  provide  extra  billing.  No  out-of-pocket  expenses. 

We  see  certain  advantages  in  this  program.  First,  to  be  frank — 
and  this  is  what  the  bottom  line  issue  is,  and  others  have  touched 
upon  it — the  people  of  the  United  States  are  disgusted  with  the 
present  system.  They  want  to  move  forward  toward  a  national 
health  care  system.  In  my  judgment,  the  U.S.  Congress  and  the 
President  appear  to  be  the  last  people  in  this  country  to  under- 
stand that  reality. 
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In  Vermont,  all  over  the  country,  the  people  want  to  junk  the 
present  system  and  go  forward.  The  bottom  line  is,  it  is  not  a 
health  care  debate;  it  is  a  political  debate. 

Does  the  U.S.  Congress  have  the  political  courage  to  stand  up  to 
the  enormous  political  power  of  the  1,500  separate  insurance  com- 
panies, the  drug  companies,  the  physicans,  the  specialist  physi- 
cians who  are  making  very  large  salaries,  the  medical  equipment 
suppliers,  who  tell  every  hospital,  you  have  to  get  the  latest  piece 
of  equipment. 

That  is  the  issue.  Do  we  have  the  political  courage  to  go  forward? 
I  don't  believe  that  the  U.S.  Congress  has  the  courage  to  do  that. 
Mr.  Conyers.  Not  even  with  you  here  now? 

Mr.  Sanders.  We  are  trying,  Mr.  Chairman,  but  it  is  a  hard 
process.  Perhaps  this  is  the  only  difference  that  we  have  with  Mr. 
Russo. 

I  think  that  the  fastest  way  to  move  forward  is  to  give  the  finan- 
cial incentives  and  the  legal  rights  to  those  States  that  want  to 
move  forward.  So  if  California  or  Michigan  or  Vermont  goes  for- 
ward, I  think  New  York  State  and  Ohio  will  not  be  far  behind,  be- 
cause the  people  will  come  up  to  their  Representatives  and  say, 
"hey,  it  is  looking  good  in  Vermont;  why  don't  we  do  the  same." 

I  think  the  State  legislatures  and  the  grassroots  of  this  country 
are  far  advanced  to  where  the  Congress  is.  I  think  we  should  move 
forward,  State  by  State. 

In  terms  of  administration,  many  would  prefer  to  see  the  health 
plan  administered  at  the  statewide  level,  rather  than  at  the  Fed- 
eral level;  and  that  is  what  the  Canadian  system  does.  There  is  no 
one  Canadian  system;  each  Province  raises  the  money  that  they 
need  in  a  different  way.  I  think  we  should  build  in  that  flexibility. 

Let  me  conclude  by  congratulating  the  committee  for  beginning 
what  I  believe  is  the  most  important  discussion  that  the  American 
people  want  to  hear.  They  want  to  see  us  move  forward,  and  I  hope 
that  we  will  have  the  courage  to  do  the  right  thing  as  quickly  as 
possible. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Sanders  follows:] 
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Congress  of  the  Idnited  States 

IFioosc  of  Utpresentattoes 
Washington,  B£  20515-7501 


HR  2530 


INTERGOVERNMENTAL  RELATIONS 


THE  NATIONAL  HEALTH  CARE  AND  COST  CONTAINMENT  ACT 


OVERVIEW 

Virtually  everyone  agrees  the  need  for  changes  in  our  health 
care  system.  The  real  disagreement  comes  when  specific  approaches 
to  reform  are  discussed.     We  hear  many  excuses  for  our  failure  to 
tackle  this  crisis.  Some  claim  that  the  public  will  not  accept  a 
single  grand  plan  imposed  by  Washington,  and  that  we  should  let 
the  States  serve  as  laboratories.     Others  argue  that  only  an 
incremental  approach  can  hope  to  make  it  through  the  political 
logjam  of  reform  proposals.     Still  others  argue  that  tinkering 
with  the  existing  patchwork  system  will  not  address  the  explosion 
in  health  spending  or  deal  with  the  current  mis-allocation  of  our 
health  care  resources. 

HR  2530  is  founded  on  the  proposition  that  the  national 
crisis  in  healthcare  can  be  solved  if  Congress  legislatively  and 
financially  enables  the  States  to  do  so.  The  legislatures  of  many 
States  are  ready  to  take  the  lead. 

HR  2530  enables  the  States  to  initiate  systems  of  universal, 
comprehensive  health  care  insurance  along  the  lines  of  the 
Canadian  health  insurance  system. 

The  purpose  of  the  bill  is  to  empower  the  States  to  serve  as 
laboratories  in  solving  the  crisis  in  our  nation's  health  care. 
It  will  enable  demonstration  projects  in  the  States  of  single 
payer  health  care  systems,  without  committing  all  250  million 
Americans'  health  care  to  it  before  it  is  fully  tested  in  the 
U.S. 

These  state  demonstration  programs  will  show  that  through 
savings  realized  by  implementation  of  a  single-payer  system, 
universal  coverage  for  physician,  hospitalization,  nursing  home, 
and  long  term  care  services  can  be  achieved  without  any  increase 
in  total  National  Health  Expenditure. 
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1)  ENABLING  STATE-BY-STATE  INITIATIVES 

The  text  of  the  bill  is  consciously  modeled  on  the  "Canada 
Health  Act  of  1984/  Loi  canadienne  sur  la  sante'  1984". 

Canada's  national  health  program  grew  from  Provincial 
initiatives.  The  approach  taken  in  this  bill  is  to  enable  State- 
by-State  initiation  of  single-payer  health  care  plans  similar  to 
the  Canadian  experience.  Saskatchewan  introduced  its  medical 
insurance  plan  for  all  residents  in  July  1962.  This  plan  provided 
the  basis  for  later  federal  enabling  legislation  recommended  by 
the  Royal  Commission  on  Health  Services  and  introduced  by  the 
Diefenbaker  government  in  1966.     The  Canadian  federal  program 
started  in  July  1968.  By  January  1971,  all  10  Provinces  were 
participating.  While  each  Provincial  plan  has  common  essential 
features,  Canada's  system  consists  of  10  distinct  Provincial 
plans  rather  than  a  uniform  nationally  administered  program. 

This  bill's  approach  incorporates  the  federalism  found  in  the 
Canadian  system.  Each  State  which  elects  to  participate  will  be 
provided  the  legislative  means  and  financial  incentives  necessary 
to  develop  a  healthcare  insurance  plan. 

2)  THE  FIVE  MINIMUM  CRITERIA:   UNIVERSALITY ,   COMPREHENSIVENESS , 
ACCESSIBILITY,   PORTABILITY,   AND  PUBLIC  ADMINISTRATION 

The  central  challenge  to  the  U.S.  health  care  system  is  remove 
all  financial  barriers  to  medically  necessary  care  while 
containing  runaway  costs. 

Under  the  bill  the  States  are  entitled  to  an  incentive  Block 
Grant  if  they  meet  the  mandatory  minimum  requirements  of  the 
Federal  law  relating  to 

-public  administration, 
-comprehensiveness , 
-universality, 
-portability,  and 
-accessibility. 

These  are  the  same  5  minimum  criteria  found  in  the  1984  Canada 
Health  Act. 

2.1)  Universal  Comprehensive  Access  to  Insured  Service 

The  plan  of  each  participating  State  must  provide  that  each 
resident  be  insured  for  medically  necessary  hospital  care, 
physicians  services,  and  long  term  health  care  services.  State 
reimbursement  represents  payment  in  full,  and  individuals  will 
not  pay  deductibles  or  co-payments  for  insured  services.  People 
may  still  incur  out-of-pocket  expenses  or  obtain  private  health 
insurance  for  services  not  insured  by  the  State  plans,  such  as 
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cosmetic  surgery  or  additional  charges  or  private  hospital  rooms. 

The  five  criteria  require  uniformity  of  benefits  for  all 
legal  residents  regardless  of  age,   income  or  health  status. 
State  plans  may  vary  in  the  range  of  benefits  provided.  The 
Canadian  system  is  really  a  network  of  10  provincial  and  2 
territorial  systems.  The  plan  benefits  vary  by  province  and  may 
include  outpatient  prescription  drugs  for  the  elderly  and  poor, 
preventive  services,   and  routine  dental  care.     Similarly  under 
the  bill,   each  participating  State,  having  met  the  five  minimum 
criteria,   is  free  to  fashion  the  details  of  its  own  healthcare 
insurance  plan  through  the  local  legislative  process. 

2.2)  Preservation  of  Choice  of  Provider 

The  bill  does  not  establish  a  British-style  National  Health 
Service.  As  in  Canada  it  is  a  system  whereby  a  third  party  pays 
private  providers.  Most  physicians  remain  independent  and  earn 
incomes  by  f ee-f or-service .   Freedom  of  choice  by  the  patient 
among  healthcare  providers  is  preserved. 

3)  A  FEDERAL  INCENTIVE  BLOCK  GRANT  TO  HELP  FUND  UNIVERSAL  CARE 

The  bill  provides  the  States  an  incentive  in  the  form  of  a 
Federal  Block  Grant  to  establish  universal  health  care  insurance 
systems . 

The  Block  Grant  provides  each  participating  State  with 

i)  one  third  of  the  incremental  costs  associated  with  providing 
health  care  insurance  to  those  currently  uninsured  or 

under insured,  plus 

ii)  one  third  of  the  cost  of  insuring  medically  necessary 
hospital  and  physician  services,  nursing  home  and  long  term  care 
services,  and  certain  other  services  such  as  prescription  drugs 
which  are  now  paid  directly  by  patients  on  an  out-of-pocket 
basis. 

The  participating  States  are  encouraged  through  realization  of 
cost  savings  to  reduce  out-of-pocket  medical  expenses  from  their 
current  level  of  21%  to  10%  of  national  health  expenditure. 

4)  MEDICARE  AND  MEDICAID  WAIVERS 

Participating  States  would  continue  to  receive  annual 
appropriations  from  the  Medicaid  program.  The  "public 
authority"  -  the  non-profit  entity  which  administers  the 
healthcare  insurance  plan  in  participating  States-  will  receive 
Federal  reimbursement  for  Medicaid. 
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The  public  authority  will  also  receive  the  compensation  for 
the  provision  of  Medicare  services,  which  will  be  allocated  in 
participating  states  on  an  annually  adjusted  per-enrolle  basis 
rather  than  the  current  system  of  f ee-f or-services  reimbursement 
to  the  provider. 

These  changes  are  necessary  because  the  "public  authority"  is 
the  sole  source  of  funding  for  insured  services  in  participating 
States.     As  single  payer,   it  exclusively  makes  all  reimbursements 
for  insured  services,  and  may  establish  a  variety  of 
reimbursement  systems. 

5)  ERISA  AND  ANTI-TRUST  PRE-EMPTIONS 

The  bill  also  clearly  authorizes  creation  of  single  payer 
systems  without  claims  of  pre-emption  by  virtue  of  ERISA  or  anti- 
trust laws. 

6)  DEFICIT  -  NEUTRAL  PROGRESSIVE  FEDERAL  FUNDING 


The  block  grant  approach  has  budgeting  advantages  over 
approaches  which  utilize  open-ended  direct  provider  reimbursement 
by  the  Federal  Government.  The  additional  costs  to  the  Federal 
Government  of  achieving  universal,  comprehensive  coverage  and 
reducing  out-of-pocket  expenditures  are  reflected  in  the  Block 
Grant.  The  block  grant  is  directly  calculated  as  a  percentage  of 
national  health  expenditure.  Therefore  if  all  50  States  were  to 
participate,  the  additional  Federal  cost  (based  on  estimated  1991 
levels  of  national  health  expenditure)  would  be  $45.36  Billion. 
Since  it  is  unlikely  that  all  States  would  elect  to  immediately 
participate,  this  cost  constitutes  the  outer  range  of  Federal 
liability. 

6.1)  Opting-in,  certification,  and  budgeting 

In  order  to  budget  the  actual  cost  of  the  Block  Grant  in  a 
given  Fiscal  Year,  it  will  be  necessary  given  the  opt-in  system 
to  have  participating  States  certified  sufficiently  in  advance. 
The  bill  provides  for  certification  by  September  1  of  1993  for 
participation  commencing  January  1,1994.  States  which  do  not  opt- 
in  at  that  time  may  do  so  in  ensuing  years.  The  Secretary  of 
Health  and  Human  Services  will  provide  the  Congressional  Budget 
Office  a  Notice  of  the  participating  States.  The  Notice  will  also 
provide  such  information  as  is  necessary  to  calculate  the  budget 
outlays  to  fully  fund  the  Block  Grant  participating  States. 

6.2)  Floating  surcharge  on  progressive  taxes 

The  Block  Grant  will  be  funded  by  a  floating  surtax  on  the 
individual  and  corporate  income  taxes.  Each  year  the  rate  of 
surtax  will  be  automatically  established  to  cover  the  costs  of 
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any  additional  States  which  opt-in,  and  to  guarantee  full  funding 
of  a  trust  Fund  for  the  Block  Grant  program.   In  order  to  provide 
the  States  with  the  tax  capacity  to  fund  the  State  healthcare 
insurance  share  of  the  plan,  the  bill  does  not  further  increase 
payroll  and  excise  taxes  at  the  Federal  level. 

According  to  information  provided  by  the  Lewin  Group,  the 
incremental  cost  of  providing  insurance  to  the  uninsured  and  the 
under insured,  and  of  insuring  nursing  home  and  home  long  term 
care  would  be  an  additional  7%  of  the  National  Health 
Expenditure.     Reducing  out  of  pocket  expenses  currently  paid  on 
items  such  as  nursing  home  and  other  long  term  care,  prescription 
drugs,  eyeglasses,  prosthetics,  etc  to  10%  of  NHE  would  involve  a 
transfer  of  11%  of  NHE  to  an  insurance  source  of  funding. 
Therefore  the  Block  Grant  is  calculated  to  fund  a  third  of  the 
incremental  and  out-of-pocket  costs,  or  6%  of  NHE.  This  would  be 
in  addition  to  the  Federal  Medicare  and  Medicaid  contributions. 
Total  Federal  contribution  to  NHE  would  rise  from  29%  currently 
to  35%  of  NHE. 

If  all  50  States  were  to  opt-in  under,  the  incremental 
Federal  cost  (at  estimated  1991  levels) ,  this  would  result  in  a 
7.75%%  surtax  on  the  individual  income  tax  and  on  the  corporate 
income  tax. 

This  surtax  on  individuals  would  translate  into  the  following 
increase  in  effective  federal  personal  income  tax  rates: 


Income  Quintil© 

Lowest 

Second 

Third 

Fourth 

Fifth 

Top  1% 


Percent  of  Income* 

0%  to  .75% 
1.29% 
1.57% 
1.74% 
1.99% 
2.10% 

(*  Based  on  1990  effective 
tax  rates) 


The  current  system  of  funding  health  care  relies  on  per  employee 
insurance  premiums  and  out-of-pocket  expenditures  which  are 
extremely  regressive.  Therefore  the  net  impact  of  the  block  grant 
surtax  is  extremely  progressive. 


7)   STATE  FUNDING  AND  COST  CONTAINMENT 


7.1)  State  Funding 


Each  participating  State  would  determine  the  means  for 
financing  its  share  of  the  healthcare  insurance  plan. 
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Currently  state  and  local  governments  fund  13%  of  National  Health 
Expenditure.  In  addition  to  this  current  level  of  commitment,  the 
State's  "public  authority"  single  payer  would  assume  the  33%  of 
NHE  currently  financed  through  private  insurance  premiums. 


7.2)  Elimination  of  Bureaucratic  Waste 

The  single  payer  system  is  vital  to  eliminate  the  bureaucratic 
waste  associated  with  claims  processing  of  1500  insurers  in  our 
current  multiple  payer  system,  and  to  avoid  the  associated 
phenomenon  of  cost-shifting  and  deflection  practices  whereby 
persons  with  histories  of  health  problems  are  denied  coverage  or 
care. 

The  U.S.  spends  more  on  health  care  than  any  other  nation, 
$756  Billion  in  1991,  or  13.7%  of  GNP.  Canada,  with  the  second 
highest  per  capita  health  budget,  spends  40%  less.  This  is  due  in 
large  part  because  the  US  health  system  is  heavily 
bureaucrat ized,  spending  nearly  24%  of  NHE  for  billing  and 
administration  compared  to  11%  of  NHE  in  Canada.     The  number  of 
US  health  administrators  is  rising  three  times  as  fast  as  the 
number  of  physicians  or  other  health  workers. 

7.3)  Containing  Costs  for  Personal  Health  Services 

Participating  States  are  also  encouraged  to  develop 
alternative  systems  of  provider  reimbursement  in  order  to  reduce 
the  costs  of  providing  actual  care  through  the  curtailment  of  the 
present  system  of  open-ended  provider  reimbursement.  Current 
practices  of  f ee-f or-service  reimbursement  of  physicians  are 
permitted,  but  are  not  required.  States  are  encouraged  to 
establish  binding  physician  reimbursement  tariffs  by  means  of 
regulation  or  negotiation  as  is  currently  the  practice  in  many 
Canadian  Provinces.  Participating  States  are  required  to 
establish  global  budgeting  for  hospitals  and  nursing  facilities, 
and  for  physicians  electing  to  provide  insured  health  services  on 
a  capitation  or  prospective  payment  basis. 


7.4)  Economic  Incentives  for  States  to  Contain  Costs 

The  Federal  Block  grant,  and  the  revised  reimbursement  of 
Medicare,  are  structured  to  provide  participating  States  economic 
incentives  to  contain  costs. 

-  The  States  are  allowed  to  fully  capture  all  administrative 
savings.  The  administrative  cost  savings  possible  in  the 
single  payer  system  enable  the  funding  of  the  state  share  of 
the  incremental  utilization  costs  incurred  by  providing 
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universal,  comprehensive  coverage  with  the  same  amount  of 
funds  as  currently  paid  out  in  private  health  insurance 
premiums . 

-  States  whose  Domestic  Health  Expenditure  increases  at 
rates  below  National  Health  expenditure  because  of  cost 
containment  will  see  a  relative  increase  in  the  Federal 
share  of  their  total  health  spending  because  annual 
increases  in  the  Block  Grant  are  tied  to  the  per  capita 
growth  in  National  Health  Expenditure. 

-  The  same  experience  would  be  enjoyed  if  a  State's  DHE 
increased  at  rates  below  the  national  rate  of  growth  in 
Medicare  outlay. 

-  If  the  States  can  attain  the  levels  of  administrative 
savings  found  in  Canada,  savings  would  equal  13%  of  NHE. 
Under  these  circumstances,  the  state  health  care  insurance 
plans  could  achieve  the  goal  of  reducing  out-of-pocket 
expenditure  to  10%  of  NHE  with  the  same  amount  that  is  spent 
currently  on  private  health  insurance  premiums. 

Even  if  Canadian  levels  of  administrative  savings  are  not 
achieved,  this  would  not  represent  an  increase  in  NHE; 
instead  it  represents  a  change  in  the  method  of  funding  of 
existing  levels  of  health  expenditure  from  out-of-pocket 
spending  to  social  insurance.    (This  is  demonstrated  in  the 
chart  below  which  assumes  administrative  savings  of  7%  of 
NHE.  ) 

8)   A  COMPARISON:   THE  OLD  SYSTEM  AND  THE  NEW 


A  comparison  of  the  source  of  funds  for  National  Health 
Expenditure  under  the  current  system  and  under  full 
implementation  of  this  bill  (at  estimated  1991  levels  of  NHE) 
would  show  the  following: 


Currently 

Under  HR 

2530 

Federal 

$219 

29% 

$265 

35% 

Out-of-pocket 

$159 

21% 

$  75.6 

10% 

State  &  local 

Medicaid  &  Other 

$  98 

13% 

$  98 

13% 

Private  Insurance 

$250 

33% 

-0- 

0% 

State  Healthcare 

Insurance  Plan 

-0- 

0% 

$287 

38% 

Charity  &  Misc. 

$  30 

4% 

$  30 

4% 

Total  NHE 


$756 


$756 
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-  APPENDIX  - 

COST  ESTIMATES  FOR  FEDERAL  BLOCK  GRANT  FOR  NATIONAL  HEALTH  CARE 

A) .    INCREMENTAL  COSTS 

Estimates  of  the  incremental  costs  of  providing  universal 
coverage  for  the  uninsured  and  underinsured  would  consist  of 
three  parts: 

1)  the  increment  of  physician  utilization,  net  of 
uncompensated  care  which  is  paid  currently  by  cost  shifting, 
and 

2)  the  increment  of  hospital  utilization  by  the  insured  and 
underinsured,  net  of  uncompensated  care  currently  paid  by 
means  of  cost  shifting,  and 

3)  the  increment  of  nursing  home  and  long  term  care  that 
would  be  induced  by  providing  insurance  coverage. 

1)  The  General  Accounting  Office  report  on  the  Canadian  system 
estimates  conservatively  that  in  the  short  run  a  single  payer 
system  in  the  US  will  save  9%  of  NHE  in  administrative  and 
overhead  expenses.  The  GAO  liberally  estimates  that  providing 
universal  and  comprehensive  coverage  for  hospital  and  physicians 
services  with  no  co-payment  or  deductible  would  increase 
utilization  by  slightly  less  than  9%  of  NHE.     GAO  concludes  that 
at  the  very  least  we  can  provide  universal  coverage  with  no  co- 
payment  or  deductible  for  physicians  services  and  hospitalization 
with  no  added  national  health  expenditure. 

GAO  assumed  a  10%  increase  in  hospital  utilization  and  a  17% 
increase  in  use  of  physicians  services  due  to  elimination  of  co- 
payments  and  deductibles.  It  cites  a  study  by  the  Rand  Corp. 
which  showed  high  increases  in  utlilization  rates  with 
elimination  of  co-payments  and  deductibles.  Hoever  data  from  the 
first  6  Canadian  provinces  to  implement  universal  coverage 
indicates  the  change  in  utilization  varied  from  .9%  to  5.2%  and 
averaged  3%.     GAO  arrived  at  its  admittedly  "ballpark"  estimates 
by  splitting  the  difference  between  the  Rand  estimates  and  the 
actual  experience  of  the  Canadian  provinces. 

The  need  for  actual  empirical  data,  such  as  that  of  the  first 
6  Canadian  provinces,  is  a  strong  arugement  in  favor  of  the  local 
option  demonstration  approach  of  the  Vermont  Plan. 

2)  The  Lewin  Group  calculates  that  the  uninsured  use  hospitals 
at  3/4  the  intensity  of  the  insured,  and  that  the  insured  utilize 
physicians  at  2/3  the  freguency  of  the  insured.  They  calculate 
that  nursing  home  care  utilization  would  grow  by  20%  by  insuring 
care  that  is  now  subject  to  out  of  pocket  payment.  They  also 
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estimate  that  home  health  care  expenditures  would  double. 

Their  estimates  of  incremental  costs  for  1991   (assuming  $756 

Billion  NHE)  are 

Hospital  and  Phys.  Serv.  by 

Uninsured  &  Underinsured     $34      Billion  (4.5%) 
Nursing  Home  Care  $12.3  Billion  (1.6%) 

Home  Care  $  7.5  Billion     (  .9%) 

Total  incremental  cost  $53.8  Billion  or  7%  of  1991 

NHE 

B)    OUT-OF-POCKET  COSTS 

Out  of  pocket  expenses  account  for  21%  of  NHE.     They  consist  of 

NURSING  HOMES  3.9% 

PHYSICIANS  SERVICES  3.7% 

DENTAL  3.0% 

PRESCR.   DRUGS  2.8% 
NON-PRESCR. DRUGS  & 

OTHER  NON-DURABLES  2.7% 

HOSPITAL  SERVICES  2.0% 
VISION  PRODUCTS  AND  OTHER 

DURABLES  1.4% 

OTHER.   PROF.    SERV.  1.3% 

HOME  HEALTH  CARE  .1% 

TOTAL  21  % 


To  achieve  a  target  (but  not  a  mandate)   of  reducing  out-of-pocket 
expenditures  to  1/10  of  NHE  would  require  insurance  financing  of 
11%  of  NHE. 

C) .   THE  COSTS  OF  PROVIDING  UNIVERSAL  COVERAGE  AND  REDUCING  OUT- 
OF-POCKET  EXPENDITURE 

The  combined  incremental  and  insurance  cost  is  18%  of  NHE. 

A  one  third  Federal  Share  of  this  is  6%  of  NHE,  which  is 
reflected  in  the  Federal  Block  Grant,  bringing  the  total  Federal 
share  of  NHE  to  35%. 


D)   COMPARISON  OF  THE  VERMONT  PLAN  WITH  THE  PEPPER  COMMIOSSION 
"PAY  OR  PLAY"  PLAN 

The  Pepper  Commission's  Plan  would  cost  (1990)   dollars  $56.8 
Billion  in  net  new  Federal  Dollars  (  8.8%  of  NHE)   compared  to  our 
plan  which  would  cost  $45.36  Billion  in  net  new  Federal  Dollars 
(1990),  or  6%  of  NHE.  Unlike  the  Vermont  Plan,  it  has  no 
offsetting  savings  in  administrative  overhead,  and  therefore  this 
represents  an  addition  to  national  health  expenditure. 
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Pepper's  costs  breakdowns  were  as  follows: 

Basic  Health  Insurance  (1st  of  2  tiers)   $12      Billion  (1.8%) 

Improvement  in  Medicare  Gaps  2      Billion  (  .3%) 

Nursing  Home,  Long  Term,   &  Home  Care        $42.8  Billion  (6.6%) 

Total  $56.8  Billion  (8.8%) 
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Mr.  Conyers.  Thank  you  all. 

Isn't  it  true,  though,  we  have  broken  the  logjam  of  silence,  and 
the  Pepper  Commission  served  its  function?  The  Ways  and  Means 
Committee  is  holding  hearings.  We  have  put  benefits  proposed  by 
Stokes  and  Oakar  into  Medicare  legislation.  We  have  at  least  100 
Members  on  some  form  of  reform  bill,  and  it  seems  to  me  that  we 
are  now  moving  along. 

We  are  holding  these  hearings.  There  are  more  coming  up  in 
many  other  committees.  There  are  at  least  three  more  bills  coming 
forward,  so  it  seems  to  me  that  we  have  commenced  with  taking 
care  of  what  it  is  you  are  doubtful  that  we  do.  I  think  we  are  mov- 
ing in  that  direction. 

There  is  nobody  here  that  is  not  for  the  universal  single-payer 
system,  as  I  understand  your  testimony.  If  we  were  deciding  this 
in  this  body  right  now,  there  would  be  a  lot  to  which  we  could 
agree.  And  I  think  that  is  fair  to  say  about  the  four  Members  who 
are  leading  this  discussion,  as  witnesses  before  this  committee. 

Mr.  Russo.  Mr.  Chairman,  I  think  the  problem  that  we  face,  un- 
like in  the  1970's  when  we  had  this  huge  capacity  to  grow,  now- 
adays we  have  overcapacity  and  we  need  to  take  advantage  of  that 
and  move  forward. 

The  idea  that  Congress  doesn't  have  the  will  is  pervasive  inside 
the  Beltway.  When  you  go  to  the  various  States,  your  State  and  the 
States  of  every  Member,  if  you  ask  people  if  they  want  universal 
health  care  coverage,  I  don't  care  what  category  they  are  in,  they 
want  it. 

Even  though  we  may  have  100  different  Members  involved  in 
three  different  pieces  of  legislation,  that  doesn't  necessarily  mean 
we  are  going  to  get  it  passed.  I  think  it  is  important,  that  we  need 
to  make  at  least  one  major  decision,  and  that  will  set  us  all  off,  and 
that  is  single  payer.  When  you  make  the  decision  that  you  are 

?oing  to  single  payer  in  this  country,  that  sends  the  right  message, 
hen  it  is  only  a  matter  of  time. 

Not  only  snould  we  have  hearings,  but  I  hope  our  leadership 
would  come  forward  with  a  major  plan  for  single  payer,  because 


single  payer.  Anything  else  we  do— mandated  benefits,  managed 
care,  expanding  Medicare — all  those  are  Band-Aids,  and  the  longer 
we  rely  on  Band-Aids,  the  greater  the  costs,  the  greater  the  in- 
crease in  the  expense  to  the  public,  and  the  less  coverage  we  have. 

Every  time  we  slap  on  a  Band-Aid,  we  deny  somebody  else  cov- 
erage. The  average  American  who  has  health  insurance  is  being 
priced  out  of  the  business  of  providing  for  themselves.  If  you  were 
a  small  businessman,  as  much  as  you  may  want  to  get  health  care 
insurance  for  your  employees,  you  can't  afford  it  because  it  is  be- 
tween 20  and  25  percent  of  your  payroll.  If  you  are  big  enough,  you 

can  spread  it  

Mr.  Conyers.  The  biggest  challenge  to  single  payer,  since  we  are 
getting  it  down  on  the  table  now,  is  the  employer  mandates,  that 
we  have  employers  being  required  to  provide  health  care  or  else 
buy  into  a  public  plan  or  pool. 

I  would  like  to  ask  my  colleague,  Mr.  Stokes,  has  he  given  con- 
sideration to  that  kind  of  plan  as  to  how  it  would  stack  up  against 
a  single-payer  system. 


there  is  no  way  you  can  reform 
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Mr.  Stokes.  Yes,  Mr.  Chairman,  as  you  know,  that  was  the  rec- 
ommendation of  the  Pepper  Commission.  And  as  I  said  earlier  in 
my  formal  testimony,  that  the  commission  thought  that  perhaps  it 
was  better  to  build  upon  the  current  system,  rather  than  to 
reinvent  a  new  system  and  the  disruptions  that  would  occur 
throughout  the  entire  health  system. 

In  looking  at  that  system,  we  also  considered  those  individuals 
who  don't  have  access  to  insurance.  We  talked  about  the  homeless; 
we  talked  about  those  who  work  as  domestics,  those  who  work  in 
the  type  of  employment  that  is  outside  of  the  general  circuit.  And 
basically,  the  commission  really  felt  that  we  could  take  that  type 
of  a  system,  require  the  employer  to  take  out  that  type  of  insurance 
and  then  pay  into  a  pool;  those  who  do  not,  pay  into  a  Federal  pool 
out  of  which  we  would  provide  insurance  for  those  uninsured  em- 
ployees. 

I  think  that  system  does  have  merit.  I  think  that  which — we 
could  continue  to  build  upon  that  type  of  a  system  or  some  vari- 
ation of  it.  At  least  it  would  be  a  move,  I  think,  in  the  right  direc- 
tion. 

Mr.  Russo.  I  think  mandated  benefits — and  I  know  the  Pepper 
Commission  was  divided — it  was  tough  to  reach  a  conclusion  be- 
cause they  had  a  problem  paying  for  anything.  Nobody  wants  to 
raise  the  word  "taxes,"  but  under  a  single  payer,  you  save  so  much 
administrative  costs  that  you  can  give  universal  coverage  for  less 
money. 

Mandated  benefits  gives  no  relief.  You  still  have  the  1,500  insur- 
ance companies;  you  still  have  the  administrative  burdens,  cost 
shifting,  high  inflation.  It  doesn't  solve  the  problem.  It  is  what  is 
known  as  a  nice  way  of  pushing  it  under  the  table  and  waiting  for 
the  explosion  to  happen  later,  and  you  will  eventually  come  to  sin- 
gle payer. 

People  tell  me  we  have  to  take  this  in  increments.  This  is  a  very 
expensive  increment,  because  without  major  insurance  reform, 
where  we  tell  the  insurance  companies  how  much  you  can  charge 
small  businesses,  how  can  small  businesses  pay? 

Mr.  Conyers.  They  are  calling  the  shots  as  to  who  will  be  pro- 
vided service,  and  at  what  price,  and  who  will  not.  It  seems  to  me 
that  perhaps  the  Pepper  Commission  should  have  considered  the 
global  budgeting  and  the  limits  on  physician  fees,  which  is  another 
means  of  really  saving  money. 

Mr.  Stokes,  was  there  consideration  about  that  in  terms  of  how 
the  fees  could  be  limited? 

Mr.  Stokes.  Yes,  there  was,  Mr.  Chairman.  Let  me  tell  you  the 
practical  problem  that  commission  had. 

The  chairman  attempted,  working  with  everyone  on  that  Com- 
mission, to  try  to  be  able  to  get  a  plan  out  of  that  Commission.  He 
had  one  hell  of  a  job.  As  my  colleague,  Congresswoman  Mary  Rose 
Oakar  said  a  while  ago,  the  final  vote  was  an  eight-to-seven  vote. 
And  at  the  same  time,  the  chairman  was  operating  against  an  ad- 
ministration that  did  not  want  any  plan  to  come  out  of  that  Com- 
mission and  was  heavily  lobbying  the  members  of  that  committee 
not  to  vote  for  a  plan. 

So  the  answer  is,  yes,  all  these  ramifications  were  discussed,  but 
we  were  under  a  very  difficult  political  situation,  and  we  felt  that 
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the  obligation  was  to  present  to  Congress  some  type  of  a  plan  in 
order  to  start  moving  forward,  and  then  to  show  some  progress. 

And  while  the  plan  that  finally  came  out  was  not  the  best  option 
all  of  us  would  have  liked,  I  voted  for  Mary  Rose  Oakar's  option. 
I  am  a  cosponsor  of  her  legislation.  I  thought  that  would  have  been 
the  ideal  plan  to  come  out  of  our  Commission,  but  the  chairman 
would  never  have  gotten^fehe  votes  for  it. 

Ms.  Oakar.  I  think  Congressman  Stokes  has  given  you  a  very  ob- 
jective appraisal  of  what  the  political  ramifications  were  with  15 
members  of  a  Commission  appointed  by  then-President  Reagan  and 
the  leadership  of  the  House  and  Senate  on  both  sides  of  the  aisle, 
it  was  very  difficult. 

I  think  I  was  a  swing  vote,  because  they  accepted  13  of  my  15 
amendments  relative  to  prevention  and  long-term  care,  and  some 
global  responsibilities,  as  well  as  allowing  a  vote  on  my  plan,  which 
was  a  nine-to-six  vote. 

I  would  add  one  caveat  to  the  discussion,  that  is  in  my  plan.  I 
believe  very  strongly  in  a  single-payer  system.  I  absolutely  think 
it  saves  money  and,  believe  it  or  not,  the  Government  does  it  more 
efficiently.  We  studied  that.  We  could  give  you  all  the  statistics  you 
want  on  how  efficiently  the  Government  does  it,  compared  to  pri- 
vate insurance  companies. 

In  Cleveland,  we  don't  have  any  longer  any  health  insurance  pro- 


growing  up,  they  were  all  not  for  profit;  Blue  Cross  was  not  for 
profit.  Sure,  they  paid  all  their  employees,  all  their  expenses,  but 
they  didn't  come  out  with  a  profit. 

Today,  all  the  private  insurance  plans  diversify,  and  as  a  result, 
their  administrative  costs  are  tremendous,  over  20  percent,  com- 
pared to  less  than  10  percent  for  the  Government. 

Here  is  what  I  would  do,  and  it  is  based  on  what  we  do  for  Fed- 
eral employees  or  retirees.  I  would  keep  the  not-for-profit  insurance 
programs  in  the  ballpark.  In  other  words,  I  would  have  a  single 
payer;  I  would  set  the  high  standard.  They  would  have  a  minimum 
number  standards  of  coverage  for  every  American,  and  State  by 
State,  I  would  let  the  private  not-for-profit  companies — and  they 
could  be  unions,  as  we  have  in  the  Federal  employment  system; 
they  could  be  regular  companies — bid  on  this  high  standard.  I 
think  that  competition  would  be  good. 

We  already  have  examples  of  now  the  private  sector  is  involved 
in  Medicare.  They  are  the  ones — and  so  forth. 

But  I  would  make  sure  they  were  not  for  profit.  I  think  that  is 
a  different  avenue. 

Mr.  Conyers.  You  are  saying  we  could  have  a  single-payer  in- 
surer, as  opposed  to  a  government? 

Ms.  Oakar.  No,  single-payer  Federal.  The  Federal  Government 
would  be  the  single  payer.  We  would  pay,  but  based  on  what  we 
would  pay  for  this  high  standard  of  coverage. 

I  would  let  not-for-profit  insurance  companies  bid  on  the  high 
standard,  single  payer,  Federal  Government  system. 
Mr.  Conyers.  So  you  would  have  a  private  single  payer? 
Ms.  Oakar.  You  would  have  sort  of  a  private-public  partnership, 
but  here  is  the  thing  that  would  happen.  They  would  have  to  be 
not  for  profit.  You  would  have,  as  we  have  had  in  the  Federal  em- 
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ployment  system — you  would  have  a  lot  of  companies  trying  to  out- 
bid each  other  to  get  in  the  loop,  but  they  would  have  to  fulfill  that 
high  standard  of  coverage,  that  is,  acute  care,  preventive  care,  and 
long-term  care,  comprehensively.  But  the  Federal  Government 
would  be  the  single  payer. 

So  if  Lou  Stokes  and  I  and  others  could  choose  four,  maybe  five, 
options  and  all  would  have  to  have  a  high  standard  of  coverage, 
mandated  high  standard,  but  maybe  they  would  add  coverage  be- 
cause they  wanted  to  get  in  the  system  or  maybe  they  would  focus 
more  on  some  services  that  perhaps  we  weren't  able  to  cover  with 
the  high  standard  of  coverage  

Mr.  Conyers.  Mr.  Sanders. 

Mr.  Sanders.  Let  me  make  a  few  points  regarding  the  employer- 
mandated  efforts  coming  forth  now. 

I  think  that  an  employer-mandate  approach  is  simply  throwing 
good  money  after  bad.  It  gets  back  to  the  basic  point,  do  you  want 
to  try  to  prop  up  the  system  or  create  a  new  system?  I  think  we 
need  a  new  system. 

For  example,  in  terms  of  employer  mandated,  what  type  of  cov- 
erage are  we  talking  about?  You  have  50  million  Americans  today 
who  have  some  coverage,  but  when  they  go  to  the  hospital  when 
they  are  seriously  ill,  they  still  end  up  having  to  pay  thousands 


What  happens  to  senior  citizens  who  are  paying  18  percent  of 
their  income  for  health  care  needs  despite  Medicare?  How  are  they 
impacted  by  employer  mandating?  Most  importantly,  the  employer 
mandate  doesn't  begin  to  touch  the  issue  of  cost  containment. 

The  bottom  line  is,  do  we  finally  end  the  absurdity  and  the 
shame  of  throwing  $100  billion  into  the  garbage  can  because  we 
want  to  maintain  1,500  separate  insurance  companies — all  are 
sending  bills,  and  driving  doctors  and  patients  crazy.  We  finally 
say,  let  s  end  it. 

I  think  the  employer  mandate  does  not  do  it.  As  Mary  Rose  and 
Louis  talked  about,  we  are  talking  about  political  ramifications.  It 
may  be  that  those  of  us  who  want  a  serious  national  health  care 
system  will  have  to  leave  the  Congress  and  go  out  to  the  people, 
to  the  tens  of  millions  of  people;  and  when  the  people  say,  we  are 
not  going  to  vote  for  any  Member  of  Congress  who  does  not  support 
a  single-payer  national  health  care  plan,  maybe  at  that  point,  we 
will  have  national  health  care. 

Mr.  Russo.  If  people  think  just  because  you  have  health  insur- 
ance coverage  or  Medicare  that  you  don't  pay  anything  out  of  your 
pocket,  the  latest  HCFA  1989  numbers,  the  nonelderly,  a  category 
they  have — everybody  who  is  not  elderly  is  nonelderly — they  spent 
in  that  category  of  the  nonelderly  $135  billion  out  of  $589  billion. 
Out  of  that  $135  billion,  out-of-pocket  costs  to  the  nonelderly  was 
$71  billion— $71  billion. 

If  you  take — the  elderly,  that  year,  paid  $84  billion  in  total  costs; 
out  of  pocket  for  the  elderly  was  $54  billion. 

So  what  we  are  talking  about  is  a  health  care  system  that  still 
makes  people  pay  an  enormous  amount  of  money  out  of  their  pock- 
et. They  are  paying  the  money  for  the  profits  of  the  insurance  com- 
panies and  for  the  administrative  costs  of  operating  a  system  that 
most  Americans  think  needs  to  be  fixed. 
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So  if  we  want  to  get  comprehensive  reform,  you  can  get  for  less 
money  than  we  currently  pay,  you  can  cover  every  American — man, 
woman,  and  child — for  every  medical  necessity,  including  long-term 
care,  if  we  scrap  the  current  system  and  go  single  payer. 

Mr.  Chairman,  it  is  the  best  deal  in  town.  You  can't  get  a  better 
deal  for  the  amount  of  money. 

Mr.  Conyers.  Mr.  Horton. 

Mr.  Horton.  I  think  we  have  had  some  very  valuable,  crucial 
contributions  from  all  the  congressional  witnesses.  As  a  matter  of 
fact,  I  think  what  we  have  done  is  put  the  spotlight  of  public  atten- 
tion on  this  problem,  and  I  think  that  needed  to  be  done.  And  what 
has  been  said,  I  think,  has  been  very,  very  helpful  in  this  dialog. 

One  thing  I  am  really  concerned  about  is  what  Mr.  Stokes  was 
saying.  It  sounds  to  me  like  we  have  just  transferred  the  process 
from  the  Pepper  Commission  to  the  House  of  Representatives.  If  we 
end  up  like  the  Pepper  Commission  did,  we  may  end  up  with  noth- 
ing. 

I  do  think  that  we  have  to  come  up  with  something  in  this  Con- 
gress— and  this  is  not  one  of  the  committees  that  has  jurisdiction 
over  the  legislation,  but  at  least  we  have  brought  the  spotlight  of 
attention  on  the  problem. 

I  think  we  have  got  to  move  expeditiously  on  this,  because  I 
think  this  is  the  biggest  problem  that  we  face  in  this  country  today. 
People  are  not  being  taken  care  of.  There  are  people,  not  falling 
through  the  cracks,  out  through  large  holes,  not  being  covered  at 
all.  Unless  you  are  wealthy,  you  are  in  trouble. 

And  the  elderly  are  having  some  terrible  problems  out  there,  as 
you  all  know. 

So  I  think  it  is  incumbent  upon  us  to  bite  the  bullet  and  do  what 
we  have  to  do,  even  if  we  don't  all  agree  on  the  specifics.  I  hope 
we  are  not  just  transferring  the  debate  from  the  Pepper  Commis- 
sion to  the  House,  and  then  we  don't  end  up  doing  nothing  about 
it. 

I  want  to  thank  each  of  the  witnesses  for  their  contribution,  Mr. 
Chairman. 

Mr.  Conyers.  The  gentleman  from  Illinois. 

Mr.  Hastert.  I  thank  the  Chairman.  I  thank  the  witnesses  for 
fine  testimony. 

There  is  an  old  saying  that  sometimes  things  cause  me  to  won- 
der. One  of  the  reasons  that  we  have  the  system  we  have  today — 
and  we  have  talked  about  this  in  this  committee  before — are  the 
expectations  of  people  in  this  country  that  the  health  care  they  re- 
ceive will  be  of  very  high  quality. 

When  you  start  to  go  to  a  Canadian  system,  and  have  the  var- 
ious provinces  saying  you  can  have  this  but  you  can't  have  that, 
you  bring  the  government  into  making  moral  decisions  on  who  does 
or  doesn't  get  health  care.  How  do  you  get  around  that? 

The  gentleman  from  Vermont  talks  about  State  by  State  bringing 
these  health  care  systems  in.  I  look  at  the  State  of  Illinois,  Mr. 
Russo  comes  from,  as  well  as  myself,  and  the  Medicaid  portion  is 
in  shambles.  The  providers  aren't  getting  paid  or  they  are  slow  pay, 
no  pay,  and  it  is  not  real  good. 

I  am  not  sure  that  that  is  the  answer. 

Mr.  Russo.  Will  the  gentleman  yield? 
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I  think  it  is  easy  to  answer  that  question.  Once  you  go  to  a  com- 
prehensive benefit  program  where  you  cover  everything,  you  don't 
have  to  have  VA  hospitals,  Medicare  or  Medicaid  programs,  you 
will  have  one  benefit  that  every  American  is  entitled  to.  It  doesn't 
matter  whether  they  are  rich  or  poor. 

You  can  do  that  through  a  single-payer  system.  Once  you  have 
the  ability  to  cover  and  contain  the  costs  with  things  we  have,  like 
global  budget  and  expenditure  targets,  under  the  system,  they 
would  be  paid  every  month  and  there  is  not  going  to  be  uncompen- 
sated care  anymore  whether  it  is  a  doctor  or  a  hospital  having  to 
take  poor  people  and  saying,  I  am  not  going  to  get  paid. 

The  money  is  there.  We  just  have  to  collect  it  and  distribute  it 
across  a  wider  spectrum.  That  is  what  you  do  under  a  universal 
single-payer  program.  It  won't  be  like  the  Canadian  program  where 
each  provision  says  what  they  cover.  Everybody  gets  this  benefit. 

It  doesn't  matter  who  you  are,  you  get  it. 

Mr.  Hastert.  Who  determines  what  you  don't  get — are  there  any 
up-front  dollars  that  people  have  to  pay? 
Mr.  Russo.  No  copay,  no  deductibles. 

Mr.  Hastert.  No  copay  and  no  deductibles  and  anyone  that  gets 
a  headache  can  go  to  the  doctor  anytime  they  want  to? 

Mr.  Russo.  Absolutely.  There  is  nothing  wrong  with  that. 

Ms.  Oakar.  You  are  touching  on  an  issue  that  is  frequently  used 
and  that  is  the  issue  of  rationing  that  we  sometimes  hear  about  in 
terms  of  Canadian  health  care.  The  fact  is  that  we  are  rationing 
in  this  country  is  absolutely  chronic.  It  is  chronic. 

I  have  a  nephew  who  is  a  young  doctor  in  emergency  medicine 
and  he  tells  me  that  so  many  people  now  are  going  to  the  emer- 
gency ward  for  what  they  should  be  going  for  other  kinds  of  serv- 
ices because  they  are  worried,  as  Congressman  Sanders  said,  about 
their  ability  to  pay. 

The  other  whole  group  of  people  who  are  rationed  in  this  country 
are  high  risk  people.  We  had  testimony  during  the  Pepper  Commis- 
sion of  people — we  had  a  woman  who  said  I  make  $70,000  a  year, 
I  can't  buy  health  insurance  in  this  country  because  I  have  a  chron- 
ic disease. 

Our  rationing  is  so  widespread  and  the  fact  is,  you  take  one  of 
the  greatest  hospitals  that  I  know  of  in  the  country  is  Cleveland 
Clinic,  it  happens  to  be  in  Congressman  Stokes  district.  Their  sys- 
tem is  interesting  because  they  have  made  a  point  of  saying  they 
will  care  fore  anybody  who  walks  through  the  door  and  that  in- 
cludes Medicare  and  Medicaid  recipients — some  hospitals,  if  you 
don't  have  the  coverage,  you  can't  get  in  the  door. 

Mr.  Hastert.  Reclaiming  my  time — who  pays?  We  have  a  county 
hospital  in  Chicago  and  it  is  bankrupt. 

Ms.  Oakar.  Let  me  tell  you  what  my  solution  would  be  about 
paying  for  it.  We  pay  $700  billion  right  now.  About  $400  billion  of 
that,  slightly  less,  are  government  program — government  pro- 
grams. They  are  not  private.  Private  insurance  companies  are  in- 
volved to  a  tune  of  about  $209  billion. 

Mr.  Hastert.  One  of  the  things  that  drives  the  cost  of  both  gov- 
ernment programs  but  especially  in  the  private  pay,  is  cost  contain- 
ment— you  are  trying  to  contain  the  cost — when  you  have  to  get  a 
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second  opinion,  to  start  to  limit  the  swinging  door,  the  door  swings 
and  swings  and  swings  and  swings. 

Ms.  Oakar.  One  way  to  contain  it  is  to  have  standard  coverage 
that  includes  a  single-payer  approach,  global  approach  and  preven- 
tion. If  you  analyze  it  over  a  3-year  period,  you  save  billions  when 
you  prevent  the  disease  from  spreading. 

Mr.  Hastert.  Another  real  cost  that  drives  health  care  today  is 
the  cost  of  adjudication.  Today  doctors  offer  up  a  lot  more  tests  that 
they  have  to  because  they  are  afraid  of  being  sued — do  we  have 
tort  reform  in  this  package  too? 

Ms.  Oakar.  Can  I  just  make  one  point?  Congresswoman  Johnson 
mentioned  that  Canadian  doctors  spend  16  times  more  on  insur- 
ance for  their  protection— it  is  just  the  reverse — we  spend  16  times 
more  and  that  is  in  the  GAO  report.  The  Pepper  Commission  did 
mention,  did  recommend  as  Congressman  Stokes  will  indicate,  that 
we  ought  to  have  some  reform  in  that  area  and  there  are  specific 
elements  of  reform  relative  to  that  that  would  both  protect  the  con- 
sumers and  protect  the  people,  not  only  doctors,  but  licensed  health 
practitioners  who  are  licensed. 

I  think  all  of  us  would  agree  that  there  is  reform  needed  there. 

Mr.  Conyers.  The  gentleman's  time  has  expired. 

The  gentleman  from  West  Virginia,  Mr.  Wise. 

Mr.  Wise.  I  would  like  to  refer  the  gentleman  from  Illinois,  Mr. 
Hastert,  to  a  Democratic  study  report  which  deals  with  a  lot  of  the 
questions  he  raised,  the  study  of  the  OECD  nations  Americans  go 
to  the  doctor  less  than  most  of  our  companion  nations  and  use  the 
hospital  less  and  have  a  lower  per  day  stay  than  most  of  our  trad- 
ing nations. 

So  there  are  a  lot  of  myths,  I  think,  that  need  to  be  punctured 
and  I  would  urge  you  to  look  at  that. 

My  other  observation  is  our  Medicaid  plan  went  bust  in  our 
State.  Perhaps  one  reason  is  because  Medicaid  doesn't  reward  pre- 
ventive medicine  and  primary  care.  What  it  does  reward  is  the 
trauma  after  somebody  has  delayed  too  long.  They  get  Medicaid  for 
going  into  the  hospital,  but  not  for  going  to  the  doctor  for  a  checkup 
over  the  period  of  years  that  would  have  averted  the  coronary  prob- 
lem or  whatever  it  is. 

I  want  to  thank  my  colleagues  for  being  here.  The  panel  has 
given  a  good  summary  of  positions  that  are  being  put  forth  and  the 
Congress  will  be  choosing  between  one  of  them  this  year. 

Mr.  Conyers.  Mr.  Chris  Shays. 

Mr.  Shays.  I  would  like  to  thank  the  panelists. 

I  am  someone  who  would  like  to  see  universal  health  care.  I 
want  to  make  sure  that  when  we  do  it,  we  do  it  right.  I  know  that 
is  your  concern.  What  motivates  that  is  the  uninsured,  the  par- 
tially insured,  even  owners  of  small  businesses  are  looking  at  high- 
er health  care  costs  than  they  could  have  ever  imagined  and  they 
are  on  the  margin  of  being  able  to  stay  in  business. 

You  have  managers  of  large  corporations  who  are  advocating  be- 
cause the  cost  of  their  product  overseas  has  too  much  health  care 
cost  in  it.  The  question  is  not  whether  we  will  reach  it,  but  whether 
we  will  do  the  right  job. 

Start  with  the  premise  that  we  take  the  present  system,  which 
is  good  for  those  who  can  afford  it.  I  believe  it  is  the  best  health 
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care  in  the  world  for  those  who  are  fortunate  enough  to  have  it, 
so  our  challenge  is  how  do  we  do  it  without  compromising  the  qual- 
ity and  without  bankrupting  the  public  treasury. 

There  is  almost  an  intimidation  that  takes  place  when  my  col- 
league will  ask  a  question  and  will  talk — he  said,  is  there  going  to 
be  copay,  is  there  going  to  be  a  deductible,  and  the  response  is,  no, 
and  there  is  nothing  wrong  with  it.  There  is  something  about  ask- 
ing the  question.  There  is  something  important  about  investigating 
a  little  more  in  depth  the  whole  issue  of  cost. 

Medicare  and  Medicaid — when  we  started  it,  we  were  told  it 
would  not  cost  as  much  as  it  costs  today.  The  key  question  is,  how 
to  control  costs  and  have  a  meaningful  dialog  without  trying  to  in- 
timidate each  other. 

How  do  we  control  health  care  costs?  If  we  don't  get  a  tort — it 
is  disgraceful  that  a  doctor  who  is  60  years  old  and  may  want  to 
retire  and  have  a  partial  practice  still  has  to  spend  $60,000  for  one 
patient  whether  he  has  2,000  patients,  just  to  be  able  to  do  that. 

How  do  we  get  a  tort  reform — and  any  service  that  is  free  is 
overutilized.  I  take  that  as  a  basic  economic  tenet,  that  if  it  is  free, 
you  sometimes  use  the  service  instead  of  using  something  more  ec- 
onomical. 

My  question  is:  How  do  we  control  the  costs? 

One  last  comment — a  single  payer,  I  agree,  and  I  come  from  a 
State  that  is  heavily  in  insurance  industry,  I  may  be  crossing 
swords  with  them.  I  think  you  have  to  have  a  single  payer,  but  can 
we  have  a  single  payer  per  State  or  in  region? 

Mr.  Sanders.  You  brought  up  a  point  not  discussed  earlier  and 
you  are  right.  Lee  Iacocca  is  now  in  favor  of  a  national  health  care 
system  after  he  discovered  how  much  Chrysler  was  spending  for 
health  care  as  opposed  to  steel.  So  it  has  a  lot  to  do  with  inter- 
national competitiveness,  you  are  right. 

The  question  Mr.  Hastert  asked  is  a  fair  question.  We  would  love 
to  have  everything,  but  it  costs  money.  How  do  we  pay  for  it?  Some 
of  us  are  saying  yes  when  you  eliminate  insurance  premiums,  when 
you  eliminate  out-of-pocket  expenses,  there  is  going  to  have  to  be 
a  shift  and  the  shift  is  going  to  have  to  be  as  is  the  Canadian  sys- 
tem on  the  tax  base. 

There  will  be  increased  Federal  and  State  taxes.  The  good  news, 
though,  is  if  we  move  toward  a  single-payer  system  which  can  save 
us  between  $67  billion  or  $100  billion,  you  already  have  an  ample 
bonus  to  begin  the  process  of  insuring  the  uninsured  with  that  sav- 
ings. 

Second,  a  single-payer  system  begins  to  give  us  a  real  mechanism 
to  control  costs.  I  was  the  mayor  of  a  city  for  8  years.  The  fire  de- 
partment wanted  20  percent,  the  police  department  wanted  15  per- 
cent. They  could  use  it,  but  I  had  taxpayers  who  had  to  pay  the 
bill.  So  we  had  to  say  inflation  is  5  percent  this  year,  that  is  what 
you  are  getting,  make  the  best  of  it. 

A  single-payer  mechanism  says  guess  what,  this  is  all  that  you 
are  getting.  In  terms  of  malpractice,  I  think  what  Mary  Rose  said 
is  true,  malpractice  insurance  in  Canada  is  significantly  less  than 
it  is  in  the  United  States.  You  talk  about  the  problems  with  Medi- 
care and  how  explosive  the  cost  has  been  over  the  years. 
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You  are  right,  but  what  we  are  not  talking  about  is  simply  pour- 
ing more  Federal  money  into  the  program.  I  don't  support  that 
idea.  We  need  strong  cost  containment.  The  most  effective  way  is 
a  single-payer  system. 

Mr.  Shays.  May  I  say  that  we  will  save  a  significant  sum  of 
money  having  a  single  payer,  I  agree,  but  by  having  a  free  service, 
the  service  will  be  used  more  and  more  by  people  who  weren't 
using  it  than  by  some  who  don't  need  to  use  the  service.  And  it 
seems  to  me  we  have  to  find  a  way  to  get  at  that. 

Ms.  Oakar.  My  plan,  H.R.  8,  does  have  a  copayment  with  it.  It 
is  not  exclusively  free.  Here  is  how  I  achieve  savings  in  terms  of 
cost  containment.  The  Federal  Government  is  the  single  payer,  but 
the  State  government  approval— you  would  involve  the  State  with 
respect  to  their  approval  of  the  global  hospital  budget. 

The  State  government  negotiates  for  fair  and  adequate  health 
care  provider  reimbursement  levels  that  are  adequate  State  by 
State,  you  would  streamline  the  claims  process,  which  could  save — 
the  Pepper  Commission  staff  found  it  would  save  $24  billion  if  we 
streamlined  the  claims  process. 

You  would  have  State  approval  of  capital  and  high-tech  equip- 
ment expenditures  of  hospitals  and  physicians  and  you  would  not 
have  the  need  for  advertising  costs. 

We  looked  at  what  the  insurance  companies  have  to  pay  out  for 
a  variety  of  schemes  to  compete,  and  they  could  compete  simply  by 
bidding  on  this  high  standard  of  coverage. 

And  finally — and  thev  wouldn't  need  to  have  full  page  ads  to  join 
this  service  or  pay  lobbyists,  give  gifts  to  people  or  whatever  it  is 
that  they  involve  themselves  in. 

Finally,  preventive  health  care,  if  you  analyze  it,  an  early  detec- 
tion on  a  3-  to  5-year  basis,  you  save  billions  of  dollars  and  if  we 
invest  more  in  everyone  to  find  cures  for  diseases — when  we  found 
a  cure  for  polio,  we  saved  a  lot  of  money. 

That  is  what  preventive  care  does.  So  all  of  those  avenues.  But 
I  think  you  are  right  about  intimidation  and  so  on.  That  is  why  I 
have  formed,  with  the  help  of  colleagues,  a  health  caucus,  biparti- 
san, so  everybody  could  talk  about  tnis,  irrespective  of  what  com- 
mittees you  are  on  to  see  if  we  could  do  something  mutually. 

Mr.  Shays.  I  would  want  to  say  that  there  is  no  question  that 
Canada's  tort  costs  are  less,  but  there  is  no  question  that  even 
Canada's  tort  costs  are  too  high  and  no  question  that  Canada  is, 
I  think,  the  second  highest  health  cost  nation. 

So  it  is  a  model  for  us,  but  even  they  are  struggling  with  costs 
that  are  getting  out  of  hand. 

Mr.  Conyers.  The  gentlewoman  from  Connecticut,  Ms.  DeLauro. 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman.  I  want  to  thank  my 
colleagues  very  much.  It  is  most  exciting  to  be  here  today  in  this 
meeting  as  it  was  for  me  last  week  with  the  GAO  report  which  I 
happen  to  think  is  a  tremendous  breakthrough.  I  said  last  week 
that  it  was  very  dispassionate  analytical  view  as  to  how  we  can  get 
our  hands  on  this  very  difficult  and  complex  problem. 

There  are  things  about  cost  containment  and  single-payer  efforts 
that  we  can  use  as  a  model  and  there  are  some  things  that  we 
can't,  but  we  ought  to  adapt  a  system  that  meets  our  particular 
needs. 
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I  support  a  universal  and  affordable  health  care  system,  and 
what  is  most  exciting  about  today  is  I  think  that  what  Mr.  Sanders 
is  talking  about  is  what  is  happening  in  the  country  as  being  told 
to  435  Members  of  the  House,  this  discussion  doesn't  come  out  of 
the  blue. 

We  are  all  back  every  weekend  and  there  isn't  a  group  that  I  talk 
with  who  doesn't  talk  to  me  about  their  wanting  to  change  the 
health  care  system.  It  is  frustration,  it  is  outrage  and  bottom  line, 
it  is  fear  that  people  are  going  to  be  without  health  benefits  and 
their  families,  their  businesses,  large  and  small,  hospitals,  insur- 
ance companies,  doctors,  et  cetera. 

I  want  to  get  there.  I  think  that  the  debate  today,  I  think,  will 
be  transmitted  to  the  full  House  in  terms  of  thinking  about  his  de- 
bate. I  want  to  say  that  I  guess  it  is  the  pediatric  association  says 
that  maybe  what  we  can  do  is  to  look  at  his  in  terms  of  children, 
universal  health  care,  maybe  just  children  and  pregnant  women 
and  so  forth. 

I  would  like  to  see  it  all  done  at  once  for  my  view.  In  terms  of 
the  question  of  political  will,  could  we  start  in  your  view  with  kids 
18  years  and  under  and  look  at  universal  health  care,  would  that 
be  useful  to  do?  Can  we  create  political  consensus  with  which  to 
do  it  or  should  we  bite  the  bullet  and  go  for  the  whole  ball  of  wax 
at  one  time? 

Mr.  Stokes.  That  was  the  political  question  that  the  Pepper 
Commission  dealt  with.  We  talked  about  the  astronomical  costs  of 
trying  to  phase  in  this  entire  program  at  one  time.  So  then  we 
talked  about  a  10-year  plan  to  fully  phase  in  this  entire  thing. 

One  thing  that  we  really  felt  was  feasible  in  terms  of  the  Amer- 
ican political  will  would  be  a  program  where  you  open  up  the  win- 
dow with  providing  in  the  first  2  years  health  insurance  or  univer- 
sal access  to  all  children  and  pregnant  women  in  this  country. 

If  that  is  not  politically  palatable  then  nothing  is.  That  was  our 
recommendation  and  our  plan  to  try  to  at  least  start  with  that  an 
then  try  to  phase  in  other  aspects  of  the  plan  over  the  next  5  to 
7  years. 

To  answer  you  question,  I  think  that  may  be  an  approach  that 
even  the  Congress  has  to  deal  with  as  it  looks  at  what  is  politically 
possible  at  the  time  in  terms  of  our  whole  constraints,  economic 
constraints,  financial  constraints  on  us  at  the  time. 

Ms.  Oakar.  I  am  for  whatever  we  can  do,  but  I  really  gave  some 
of  my  colleagues  on  the  commission  a  very  hard  time  about  phasing 
in  benefits  based  on  an  employer-based  plan  because  you  really 
leave,  when  you  have  an  employer-based  plan,  you  leave  a  lot  of 
people  out  who  are  not  working  for  that  company. 

Like  part-time  people— what  do  you  do  about  them,  about  mini- 
mum wage  people?  My  heart  of  hearts  is  that  I  want  to  see  some- 
thing done  and  I  guess  whatever  we  make,  I  am  for,  but  I  would 
really  approach  it,  not  in  a  piecemeal  way,  but  comprehensively. 

Mr.  Sanders.  I  agree.  The  issue  clearly  of  who  we  treat  our  chil- 
dren today  with  5  million  kids  hungry,  children  sleeping  in  the 
street,  is  a  disgrace.  The  President  could  appropriate  $50  billion 
more,  we  can  solve  the  health  care  problem. 

The  issue  is  how  do  we  provide  health  care  to  all  people  without 
spending  more  money  than  we  presently  are.  It  is  not  just  provid- 


333 

ing  money  to  children  or  the  elderly,  it  is  changing  a  system  and 
understanding  that  we  are  wasting  huge  amounts  of  money  on  pa- 
perwork that  should  go  toward  care  of  tne  people. 

We  should  move  toward  a  single-payer  system,  take  on  the  insur- 
ance companies  and  tell  the  American  people  we  can  provide  this 
without  spending  1  penny  more  than  we  are  spending  now. 

Mr.  Conyers.  Ms.  LeLauro,  you  have  put  your  finger  on  it, 
whether  this  will  be  a  gradual  thing  or  bite  the  bullet.  This  discus- 
sion has  taken  us  to  a  new  level  from  the  last  time  because  I  think 
we  are  putting  the  employer  mandates  under  a  little  more  closer 
scrutiny  and  we  are  looking  at  the  single-payer  plan. 

There  will  be  transition  costs.  It  won't  be  smooth.  None  of  these 
changes  are  smooth.  But  I  keep  hearing  a  number  of  people  from 
this  side  and  the  witness  table  saying  that  now  is  the  time,  that 
we  can't  go  on,  we  are  $650  billion  in  spending,  going  to  $750,  it 
will  be  hitting  around  $1  trillion  right  after  the  next  surgery,  and 
most  people  say  now  is  the  time. 

And  I  think  that  is  what  is  coming  out  of  this  very  important  dis- 
cussion among  Members. 

We  thank  you  very  much  for  staying  the  course. 

Mr.  Horton.  One  of  the  things  we  are  talking  about  is  more 
money.  Congress  has  put  up  billions  of  dollars  to  bail  out  a  bunch 
of  crooks  in  the  S&L  industry,  and  here  we  are  dealing  with  some- 
thing like  health  care. 

It  seems  to  me  that  there  ought  to  be  money  for  these  types  of 
program  because  there  are  a  lot  of  people  that  aren't  covered  and 
I  think  that  the  Congress  ought  to  get  the  necessary  will  to  do 
what  has  to  be  done  and  the  money  ought  not  to  be  the  problem, 
especially  in  this  area. 

We  are  going  to  be  asked  for  more  money  for  the  S&L,  as  I  un- 
derstand it. 

Mr.  Conyers.  You  are  right.  Thank  you  very  much. 

I  apologize  to  my  first  panel  and  ask  them  to  come  forward,  the 
director  of  the  American  Hospital  Association,  the  executive  vice 
president  of  the  National  Association  of  Public  Hospitals  and  the 
chief  executive  officer  of  Toronto  General  Hospital. 

We  are  asking  Mr.  Richard  Pollack,  Ms.  Christine  Burch,  and 
Mr.  Stoughton  of  Toronto,  Canada  to  come  forward. 

Mr.  Pollack,  we  appreciate  your  patience.  You  represent  the 
American  Hospital  Association  and  you  have  advocated  many  of 
the  solutions  to  many  of  the  issues  that  have  been  presented.  We 
will  put  all  of  your  testimony  into  the  record  as  previously  agreed, 
and  we  would  like  you  to  summarize  your  remarks  and  we  would 
like  to  begin  with  you. 

STATEMENT  OF  RICHARD  POLLACK,  VICE  PRESIDENT  AND  DI- 
RECTOR OF  FEDERAL  RELATIONS,  AMERICAN  HOSPITAL  AS- 
SOCIATION 

Mr.  Pollack.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  testify  and  be  a  part  of  this  dis- 
cussion. As  requested,  I  will  cover  three  areas  very  briefly,  first  the 
need  for  national  health  care  reform,  second  the  hospital  perspec- 
tive on  this  crisis,  and  third,  our  reaction  to  the  GAO  report. 
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The  answer  to  the  first  point  is  really  very  easy.  There  is  no 
question  that  there  is  a  need  for  reform  and  the  chairman  and  the 
committee  should  be  commended  for  requesting  the  GAO  report,  for 
holding  this  hearing  and  for  making  this  a  priority  matter. 

Clearly,  the  current  system  is  a  jumble  of  different  programs 
that  have  evolved  by  default,  not  by  vision  or  design,  and  it  needs 
to  be  fixed.  As  far  as  the  hospital  perspective  is  concerned,  we  want 
to  see  a  Nation  in  which  every  single  American  has  dignified  access 
to  the  health  care  system,  a  system  in  which  no  citizen  is  at  risk 
of  becoming  financially  bankrupt  by  the  cost  of  illness  or  injury. 

AHA  has  also  developed  a  program  that  accomplishes  these  ob- 
jectives. It  is  a  pluralistic  model  that  builds  on  the  strengths  of  the 
current  system  to  provide  universal  access.  It  is  fairly  similar  to 
the  Pepper  Commission,  the  details  of  which  are  included  in  our 
written  statement.  For  87  percent  of  the  population,  we  have  the 
best  health  care  system  in  the  world,  and  that  shouldn't  be  over- 
looked as  a  starting  point. 

We  also  recognize  that  the  price  of  universal  coverage  is  cost  con- 
trol and  we  think  that  the  cost  control  challenge  comes  down  to  two 
basic  questions.  The  first  is  how  do  we  really  contain  costs  rather 
than  shift  them  from  one  payer  to  another  or  from  avoiding  risk 
to  managing  risk  on  the  insurance  side? 

The  second  key  question  is  how  do  we  assure  that  hard  choices 
about  cost  containment  are  made  fairly  and  in  the  public  eye  rath- 
er than  through  de  facto  rationing  by  providers,  because  there  will 
be  tradeoffs  under  any  scenario? 

With  regard  to  the  GAO  report,  we  find  it  very  difficult  to  com- 
pare Canada  and  the  United  States  in  terms  of  sheer  size  from  the 
population  to  the  number  of  local  government  units  to  the  mag- 
nitude of  our  problems  in  the  area  of  substance  abuse,  AIDS  and 
homelessness. 

Unlike  Canada,  we  have  many,  many  major  urban  centers  and 
our  society  has  much  greater  cultural  and  ethnic  diversity.  Never- 
theless, we  do  agree  with  the  bottom  line  conclusion  of  the  GAO 
report,  which  is  that  reform  efforts  in  the  United  States  should 
build  on  the  unique  strengths  of  our  system,  but  that  some  of  their 
experiences  are  worthy  of  considering. 

Of  course  there  are  some  attractive  parts  of  the  Canadian  sys- 
tem. It  provides  universal  access.  It  relies  on  negotiations  between 
providers  and  purchasers  to  control  costs  and  it  does  have  lower 
administrative  costs  which  may  be  difficult  to  translate  into  this 
country. 

But  we  do  take  a  different  philosophical  perspective,  one  that  re- 
lies on  pluralism  as  opposed  to  the  creation  of  a  monopolistic  sys- 
tem. In  our  view,  it  is  pluralism  that  breeds  innovation  and  plural- 
ism enables  the  costs  to  be  spread  among  individuals,  business, 
and  government  rather  than  the  burden  being  taken  by  one  entity. 

At  the  same  time,  we  have  very  specific  concerns  with  the  Cana- 
dian model  as  well.  Given  our  hospital  experience  under  Medicare 
and  Medicaid,  we  have  real  problems  with  the  adequacy  of  govern- 
ment rates  and  those  rates  being  extended  to  all  payers. 

Moreover,  the  GAO  report,  itself,  highlights  a  series  of  very  im- 
portant shortcomings  in  the  Canadian  system  that  include  limited 
access  to  state-of-the-art  medical  care  and  the  presence  of  waiting 
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lines,  which  I  think  we  would  find  very  difficult  in  the  United 
States  to  accept. 

There  are  also  problems  in  its  inability  to  spur  development  of 
innovative  cost-efficient  delivery  systems  such  as  HMO's  and 
PPO's.  And  also,  the  report  identified  some  shortcomings  in  global 
budgeting  approaches  that  result  in  inappropriate  financial  incen- 
tives that  lead  to  inefficient  activities  like  the  bed  blocker  phe- 
nomenon. 

I  guess  the  key  question  is  how  to  achieve  savings  in  administra- 
tive costs,  which  is  something  that  is  very  attractive  to  hospitals 
that  find  an  increasing  quantity  of  health  care  dollars  devoted  to 
claims  processing.  But  there  are  very  serious  problems  in  applying 
the  Canadian  experience  to  our  country. 

For  example,  cost  sharing  for  those  who  can  afford  it  is  consid- 
ered to  be  a  very  effective  way  of  preventing  unnecessary  utiliza- 
tion, but  it  also  requires  substantial  overhead  to  administer. 

Other  utilization  review  techniques  ranging  from  monitoring 
quality,  to  releasing  mortality  data,  to  evaluating  clinical  outcomes, 
to  providing  information  on  individual  providers,  all  of  that  re- 
quires a  substantial  administrative  infrastructure,  and  frankly,  the 
United  States  is  way  ahead  of  other  countries  in  that  regard. 

And  I  assume  that  we  don't  want  to  toss  out  all  that  has  been 
accomplished  in  that  regard.  Therefore,  in  our  view,  it  is  absolutely 
critical  to  work  to  reduce  administrative  costs,  to  preserve  a  plural- 
istic system,  and  the  use  of  uniform  bills  may  be  a  good  first  step 
in  that  direction.  There  is  also  a  long  list  of  cost  control  elements 
that  many  major  stakeholders  agree  on. 

In  closing,  it  is  important  to  consider  that  addressing  rising 
health  care  costs  means  more  than  controlling  provider  payments 
through  global  budgeting  through  all  payers  or  through  rationing 
down  or  squeezing  providers. 

Unless  we  address  the  root  causes  of  increased  costs,  we  well 
never  get  it  under  control.  That  means  also  looking  at  unnecessary 
care,  developing  consensus  on  appropriate  limits  of  treatment, 
what  works  and  what  doesn't  work,  looking  at  tort  reform  and  ad- 
dressing deep-seated  social  problems  like  malnutrition,  AIDS, 
homelessness,  substance  abuse  and  crime,  all  of  which  impair 
health  status  and  drive  costs  up. 

In  conclusion,  I  would  say  that  while  Canada  doesn't  provide  us 
with  a  package  solution,  it  does  provide  us  with  a  model  whose 
parts  may  be  a  source  of  ideas  that  can  be  adapted.  I  would  hope 
that  where  there  is  agreement  on  many  of  the  pluralistic  ap- 
proaches, we  can  move  forward  as  rapidly  as  possible  to  help  peo- 
ple in  need. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Pollack  follows:] 
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It  is  increasingly  obvious  that  the  cracks  in  the  health  care  system  are  much 
wider  and  deeper  than  originally  thought,  that  all  segments  of  the  population 
are  now  affected,  and  that  we  won't  be  able  to  solve  this  crisis  unless  we 
simultaneously,  and  successfully,  grapple  with  the  equally  profound  cost 
crisis.    We  must  guarantee  necessary  access  to  basic  health  benefits.    At  the 
same  time,  we  must  make  the  changes  that  move  our  system  toward  improved 
efficiency  and  effectiveness  so  that  af f ordability  as  well  as  quality  are 
hallmarks.     The  dilemma  is  how  to  assure  that  costs  are  contained  rather  than 
shifted  from  one  player  to  another,  and  how  to  assure  that  the  hard  choices 
about  containing  costs  are  made  fairly  and  in  the  public  eye  rather  than 
taking  the  form  of  de  facto  rationing  by  providers  in  response  to  payment 
policies. 

Under  the  leadership  of  the  American  Hospital  Association,  hundreds  of 
hospitals  across  this  nation  have  spent  more  than  a  year  identifying  and 
discussing  the  pressing  problems  with  our  health  care  system,  and  deliberating 
alternative  plans  of  action.    We  began  with  the  premise  that  all  of 
us — citizens,  providers,  insurers,  purchasers,  and  government — will  need  to  be 
part  of  the  solution,  and  therefore  will  have  to  make  some  difficult 
decisions.    Our  resulting  proposal  is  called  A  Starting  Point  for  Debate 
because  we  intend  it  not  as  blueprint  but  as  a  lightning  rod  for  comment, 
criticism,  suggestions,  new  ideas  and  approaches.    The  attached  testimony 
provides  a  summary  of  this  proposal. 
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As  requested  by  the  committee,  we  also  reviewed  the  June  4,   1991  General 
Accounting  Office  (GAO)  report,  Canadian  Health  Insurance:     Lessons  for  the 
United  States.     We  believe  GAO  has  done  an  admirable  job  of  compiling  useful 
information  regarding  the  Canadian  health  care  system  and  comparing  the 
characteristics  of  the  pluralistic  health  care  financing  system  in  tho  United 
States  with  the  single  payer  system  in  Canada.     We  also  believe  that  certain 
aspects  of  the  Canadian  health  care  system  are  worth  consideration,   such  as 
universal  coverage  and  the  reliance  on  negotiations  between  purchasers  and 
providers  as  a  means  of  controlling  physician  and  hospital  costs.     However,  we 
believe  other  aspects  of  the  Canadian  health  care  system  are  perhaps  better 
left  at  the  border,  particularly  the  concept  of  a  single  payer  system  operated 
by  government  and  severely  limited  access  to  state-of-the-art  medical  care. 

Many  who  are  engaged  in  the  national  health  care  reform  debate  are  captivated 
by  the  Canadian  health  care  system  because,  at  first  blush,   it  offers  the 
promise  of  significantly  reduced  administrative  expenses.     That  prospect  is 
very  attractive  for  health  care  providers  as  well,   for  they  are  frustrated  by 
the  increasing  quantity  of  health  care  dollars  devoted  to  claims  processing. 
But  a  close  reading  of  the  GAO  report  indicates  that  the  estimated  savings 
could  be  achieved  in  the  U.S.  only  by  a  full  replication  of  the  Canadian 
system.     Even  GAO  acknowledges  that  significant  modifications  would  be 
required  in  order  to  retain  desireable  aspects  of  the  U.S.  system  and  that 
these  modifications  would  significantly  reduce  their  estimated  savings. 
Consequently,  implementing  a  Canadian-type  system  in  the  United  States  could 
yield  the  pain  of  an  inflexible  government-operated  system  that  stifles 
innovation  and  community  input  into  decisions  about  the  use  of  health  care 
resources,  without  the  gain  of  significant  reductions  in  health  care 
expenditures . 

AHA  recommends  building  instead  on  the  strengths  of  our  existing  pluralistic 
health  care  delivery  and  financing  systems  to  provide  universal  access  to 
affordable,  quality  health  care,  ensure  that  no  one  is  impoverished  by  the 
need  for  health  care,  and  at  the  same  time  give  major  attention  to 
restructuring  the  way  health  care  is  consumed  and  delivered  in  this  country. 

We  look  forward  to  further  discussions  with  the  committee  as  the  national 
debate  progresses. 
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Mr.  Chairman,  my  name  i9  Richard  J.   Pollack,  vice  president  of  the  American 
Hospital  Association.     On  behalf  of  AHA' s  nearly  5,500  member  hospitals,   I  am 
pleased  to  have  this  opportunity  to  testify  on  the  need  for  national  health 
care  reform,  AHA's  reform  proposal,  and  our  reactions  to  the  General 
Accounting  Office's  report  on  Canadian  Health  Insurance:     Lessons  for  the 
United  States.     I  am  particularly  pleased  to  see  that  this  committee  has 
joined  the  two  issues  of  health  insurance  coverage  and  health  care  costs. 
There  is  a  growing  consensus  among  providers,  employers,   insurers,  and  others 
that  the  twin  crises  of  access  and  costs  cannot  be  solved  separately. 

The  Need  for  National  Health  Care  Reform 

As  providers  of  care  for  the  insured  and  uninsured  alike,  and  as  advocates  for 
the  health  care  needs  of  the  poor,  hospitals  are  distressed  to  see  growing 
numbers  of  uninsured  and  under insured,  deterioration  in  private  insurance 
coverage,   and  growing  gaps  in  public  programs,  because  this  means  people  will 
seek  too  little  care,  and  will  seek  it  too  late.     We  see  the  human 
consequences  in  our  emergency  rooms,  where  we  deliver  the  tiny  babies  of  women 
who  received  no  prenatal  care,  and  where  we  attend  to  the  acute  episodes  of 
children  or  adults  with  preventable,  treatable  conditions. 

Particularly  during  the  past  decade,  therefore,  the  expansion  and  reform  of 
private  and  public  health  insurance  coverage  for  the  medically  indigent — those 
characterized  as  "falling  through  the  cracks"  of  our  pluralistic  health  care 
system — has  been  a  high  priority  advocacy  issue  for  the  AHA.     Starting  six 
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years  ago,  a  special  committee  of  our  Board  of  Trustees  spent  a  year  analyzing 
the  problem  and  recommending  strong  reforms  on  both  the  public  and  the  private 
side.     As  you  know,  we  have  stood  before  Congress  on  many  occasions  since  then 
to  urge  these  reforms.     Considerable  progress  has  been  made,  particularly  with 
regard  to  the  expansion  of  Medicaid  eligibility  for  pregnant  women  and 
children.     And  these  achievements  have  been  real.     Last  year,  the  nation's 
infant  mortality  rate  dropped  by  6  percent — the  largest  amount  in  nearly  a 
decade. 

While  these  victories  are  heartening,   I  think  most  of  us  involved  in  the  issue 
are  far  more  pessimistic  than  we  were  even  five  years  ago,  because  it  is 
increasingly  obvious  that  the  cracks  in  the  health  care  system  are  much  wider 
and  deeper  than  we  thought,  that  all  segments  of  the  population  are  now 
affected,  and  that  we  won't  be  able  to  solve  this  crisis  unless  we 
simultaneously,  and  successfully,  grapple  with  the  equally  profound  cost 
crisis. 

The  scenario  is  certainly  grim  on  the  access  side,  and  touches  all  of  us  in 
one  way  or  the  other: 

*  Thirty-three  million  people  lack  health  insurance  entirely,  and  almost 
twice  that  many  are  intermittently  uninsured.     During  a  recent  28-month 
period,  63  million  lacked  coverage  at  some  point. 

*  Many  more  fear  that  their  insured  status  is  precarious,  something  they 
could  lose  as  a  result  of  any  number  of  events  they  cannot  control — the 
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death  of  a  spouse,  loss  of  a  job,  changes  in  an  employer's  insurance 
plan,  or  the  simple  deterioration  of  their  own  health. 

*  Many  of  those  who  do  have  insurance  still  cannot  pay  for  needed 
services,  because  they  have  pre-existing  conditions  excluded  under  their 
policy,  or  because  the  services  they  need  (long-term  care,  psychiatric 
care,  or  rehabilitative  care,   for  example)  are  not  covered  for  anyone 
under  their  plan,  or  (in  the  case  of  public  program  enrollees)  because 
reimbursements  are  so  low  that  their  insurance  card  has  little 
purchasing  power  in  the  health  care  marketplace. 

The  news  is  also  grim  on  the  cost  front. 

*  Health  care  costs  are  growing  rapidly,  at  a  time  when  our  GNP  is  not. 
Between  1983  and  1989,  non-hospital  health  care  expenditures  grew  from 

6.2  percent  of  GNP  to  7.1  percent  of  GNP.     While  expenditures  for 
hospital  inpatient  and  outpatient  care  remained  relatively  steady  (at 

4.3  percent  in  1983  and  4.5  percent  in  1989),  expenses  for  all  health 
care  combined  rose  from  10.5  percent  to  11.6  percent  during  this  period. 

*  Group  health  insurance  premiums  have  been  increasing  at  an  average  of  16 
to  18  percent  a  year  for  the  past  several  years,  and  increases  for  many 
small  businesses  are  much  higher  still. 

*  The  costs  of  unsponsored  care  (care  for  which  no  payment  or  government 
subsidy  was  received)  are  rising,  and  reached  $9  billion  in  1989  for 
hospitals.     Hospital  underpayments  from  Medicaid  are  rising  even  more 
quickly,   and  reached  about  $4.3  billion  in  1989. 
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What  makes  the  twin  problems  of  access  and  cost  so  intractable  is  the  fact 
that  they  feed  on  each  other.     Unsponsored  care  and  government  payment 
shortfalls  lead  to  cost-shifting.     Cost-shifting  fuels  already-increasing 
health  care  costs,  which  translate  to  higher  premium  costs,  followed  by 
coverage  cutbacks,  which  lead  to  more  unsponsored  care.     Noncoverage  and 
inadequate  coverage  lead  to  delayed  care,  which  is  also  more  costly. 

A  recent  study  found  that  one-third  of  indigent  patient  hospital  admissions, 
other  than  obstetric  and  trauma  cases,  could  have  been  avoided  had  the 
patients  received  primary  or  outpatient  care  in  a  timely  manner.     Unless  we 
address  the  cost  problem,  access  will  continue  to  worsen.     And  the  reverse  is 
true  as  well. 

The  current  health  care  system  is  a  jumble  of  individual  programs  that  have 
evolved  by  default,   not  by  vision  and  design.     Under  the  present  system, 
employers,   private  payers,   and  public  payers  are  each  trying  to  control  their 
own  costs,  most  commonly  by  avoiding  rather  than  managing  risks,  shifting 
costs  to  others,  or  simply  limiting  payments  to  providers.     Sut  these 
mechanisms  do  net  address  the  root  causes  of  rising  costs,   and  they  do  not 
control  costs  in  the  aggregate.     For  this  reason,  we  believe  that  no  true 
long-term  reform  strategy  will  be  effective  unless  it  is  systemic  and 
comprehensive.     We  must  guarantee  necessary  access  to  basic  health  benefits. 
At  the  same  time,  we  must  make  the  changes  that  fine-tune  our  system  toward 
improved  efficiency  and  effectiveness  so  that  af f ordability  as  well  as  quality 
are  hallmarks.     The  dilemma  is  how  to  assure  that  costs  are  contained  rather 
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than  shifted  from  one  payer  to  another,  and  how  to  assure  that  the  hard 
choices  about  containing  costs  are  made  fairly  and  in  the  public  eye  rather 
than  taking  the  form  of  de  facto  rationing  by  providers  in  response  to  payment 
policies . 

AHA's  Proposal 

Hundreds  of  hospitals  across  this  nation  have  spent  more  than  a  year 
clarifying  and  discussing  the  pressing  problems  with  our  health  care  system 
and  deliberating  alternative  plans  of  action.     We  began  with  the  premise  that 
all  of  us — citizens,  providers,   insurers,  purchasers,  and  government — will 
need  to  be  part  of  the  solution,  and  therefore  will  have  to  make  changes  that 
may  be  difficult  to  achieve. 

*  Individuals  must  accept  greater  responsibility  for  adopting  healthy 

lifestyles.     They  must  also  use  health  care  services  efficiently  and 
appropriately. 

*  Providers  must  eliminate  unnecessary  services,  spurn  the  unnecessary 
duplication  of  costly  technology,  and  eliminate  excess  capacity. 
Hospitals  and  physicians  must  forge  effective  partnerships  to  help  bring 
these  changes  about. 

*  Financing  and  payment  systems  must  be  overhauled  so  that  incentives 
support  both  disease  prevention  and  care  in  the  least  costly  setting. 
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*  Insurers  need  to  focus  on  risk  management,  rather  than  risk  avoidance, 
and  on  keeping  program  administration  costs  to  the  absolute  minimum.  It 
should  be  the  goal  of  the  insurance  industry  to  create  mechanisms  that 
make  universal  coverage  affordable. 

*  Government  must  live  up  to  its  promises. 

We  also  began  with  the  recognition  that,  as  a  society,  we  need  to  address 
several  hurdles  to  cost-effective  care:     the  lack  cf  consensus  cn  the 
appropriate  limits  of  treatment;  unrealistic  patient  expectations;  a  medical 
liability  climate  that  encourages  defensive  medicine;  and  deep-seated  social 
problems  like  substance  abuse,  malnutrition,   inadequate  housing  and  crime,  all 
of  which  impair  health  status  and  drive  up  health  care  demand  and  costs. 
Hospitals  and  physicians  can  and  should  exert  leadership  in  their  communities, 
working  with  other  social  agencies  and  groups  to  attack  these  problems.  Our 
resulting  proposal  is  called  A  Starting  Point  for  Debate- -because  we  intend 
it  not  as  a  blueprint  but  as  a  lightning  rod  for  comment,  criticism, 
suggestions,  new  ideas  and  approaches. 

The  strategy  we  propose  as  the  starting  point  for  debate  has  five  parts; 
universal  coverage,  a  single  set  cf  basic  benefits,  a  strategy  to  assure 
value,  a  sustained  commitment  to  biomedical  and  health  services  research,  ar.d 
a  coherent  approach  to  meeting  health  manpower  needs.     These  reforms  would  be 
achieved  through  a  staged  implementation  plan 

Universal  coverage  would  be  provided  through  a  combination  of 
employment-based  plans  and  a  new  single  public  program  consolidating  and 
expanding  Medicare  and  Medicaid. 
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Employment- based  coverage  of  basic  benefits  would  be  achieved  in 
stages.     First,  tax  and  other  laws  would  be  revised  to  help  employers 
sponsor  coverage  and  ensure  the  availability  of  more  affordable  private 
insurance  offerings:     (1)  Private  health  insurance  would  be  reformed  to 
preclude  the  use  of  preexisting  conditions  clauses  and  other 
underwriting  practices  designed  to  avoid  rather  than  manage  risk,  (2) 
state  laws  requiring  employers  or  employees  to  pay  for  coverage 
exceeding  the  federally  defined  basic  benefit  package  would  be 
preempted,   (3)  the  health  care  responsibilities  and  obligations  of 
insured  and  self -insured  businesses  would  be  equalized,   (4)  tax 
subsidies  to  support  premium  contributions  for  low-income  employees 
would  be  provided,  and  (5)   insurance  through  the  community-rated  public 
program  would  be  made  available  to  small  employers  (with  fewer  than  25 
employees),  the  self-employed,  and  others  unable  to  obtain  private 
health  insurance  within  their  financial  means. 

At  the  end  of  a  specified  transition  period,  possibly  three  years,  any 
individuals  unable  or  unwilling  to  obtain  basic  benefits  coverage 
through  the  private  health  insurance  market  would  be  automatically 
enrolled  in  the  public  program  when  they  seek  services,  if  they  do  not 
enroll  on  their  own.     Employers  would  be  expected  to  pay  at  least  50 
percent  of  health  care  coverage  costs  for  full-time  permanent  employees 
and  their  dependents  and  a  prorated  amount  for  part-time  permanent 
workers  and  their  families.     The  coverage  provided  would  have  to  meet 
the  minimum  specifications  of  the  federally  defined  basic  benefit 
package,  although  employers  would  be  free  to  offer  more  than  the  basic 
health  benefit  if  they  and  their  employees  so  desire. 
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*  A  new  federal  public  program  would  be  established  to  provide  basic 
benefits  coverage  to  everyone  not  covered  by  employer-based  or  other 
private  plans,  and  to  provide  catastrophic  coverage  to  everyone  in  the 
country.     This  program  would  consolidate  and  expand  Medicare  and 
Medicaid,  covering  a  broader  scope  of  services  than  government  programs 
now  provide,  in  particular  long-term  care  and  outpatient  prescription 
drugs.     It  would  be  financed  by  broadly  based  federal  tax  revenues 
dedicated  to  an  off-budget  trust  fund,  plus  premium  contributions  from 
enrollees  who  can  afford  them.     It  would  be  administered  through 
regional  contracts  with  private  insurers  who  demonstrate  the  ability  to 
hold  down  administrative  costs. 

*  Catastrophic  coverage  would  be  provided  under  the  public  program  for 
everyone,  whether  covered  by  the  public  or  a  private  basic  health 
benefits  program,  when  required  premiums  and  cost-sharing  reach 
extraordinary  Levels  compared  to  an  individual's  ability  to  pay.  . 

A  single  set  of  basic  benefits  would  be  defined  for  the  public  plan  and 
would  serve  as  a  benefit  floor  for  private  health  insurance  plans.     To  ensure 
access  to  appropriate  and  effective  care,  a  full  range  of  services  from 
preventive  through  long-term  care  would  be  included  and  would  be  linked  to 
overall  cost  containment  goals  through  budget  targets  for  basic  benefits  set 
biannually  by  Congress.     Deductibles  and  copayments  would  apply  to  all 
services  except  preventive  care  (although  they  would  be  eliminated  or  reduced 
to  nominal  levels  for  those  with  limited  financial  resources  under  the  public 
program).     A  public-private  commission  would  match  the  benefit  package  to  the 
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dollars  available  through  the  federal  budget  and  beneficiary  coat-sharing  by 
those  able  to  contribute.     Allowable  approaches  for  meeting  the  budget  targets 
would  include  phasing  in  expanded  benefits,  limiting  basic  benefits,  adjusting 
cost-sharing  arrangements,  and  identifying  cost-ineffective  treatments  to  be 
specifically  excluded  from  basic  benefits. 

Value  would  be  ensured  through  health  care  delivery,  financing,  and  other 
reforms  designed  to  assure  that  care  is  managed  and  coordinated,  that  only 
appropriate  and  effective  care  is  provided,  and  that  system-wide  costs  are 
contained.    As  a  start,  we  recommend  changes  in  four  areas: 


*  Provider  accountability .     All  hospitals  would  need  to  continually 
evaluate  their  mission  and  performance  from  both  cost  and  quality 
perspectives.     In  any  given  community,  some  hospitals  might  need  to 
close,  to  merge,  to  consolidate  specialty  services,  and/or  to  join 
systems  or  form  alliances  with  other  health  care  providers.  Performance 
accountability  would  be  built  into  the  system  through  the  use  of  medical 
practice  paramenters,  wide  availability  of  information  on  individual 
practitioner  and  provider  cost  and  quality  outcomes,  and  guidelines  on 
the  cost-effective  deployment  and  use  of  new  and  existing  health  care 
technologies  and  specialized  services. 

*  Management  of  care.     Providers  would  be  expected  to  coordinate  the 
care  provided  to  patients  across  settings  and  over  time.     Licensure  and 
accreditation  standards  would  ensure  that,  at  a  minimum,  all  facilities 
were  linked  by  comprehensive  referral  and  medical  record  information 
exchange  agreements  to  facilitate  the  process  of  managing  patient  care 
across  provider  settings  and  to  help  consumers  navigate  the  health  care 
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systera  more  easily.     Providers  and  purchasers  would  be  expected  to 
establish  by  contract  their  respective  roles  and  responsibilities  for 
managing  care  to  patients  within  enrolled  groups.     A  variety  of 
arrangements  for  effective  care  management  would  be  needed  to  reflect 
the  different  needs  of  specific,  defined  populations  and  the  different 
delivery  capacity  of  providers  in  diverse  geographic  areas.     But  the 
ultimate  goal  would  be  the  implementation  of  delivery  arrangements  that 
focus  on  improving  the  health  status  of  specific  populations  and  deliver 
value  when  it  comes  to  needed  medical  care. 

Payment  incentives .     Payment  incentives  for  different  types  of 
providers  and  between  providers  and  purchasers  must  be  realigned,  so 
that  all  parties  work  toward  common  objectives.     New  payment  approaches 
for  professional  and  institutional  components  of  care  need  to  be  tested, 
and  there  is  a  particular  need  to  identify  and  test  new  payment 
approaches  which  make  purchasers'   incentives  and  objectives  compatible 
with  those  of  providers  with  whom  they  contract.     For  example, 
purchasers  and  providers  in  a  region  might  share  each  year  any  overall 
financial  gains  or  losses  incurred  in  serving  a  defined  population 
enrolled  under  a  particular  arrangement  for  management  of  care. 

Climate  for  cost  containment .     Af f ordability  of  needed  services  would 
be  strongly  advanced  by  reform  of  the  medical  liability  tort  system  to 
obviate  the  need  for  defensive  medicine;  by  widespread  use  of  living 
wills  and  other  advance  directives  to  improve  patient  self-determination 
and  limit  non-beneficial  final  care;  and  by  changes  to  antitrust  law  and 
other  legislative  and  regulatory  barriers  to  effective  cost-containment. 
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A  sustained  commitment  to  biomedical  and  health  services  research  would  help 
ensure  that  all  Americans  continue  to  benefit  from  medical  and  delivery  system 
advances.     Biomedical  research  enhances  our  capacity  to  diagnose  and  treat 
illness;  health  services  research  is  essential  for  more  complete  information 
on  such  critical  issues  as  assessing  the  efficacy  of  diagnostic  and 
therapeutic  regimens  and  establishing  the  relationship  between  treatments  and 
outcomes.     Health  system  reform  must  include  support  for  innovation  and  the 
evaluation  of  new  approaches. 

A  coherent  and  comprehensive  approach  to  meeting  health  manpower  needs  also 
must  be  adopted  in  the  United  States  if  we  are  to  realize  the  goal  of  adequate 
access  to  health  care  services  for  everyone.     Public  policy  decisions  at  the 
national,  state,  and  local  levels  and  local  training  program  decisions  should 
all  work  toward  the  central  goals  of  adequate  supply,  efficient  use  of  health 
care  professionals,  and  appropriate  geographic  distribution  of  needed  health 
manpower.     Actions  designed  to  deal  with  these  issues  should  be  based  on  sound 
assessments  of  manpower  needs  and  should  focus  on  both  the  near  term  and  the 
future. 

Our  proposal  contains  a  series  of  recommendations  designed  to  achieve  these 
goals  by  providing  for: 

*  regular  and  comprehensive  national  assessments  of  future  health  manpower 
needs ; 

*  incentives  to  attract  qualified  students  to  the  health  professions; 
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*  the  stabilization  of  existing  training  programs,  promotion  of  new 
programs  where  needed,  and  reorientation  of  training  programs  to  future 
needs ; 

*  greater  career  mobility  within  health  care  professions; 

*  the  elimination  of  barriers  (particularly  regulatory  barriers)  to  the 
efficient  use  of  health  care  professionals;  and 

*  incentives  to  attract  and  retain  health  care  professionals  in  poor, 
remote,  or  under served  areas. 

Implementation  would  be  staged.     The  changes  we  envision  are  extensive,  and 
would  have  to  be  carefully  phased  in.     We  propose  step-by-step  implementation 
of  the  proposal  to  minimize  disruption  in  current  coverage  patterns  and  to 
facilitate  the  introduction  of  broader  benefits.     Starting  with  mothers  and 
children,  coverage  of  the  poor  and  the  near  poor  who  are  not  currently  covered 
by  Medicaid  should  be  provided  by  the  public  program  over  a  pre-established 
period  of  time,  as  cost  savings  from  the  system  reforms  outlined  above  are 
added  to  other  available  revenues.     Those  able  to  pay  their  own  way  should  be 
added  to  the  public  program  if  they  are  unable  to  obtain  basic  benefits 
coverage  in  the  private  sector. 

As  new  benefits  are  added,  such  as  outpatient  prescription  drugs  and  long-term 
care,  current  public  program  participants,  as  well  as  new  enrollees  with 
incomes  exceeding  150  percent  of  federal  poverty  guidelines,  9hould 
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contribute,  with  premiums,  deductibles  and  copayments  scaled  to  ability  to 
pay.    Only  in  the  final  implementation  stage,  and  only  if  anticipated  reform 
savings  fall  short,  would  increased  contributions  for  services  that  now  are 
subsidized  be  sought  from  current  Medicare  beneficiaries  who  are  able  to 
contribute. 

Staged  implementation  also  provides  the  opportunity  to  deal  with  major 
transition  issues,  such  as  the  Medicare  trust  fund,  and  realigning  state  and 
local  government  responsibilities  as  the  federal  government  assumes 
responsibility  for  the  public  health  care  coverage  program. 

As  you  can  see,  AHA' s  overall  approach  is  to  build  on  the  strengths  of  our 
existing  pluralistic  health  care  delivery  and  financing  systems  to  enhance 
access  by  everyone  to  affordable,  quality  health  care.     Health  care  in  a 
country  as  culturally  diverse  as  ours  is  very  much  a  local  affair;  what  makes 
sense  in  some  communities  may  be  infeasible  or  ill-advised  in  others. 
Pluralistic  financing  facilitates  local  control  over  health  care  delivery, 
permitting  variations  based  on  area  resources  and  priorities.    Moreover,  while 
the  administrative  costs  of  a  pluralistic  system  of  financing  might  be  higher 
than  a  monolithic  system  such  as  Canada's,  a  pluralistic  system  spurs 
innovation  and  enables  health  care  costs  to  be  spread  among  individuals, 
business,  and  government,  rather  than  concentrated  as  a  burden  on  one  funding 
source. 
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Canadian  Health  Care  System 

The  Committee  asked  that  we  comment  on  GAO's  June  4,   1991  report  Canadian 
Health  Insurance;     Lessons  for  the  United  States.     GAO  has  done  an  admirable 
job  of  compiling  useful  information  regarding  the  Canadian  health  care  system 
and  comparing  the  characteristics  of  the  pluralistic  health  care  financing 
system  in  the  United  Statee  with  the  single  payer  system  in  Canada. 

The  focus  of  GAO's  report  is  on  financing,  rather  than  on  the  delivery  of 
health  care  services  in  Canada  and  the  U.S.     Consequently,   issues  of  quality 
of  care,  distribution  of  facilities  and  physician  specialists,  and 
availability  of  specialized  services  and  treatment  were  not  directly  or 
significantly  addressed.     GAO  notes  that  in  terms  of  financing,  health 
insurance  in  the  two  countries  differ  primarily  in  the  proportion  of  the 
population  covered  by  insurance,   in  system  administration,  and  in  the  use  of 
copayments  and  deductibles.     The  principle  findings  of  the  report  regarding 
the  Canadian  health  care  system  include  the  following: 

*  Universal  Coverage.     All  Canadian  residents  have  health  care  coverage 
for  necessary  physician  and  hospital  services,  as  determined  by  each 
province. 

*  Controlled  Physician  and  Hospital  Spending.     Annual  increases  in 
physician  reimbursement  rates  are  controlled  through  annual  negotiations 
between  provincial  governments  and  professional  physician  associations. 
Hospital  spending  is  controlled  through  fixed  global  budgets  that  are 
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negotiated by  the  provincial  governments  and  individual  hospitals.  In 
addition,  technology  acquisition  and  diffusion  are  controlled  by  the 
governments . 

So  Patient  Copayments  or  Deductibles .     Care  to  patients  is  free  at  the 
point  of  service,  so  there  are  no  copayments  or  deductibles.  Providers 
are  required  to  accept  payment  from  the  federal  and  provincial 
governments  as  payment  in  full. 


*  Limited  Spending  on  Insurance .     Private  insurance  coverage  is 
prohibited  in  Canada  for  any  service  that  is  provided  through  the 
national  health  system.     Private  health  insurance  is  used  primarily  to 
upgrade  inpatient  care  from  ward  to  semi-private  or  private  hospital 
accommodations.     GAO  estimates  that  by  eliminating  the  need  for  private 
insurance,  the  U.S.  could  save  $34  billion  in  insurance  operation  and 
marketing  costs. 

*  Lower  Administrative  Costs.     In  addition  to  the  $34  billion  in 
insurance  savings,  GAO  estimates  that  the  U.S.  could  save  another  $33 
billion  in  hospital  and  physician  administrative  costs,  because  a  single 
payer  system  would  reduce  billing  and  clerical  requirements.  This 
brings  the  total  GAO  estimate  of  savings  to  $67  billion  if  the  U.S. 
would  fully  adopt  the  major  elements  of  the  Canadian  health  care  system. 

We  agree  that  certain  aspects  of  the  Canadian  health  care  system  are  worth 
consideration.     As  I  described  earlier,  universal  coverage  is  one  of  the 
pillars  of  the  AHA' s  proposed  national  health  care  strategy,  which  would  be 
assured  through  a  combination  of  employment-based  plans  and  a  new  single 
public  program  consolidating  and  expanding  Medicare  and  Medicaid.     In  our 
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propoaal  for  health  care  reform,  the  AHA  also  has  incorporated  reliance  on 
negotiations  between  purchasers  and  providers  as  a  means  of  controlling 
physician  and  hospital  costs,  although  we  would  leave  substantial  latitude  to 
develop  new  payment  approaches  rather  than  adopt  a  single  approach  as  Canada 
did.     In  our  proposal,  purchasing  agents  would  negotiate  with  providers  and 
practitioners  to  determine  what  care  would  be  delivered,  at  what  price,  and 
under  what  conditions,  and  how  quality  would  be  monitored  and  assured. 

Other  aspects  of  the  Canadian  health  care  system,  however,  are  perhaps  better 
left  at  the  border.     While  the  Canadian  model  offers  useful  suggestions  for 
the  future,  their  system  is  not  a  panacea  for  the  U.S.     Canadians  have 
recently  looked  to  our  system  in  search  of  answers  to  cost,  quality,  and 
access  problems  that  still  persist,  despite  the  availability  of  national 
health  insurance.     Although  health  care  in  the  U.S.   is  beset  by  major 
problems,  there  are  some  things  we  have  done  right  and  these  aspects  should  be 
maintained  in  a  reformed  system. 

GAO  suggests  that  the  money  saved  in  administrative  costs  by  moving  to  a 
Canadian-style  health  care  system  would  be  more  than  enough  in  the  short  run 
to  cover  the  costs  of  providing  health  care  services  to  the  uninsured  and  to 
eliminate  copayments  and  deductibles  in  the  U.S.     But  culling  what  GAO 
considers  the  good  features  from  both  the  Canadian  and  U.S.  health  care  sytems 
means  that  much  of  the  administrative  savings  estimated  by  GAO  would  not,  in 
fact,  be  attained — a  conclusion  they  reach  but  do  not  give  equal  prominence. 

*      Retain  Utilization  Controls.     As  GAO  concluded,  retaining  some  degree 
of  cost-sharing  is  important  to  limiting  the  costs  associated  with 
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increaaed  demand  stimulated  by  comprehensive  reform.    Copayments  and 
deductibles  have  been  shown  to  be  an  effective  means  of  preventing  the 
unnecessary  overutilization  of  health  care  services.  Appropriate 
incentives  could  be  attached  to  cost-sharing  for  certain  services  and 
patient  populations.     Cost-sharing,   for  example,  should  not  be  applied 
to  preventive  services  or  to  patients  with  limited  income.  More 
importantly,  waiving  cost-sharing  is  an  important  incentive  for  the 
promotion  of  innovative  delivery  arrangements  that  better  manage  care. 

Maintaining  copayments  and  deductibles,  however,   implies  that  much  of 
the  administrative  savings  associated  with  the  Canadian  system  woyld  be 
lost.     Even  with  more  limited  use  of  copayments  and  deductibles,  billing 
systems,  clerical  staff,  and  collection  processes  still  would  be  needed. 

In  addition,  utilization  and  quality  review  likely  will  remain  an 
important  component  of  American  health  care  delivery.     One  reason  that 
administrative  costs  are  lower  in  Canada  than  in  the  U.S.   is  that  the 
quality  and  appropriateness  of  medical  care  are  not  significantly 
monitored  or  analyzed  in  Canada,  while  the  excessive  amount  of  external 
utilization  review  that  takes  place  in  this  country  adds  significantly 
to  our  administrative  costs.     Because  we  expect  only  the  best,  our 
health  care  system  is  held  to  higher  standards  of  scrutiny  when  it  comes 
to  quality  and  appropriateness  of  care.     We  need  to  explore  more  cost 
effective  ways  of  controlling  utilization  which  rely  not  on  extensive 
external  monitoring,  but  on  implicit  provider  incentives  that  would  have 
physicians  and  hospitals  share  the  financial  risks  associated  with 
inappropriate  health  care  utilization. 
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*      Increase  Health  Care  Information  Collection  and  Dissemination .  The 

U.S.  is  the  envy  of  many  nations  because  of  our  quantity  of  health  care 
information,  which  allows  us  to  better  understand  how  we  use  health  care 
services  and  how  the  delivery  of  health  care  services  can  be  improved. 
As  GAO  points  out,  management  information  systems  also  have  improved  the 
speed  and  efficacy  of  health  care  delivery  in  our  country. 

Most  of  the  information  we  get  about  the  distribution  and  use  of  health 
care  services  is  derived  from  billing  systems.     While  it  is  true  that  a 
Canadian-style  health  care  system  could  save  money  by  reducing  billing 
costs,  those  costs  would  be  saved  only  if  we  downsized  the  billing 
systems  themselves.     Very  little  would  be  saved  if  the  U.S.  wants  to 
continue  to  collect  the  kind  of  information  we  currently  have 
available.     Data  that  would  otherwise  be  collected  through  the  billing 
process  would  have  to  be  collected  and  processed  by  some  other  means, 
offsetting  much  of  the  savings  attributable  to  reduced  administrative 
effort.     In  fact,  our  nation's  current  focus  on  treatment  outcomes  and 
research  on  the  effectiveness  of  health  care  services  suggest  that  even 
more  resources  will  be  devoted  to  data  collection  in  the  future  as  we 
increase  the  quantity  of  clinical  data  reported. 

This  is  not  to  say,  however,  that  the  administrative  costs  of  billing 
could  not  be  reduced.     AHA  has  for  many  years  worked  with  provider  and 
payer  organizations  through  the  National  Uniform  Billing  Committee  to  do 
just  that.     Through  that  joint  cooperative  mechanism,  we  developed  a 
uniform  bill,   commonly  referred  to  as  UB-82.     And  we  sought  its 
voluntary  adoption  by  payers,   and  continue  to  work  to  improve  and  update 
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the  uniform  bill  and,  processing  systems  (such  as  the  current  work  on 
electronic  claims  submission).     UB-82  is  currently  used  by  Medicare, 
many  state  Medicaid  programs,  CHAMPUS,  and  many  commercial  payers, 
although  commercial  payers  often  use  it  inefficiently  by  requiring 
various  attachments.     AHA  strongly  supports  the  full  adoption  and  use  of 
a  uniform  bill. 

As  GAO  concluded,   it  would  be  prudent  to  retain  and  even  expand  the 
information  available  so  that  we  would  not  suffer  from  the  information 
deficit  experienced  by  Canada  and  other  national  programs.  Furthermore, 
standards  of  accountability  are  more  stringent  in  the  U.S.     Health  care 
consumers,  purchasers,  and  financiers  increasingly  expect  information  on 
the  cost  of  services  and  on  the  quality  of  patient  outcomes,  which  helps 
them  to  determine  the  value  of  each  health  care  dollar  spent.     Under  a 
remodeled  health  care  system,   information  on  individual  practitioner  and 
provider  cost  and  quality  outcomes  would  be  vital  to  the 
purchaser/provider  negotiation  process  to  facilitate  prudent  purchasing 
decisions. 

Continued  Availability  of  Services  and  Technology .     GAO  concluded  that 
constraints  on  the  development  and  diffusion  of  new  medical  technologies 
are  one  of  the  weaknesses  of  the  Canadian  system.     Those  constraints  are 
imposed  directly  through  regulation  of  new  technology  and  specialized 
services  and  indirectly  by  severely  limiting  total  dollars  available 
through  global  hospital  budgets.     The  acquisition  of  new  technologies, 
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euch  ae  magnetic  resonance  imaging  (MRI )  machines,  is  first  controlled 
by  a  governmental  planning  and  approval  process  that  makes  available 
only  a  limited  number  of  machines  in  each  province.     The  availability  is 
further  limited  by  global  budget  caps  on  hospital  operating  costs.  Once 
a  hospital  receives  a  new  piece  of  technological  equipment,  use  of  the 
equipment  is  restricted.    GAO  notes  that  in  the  province  of  Ontario,  for 
example,  the  Ministry  provides  enough  funds  to  cover  MRI  operating  costs 
for  only  eight  hours  a  day. 

The  U.S.  has  always  been  an  international  leader  in  health  care  research 
and  development,  upon  which  other  countries  have  come  to  rely.  Health 
care  technology  in  the  U.S.  is  the  best  in  the  world,  as  is  the  level  of 
care  and  diversity  of  services  that  technology  allows  us  to  provide  to 
our  patients.     The  U.S.  should  not  seek  to  emulate  the  long  waiting 
lines  for  some  services  in  Canada  and  the  consequences  to  patients' 
health  and  well-being.     Canada  may  offer  universal  health  care  coverage 
to  its  citizens,  but  that  clearly  does  not  guarantee  univeral  access  to 
needed  services  which,  in  some  cases,  are  simply  unavailable. 

Governmental  controls  on  the  development  and  diffusion  of  medical 
technology  have  a  checkered  history  in  the  U.S.     Patients  in  the  U.S. 
demand  and  deserve  the  best  that  medical  care  has  to  offer.  Providing 
U.S.  leadership  in  services  and  technology,  however,  means  that  we  can't 
count  on  savings  that  might  otherwise  result  from  a  Canadian-style 
system.    We  should  encourage  the  efficient  and  appropriate  use  of  health 
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care  services,  but  without  unnecessarily  restricting  access  to 
state-of-the-art  technology  and  the  highest  quality  care  we  can 
provide.     Toward  this  end,  AHA' s  reform  strategy  calls  for  the 
development  of  guidelines  on  the  cost-effective  deployment  and  use  of 
new  and  existing  health  care  technologies  and  specialized  services,  not 
only  as  a  guide  to  providers,  but  also  as  a  means  for  the  public  and 
payers  to  hold  providers  accountable  for  their  resource  utilization 
decisions. 


Conclusion 

Many  who  are  engaged  in  the  national  health  care  reform  debate  are  captivated 
by  the  Canadian  health  care  system  because,  at  first  blush,   it  offers  the 
promise  of  significantly  reduced  administrative  expenses.     That  prospect  is 
very  attractive  for  health  care  providers  as  well,  for  they  are  frustrated  by 
the  increasing  quantity  of  health  care  dollars  devoted  to  claims  processing. 
However,  as  clearly  recognized  by  GAO,  the  Canadian  system  would  have  to  be 
significantly  modified  to  respond  to  the  political  and  cultural  environment  of 
the  United  States.     The  nature  of  these  modifications  calls  into  question  the 
likelihood  of  significant  cost  savings.     Implementing  a  revised  Canadian-type 
system  in  the  United  States  could  yield  the  pain  of  an  inflexible 
government-operated  system  that  stifles  innovation  and  community  input  into 
decisions  about  the  use  of  health  care  resources,  without  the  gain  of 
significant  reductions  in  health  care  expenditures. 
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We  believe  a  pluralistic  approach  to  health  care  financing  and  delivery  offers 
a  better  opportunity  to  preserve  what  is  good  about  the  American  health  care 
system.     AHA' s  proposal  presents  such  an  approach,  as  do  many  others, 
including  the  Pepper  Commission  bill  and  the  Senate  Democratic  leadership 
package. 

AHA's  proposal  calls  on  everyone  to  contribute  to  reform,  but  it  also  provides 
benefits  for  everyone. 

Consumers  would  be  responsible  for  greater  cost-sharing,  either  paid 
out-of-pocket  or  through  private  supplemental  coverage  until  catastrophic 
limits  are  reached.     They  may  also  find  their  choices  narrowed  somewhat  by 
arrangements  to  manage  care.     In  return,  however,  they  would  gain  financial 
access  to  a  full  range  of  coordinated  medical  services,   from  preventive  to 
long-term  care,  sharply  reducing  today's  difficulties  in  obtaining  needed 
care  and  the  confusion  that  can  accompany  negotiating  our  current  system. 
Delivery  system  incentives  would  focus  on  keeping  them  healthy,  and  no  one 
would  be  impoverished  by  health  care  bills. 

Employers  would  be  responsible  for  contributing  toward  basic  benefits 
coverage  for  their  permanent  employees  and  their  dependents,  but  they  would 
have  much  greater  access  to  affordable  health  insurance.    All  employers 
would  be  treated  equitably  under  tax  and  insurance  laws.     Tax  incentives, 
hardship  funds,  and  other  subsidies  would  ease  financial  pressures  of 
coverage.     The  hidden  tax  many  businesses  now  pay  to  cover  care  for  the 
uninsured  and  underinsured  would  drop  dramatically  as  more  and  more 
corporations  help  underwrite  insurance  coverage  for  their  employees  and  the 
government  pays  its  health  care  bill  in  full. 
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Practitioners  and  health  care  facilities  would  be  accountable  for 
treatment  outcomes  on  both  coat  and  quality  grounds.     Information  on 
provider  cost  and  quality  performance  and  adherence  to  technology  diffusion 
guidelines  would  be  used  by  at  least  some  purchasers  in  making  selective 
contracting  decisions.    Medical  practice  parameters  would  be  used  by 
third-party  payers  as  payment  screens.     To  be  eligible  to  contract  with 
purchasers,  providers  would  have  to  accept  an  appropriate  share  of  the 
financial  risk  associated  with  the  cost  and  utilization  of  services. 
Hospitals  and  physicians  must  forge  effective  partnerships  that  lead  to  the 
elimination  of  excess  capacity,  of  duplicative  and  underused  technology, 
and  of  unnecessary  or  ineffective  care.    At  the  same  time,  health  care 
facilities  would  see  a  major  reduction  in  uncompensated  care  over  time, 
would  be  fairly  paid  for  the  care  they  deliver,  and  government,  purchasers, 
and  the  public  would  join  health  care  providers  in  making  difficult  access 
choices  when  resources  are  inadequate  to  cover  all  services. 

Private  insurers  would  be  required  to  change  certain  underwriting 
practices,  and  face  competitive  pressure  to  keep  administrative  costs  down 
and  premiums  affordable.     At  the  same  time,  they  would  have  broader 
opportunities  to  market  affordable  basic  benefit  and  supplemental  insurance 
packages,  to  compete  without  negating  the  purpose  of  insurance  through 
carefully  constructed  insurance  reforms,  and  to  administer  an  expanded 
public  program. 

Government  would  be  expected  to  meet  its  obligation  to  ensure  coverage 
for  all  those  unable  to  do  so  themselves  and  to  become  a  trustworthy 
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partner  in  the  financing  and  delivery  of  health  care.    At  the  same  time, 
assisted  through  cost  sharing  by  beneficiaries  who  can  afford  it  and  a  more 
accountable  health  care  delivery  system,  government  would  be  better  able  to 
live  up  to  its  promises. 

All  purchasers  would  be  expected  to  pay  their  own  way  without  cost 
shifting,  but  all  would  achieve  greater  value  for  their  health  care 
dollars.     They  would  have  ready  access  to  soundly  developed  medical 
practice  protocols,  guidelines  on  appropriate  use  of  technology  and  special 
services,  and  information  on  the  cost  and  quality  of  care  delivered  by 
specific  providers. 

It  is  always  important  to  review  and  learn  from  the  efforts  of  others  before 
embarking  on  major  new  directions.    We  believe  that  the  examination  of  the 
Canadian  system  teaches  us  about  both  what  to  do  and  what  not  to  do.  However, 
we  believe  that  the  future  lies  in  taking  the  best  of  the  current  American 
health  care  system  and  providing  the  necessary  incentives  to  move  toward  a 
more  integrated  system  focused  on  improving  the  health  status  of  all  and 
ensuring  the  availability  to  all  of  affordable,  quality  health  care  services. 

The  Association  offers  this  strategy  as  a  starting  point  to  stimulate 
discussion  and  debate.    Our  objective  is  to  continue  throughout  1991  to  shape 
the  Starting  Point  into  a  workable  proposal  for  reform  that  has  a  broad  base 
of  support.     By  early  1992,  the  AHA  Board  of  Trustees  expects  to  reach  closure 
on  all  major  modifications  and/or  expansions.     We  welcome  your  suggestions  in 
this  process,  and  we  look  forward  to  working  with  Congress  in  the  months  and 
years  to  come  in  achieving  a  long-term  health  care  strategy  to  address  the 
critical  issues  of  access  and  cost. 
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Mr.  Conyers.  Thank  you,  Mr.  Pollack.  We  are  happy  to  know 
that  we  still  have  some  public  hospitals  left  and  that  there  is  an 
association  for  them.  Christine  Burch  is  here  representing  them. 
She  is  a  former  member  of  the  Senate  Subcommittee  on  Health  and 
Scientific  Research. 

STATEMENT  OF  CHRISTINE  BURCH,  EXECUTIVE  VICE 
PRESIDENT,  NATIONAL  ASSOCIATION  OF  PUBLIC  HOSPITALS 

Ms.  Burch.  Thank  you,  Mr.  Chairman. 

The  National  Association  of  Public  Hospitals  has  for  the  last  dec- 
ade represented  a  significant  proportion  of  America's  metropolitan 
area  safety  net  hospitals. 

Our  members  include  100  hospitals.  While  this  may  seem  like  a 
small  number,  these  100  institutions  comprise  America's  most  im- 
portant health  and  hospital  system.  Our  hospitals  truly  serve  as 
"national  health  insurance"  by  default  in  our  Nation's  urban  areas. 

We  are  pleased  to  have  this  opportunity  to  testify  on  the  need 
for  health  system  reform  generally,  and  the  Canadian  system  in 
particular.  We  agree  with  the  GAO  report  that  this  system  appears 
to  function  efficiently  and  effectively  for  Canada. 

And  while  we  believe  that  there  are  fairly  dramatic  differences 
between  the  size  and  homogeneity  of  our  two  nations'  populations 
and  health  systems,  we  agree  that  there  are  a  number  of  elements 
of  the  Canadian  system  that  deserve  our  careful  scrutiny. 

I  would  like  to  accomplish  four  things.  First  I  would  like  to  de- 
scribe America's  safety  net  hospitals.  Second,  I  will  outline  NAPH's 
principles  for  achieving  national  health  system  reform  and  univer- 
sal access. 

Third,  I  would  like  to  comment  on  those  elements  of  the  Cana- 
dian system,  as  they  relate  to  hospitals,  that  we  believe  may  be 
replicable  in  America — and  also  to  point  out  several  concerns  we 
have  with  that  system. 

And  fourth,  I  would  like  to  make  some  observation  about  certain 
special  populations  that  require  particular  attention  in  the  Amer- 
ican system  as  we  prepare  to  enact  health  system  reforms. 

First,  NAPH  member  hospitals  are  the  primary  source  of  health 
care  for  uninsured  individuals.  Nearly  36  percent  of  our  hospital 
discharges  and  30  percent  of  inpatient  days  went  uncompensated 
in  our  facilities.  Nearly  42  percent  of  outpatient  visits  to  NAPH 
hospitals  were  uninsured  by  any  for  of  insurance. 

Just  17  percent  net  revenues  are  received  from  private  insurers. 
Over  50  percent  of  safety  net  hospital  revenues  come  from  Medic- 
aid and  direct  State  and  local  subsidies. 

These  problems  have  been  exacerbated  in  recent  years  and  by 
new  epidemics  concentrated  on  the  poor  and  disenfranchised,  in- 
cluding AIDS,  drugs  abuse,  neonatal  problems,  and  inner  city  vio- 
lence. 

The  ability  of  safety  net  hospitals  to  cope  with  these  new 
epidemics  and  still  serve  their  other  patients  is  further  affected  by 
critical  manpower  shortages. 

These  problems  are  not  limited  to  inner  city  areas  of  the  type 
found  in  New  York  City  or  Los  Angeles.  For  example,  15  percent 
of  all  babies  born  at  Kansas  City's  Truman  Medical  Center  in  1989 
had  traces  of  cocaine  in  their  blood. 
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Next,  let  me  briefly  outline  NAPH  principles  for  national  health 
system  reform.  First,  we  are  convinced  that  leadership  to  com- 
prehensive health  system  reform  must  come  from  the  Federal  Gov- 
ernment. That  is  not  just  the  Congress.  We  need  leadership  in  the 
White  House. 

We  support  universal  access  to  basic  health  services  for  all  Amer- 
icans. 

We  need  fundamental  insurance  reform. 

Private  insurance  could  continue  under  a  national  health  plan, 
Federal  regulation  of  the  insurance  industry  should  preempt  State 
regulation  in  certain  areas  just  as  the  Hawaii  plan  that  we  dis- 
cussed earlier  this  morning. 

We  must  preserve  and  maintain  a  strong  and  well-financed  insti- 
tutional safety  net  for  those  persons  who  fall  through  the  cracks  of 
any  health  care  system.  A  national  minimum  healtn  benefit  pack- 
age must  be  developed  to  cover  essential  preventive  service,  pri- 
mary care  and  catastrophic  care  hospitals.  We  cannot  overempha- 
size the  need  for  preventive  care.  We  support  the  Federalization  of 
the  Medicaid  program. 

Regarding  the  Canadian  system,  we  of  course  like  universal  ac- 
cess, minimum  benefit  package,  and  features  of  reduced  adminis- 
trative costs.  We  are  not  opposed  to  a  single-payer  system.  How- 
ever, we  question  whether  the  destruction  caused  by  implementa- 
tion of  such  a  system  is  necessary  when  similar  results  will  be 
achieved  through  an  all-payer  system. 

I  enjoyed  the  previous  discussion  because  perhaps  I  was  wrong. 
Maybe  there  is  more  of  a  will  in  Congress  to  tackle  the  single-payer 
approach  than  I  had  thought  before  I  came  here  this  morning. 

Although  we  support  the  concept  of  global  budgeting,  we  see 
problems.  The  Canadian  global  budgeting  system  fails  to  accurately 
reflect  hospitals'  financial  requirements,  particularly  in  hospitals 
that  provide  intensity  high-cost  services.  In  addition,  there  can  be 
a  slowness  to  respond  to  market  signals  and  inefficient  use  of  hos- 
pital beds.  However,  many  of  our  hospitals  have  a  global  budget 
through  their  local  government. 

Global  budgeting  can  work  if  it  is  properly  sensitive  to  the  needs 
of  the  population  being  served. 

Given  the  sheer  magnitude  and  diversity  of  the  American  popu- 
lation, it  would  be  impossible  to  directly  transfer  a  Canadian-style 
system  to  America.  A  Canadian  system  in  the  United  States  would 
require  infusion  of  additional  resources  to  cover  the  health  needs 
of  special  populations. 

Drug  abuse  is  a  serious  and  growing  problem  in  this  country;  any 
universal  access  system  must  address  this  need  in  a  way  more 
comprehensive  than  the  Canadian  system.  In  a  survey  of  our  hos- 
pitals, it  was  determined  that  29  percent  of  all  emergency  depart- 
ment visits  were  drug  related.  One  hospital,  Harbor/UCLA  Medical 
Center,  reported  67  percent  of  all  emergency  department  visits  on 
one  evening  were  drug  or  alcohol  related. 

In  Canada,  which  has  a  smaller  homeless  population  than  does 
the  United  States,  homeless  persons  are  franchised  through  the 
country's  welfare  system.  The  homeless  receive  health  care  as  part 
of  their  overall  welfare  benefits.  In  this  country,  the  homeless  are 
often  even  not  integrated  into  the  welfare  system  and  thus  may  not 
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receive  Medicaid.  If  the  approach  were  implemented,  the  need  for 
community  outreach  to  find  and  cover  these  persons  would  have  to 
be  increased  enormously. 

In  the  case  of  the  homeless,  one  of  our  members,  Bellevue  Hos- 
pital Center  in  New  York,  estimated  that  20  percent  of  all  inpa- 
tients were  homeless  at  discharge  and  that  such  patients  require 
stays  that  were  twice  as  long  as  other  patients. 

In  regard  to  AIDS,  there  are  only  5,000  diagnosed  cases  of  AIDS 
in  the  country  of  Canada.  The  AIDS  epidemic  in  this  country  far 
exceeds  the  magnitude  of  the  problem  in  Canada  and  the  per  cap- 
ita medical  costs  would  multiply  accordingly. 

Health  care  reform  must  take  into  account  the  extraordinary 
need  for  trauma  care  in  this  country.  Fifty-three  percent  of  all  ad- 
missions to  NAPH  hospitals  were  through  the  emergency  depart- 
ment. In  the  meantime,  we  see  that  nearly  half  of  the  trauma  cen- 
ters designated  3  years  ago  in  Los  Angeles  County  have  closed 
their  trauma  units  primarily  because  of  cost.  Over  50  percent  of 
the  emergency  room  and  trauma  care  delivered  in  urban  public 
hospitals  is  for  uninsured  patients. 

At  the  end  of  my  formal  testimony,  you  will  find  a  list  of  incre- 
mental approaches  that  we  could  take  if  we  cannot  achieve  this  re- 
form this  year.  We  think  this  is  a  very  high  priority.  We  comment 
you  and  your  committee  for  taking  on  this  effort. 

Thank  you. 

[The  prepared  statement  of  Ms.  Burch  follows:] 
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Statement  of  Christine  Capito  Burch 
Executive  Vice  President 

National  Association  of  Public  Hospitals 

before  the 

Committee  on  Government  Operations 
U.S.  House  of  Representatives 

June  11,  1991 


Mr.  Chairman,  members  of  the  Subcommittee,  I  am  Chris  Burch,  Executive  Vice 
President  of  the  National  Association  of  Public  Hospitals  (NAPH).  NAPH  has  for  the  last 
decade  represented  a  significant  proportion  of  America's  metropolitan  area  safety  net 
hospitals.  Today,  NAPH  members  include  100  hospitals.  While  this  may  seem  like  a  small 
number,  these  100  institutions  (taken  together)  comprise  America's  most  important  health  and 
hospital  system.  With  combined  revenues  of  over  $10  billion,  these  major,  tertiary  teaching 
hospitals  truly  serve  as  "national  health  insurance"  by  default  in  our  nation's  urban  areas. 

We  are  pleased  to  have  this  opportunity  to  testify  on  the  need  for  health  system 
reform  generally,  and  the  Canadian  system  in  particular.  We  agree  with  the  GAO  report  that 
this  system  appears  to  function  efficiently  and  effectively  for  Canada.  And  while  we  believe 
that  there  are  fairly  dramatic  differences  between  the  size  and  homogeneity  of  our  two 
nations'  populations  and  health  systems,  we  agree  that  there  are  a  number  of  elements  of  the 
Canadian  system  that  deserve  our  careful  scrutiny. 

Comprehensive  health  care  reform  continues  to  be  a  significant  topic  of  proposed 
legislation,  study,  and  rhetoric.  As  recently  as  last  week,  Senators  Mitchell,  Kennedy, 
Riegle,  and  Rockefeller  introduced  a  new  proposal  which  would  combine  an  employer  "play 
or  pay"  plan  with  a  new  federal-state  partnership  to  replace  Medicaid,  to  provide  health 
coverage  to  all  Americans.  Last  year  the  Pepper  Commission  report,  and  now  the  GAO 
Report  on  the  Canadian  system  of  universal  access,  have  also  been  important  in  again 
bringing  the  need  for  comprehensive  reform  into  the  policy  spotlight. 

This  level  of  attention  is  necessary.  Our  failure  to  provide  universal  health  coverage 
and  access  to  care  has  for  years  been  the  single  most  important  issue  facing  our  nation's 
health  system.  It  has  also  been  one  of  the  most  important  social,  economic,  and  ethical 
problems  facing  all  Americans  --  and  unfortunately,  one  of  the  most  controversial  as  well. 
National  health  coverage  is  an  issue  that  has  generated  heated  debate  ever  since  Ohio's 
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Senator  Bob  Taft  coined  the  term  "socialized  medicine"  to  denigrate  Harry  Truman's  modest 
proposals  over  40  years  ago. 

In  only  the  past  20  years,  there  have  been  nearly  a  dozen  major  national  health 
insurance  initiatives,  offered  by  the  most  important  political  leaders  of  our  era,  as  well  as 
scores  of  more  modest  proposals.  Unfortunately,  each  of  these  proposals  generated 
influential  opposition  as  well,  virtually  paralyzing  all  efforts  to  achieve  needed  reform.  And 
by  the  mid  1980s,  the  onset  of  Reaganomics  and  our  preoccupation  with  the  budget  deficit 
had  eclipsed  all  but  the  smallest  incremental  efforts  at  improvement.  As  a  result,  despite  the 
fact  that  almost  everyone  agrees  that  universal  coverage  is  the  very  foundation  of  a  humane 
and  civilized  society,  we  have  advanced  very  little  in  this  arena  since  the  enactment  of 
Medicare  and  Medicaid. 

I  would  like  to  accomplish  four  things  in  my  prepared  testimony  this  morning:  first,  I 
would  like  to  describe  America's  safety  net  hospitals  in  some  detail,  including  the  serious 
problems  faced  by  this  crucial  element  of  our  nation's  health  system  that  will  not  be 
addressed  until  we  achieve  genuine  reforms;  second,  I  would  like  to  provide  you  with 
NAPH's  principles  for  achieving  national  health  system  reform  and  universal  access;  third,  I 
would  like  to  comment  on  those  elements  of  the  Canadian  system,  as  they  relate  to  hospitals, 
that  we  believe  may  be  replicable  in  America  -  and  also  to  point  out  several  concerns  we 
have  with  that  system;  and  fourth,  I  would  like  to  make  some  observations  about  certain 
special  populations  that  require  particular  attention  in  the  American  system  as  we  prepare  to 
enact  health  system  reforms. 

AMERICA'S  SAFETY  NET  HOSPITALS 

The  only  reason  we  have  had  the  luxury  of  debating  rather  than  enacting  universal 
health  coverage  all  these  years  is  because  of  a  small  and  extremely  fragile  safety  net;  this 
safety  net  is  comprised  of  no  more  than  two  to  three  hundred  public  and  nonprofit  hospitals, 
mostly  in  metropolitan  areas.  The  condition  of  many  of  these  essential  safely  net  hospitals 
has  deteriorated  substantially  in  recent  years,  and  is  far  worse  today  than  when  universal 
health  coverage  was  last  seriously  debated.  As  a  result,  our  nation's  health  system  is  facing 
a  crisis  today  of  unprecedented  proportions. 

Let  me  illustrate  the  urgency  of  this  situation  with  a  few  facts  about  safety  net 
hospitals  and  their  uninsured  patients: 

o       Safety  net  hospitals  are  bursting  at  the  seams,  providing  an 

extraordinary  volume  of  inpatient  and  outpatient  care.  NAPH  members 
provided,  on  average,  over  250,000  outpatient  visits,  19,000  inpatient 
admissions,  and  4,100  live  births  in  1988. 

o       58  NAPH  member  hospitals  across  the  nation  averaged  an  82  % 
occupancy  rate  in  1988,  with  many  hospitals  approaching  100%. 


2 


367 


Many  of  the  patients  in  safety  net  hospitals  are  uninsured,  even  by 
Medicaid;  in  1988,  nearly  36%  of  all  discharges  and  30%  of  all 
inpatient  days  were  unsponsored  in  NAPH  member  hospitals;  on 
average,  over  116,000  outpatient  visits  or  42%  of  all  visits,  were  also 
uninsured. 

The  average  NAPH  member  hospital  had  526  beds  and  admitted  almost  20,000 
inpatients  in  1988,  representing  almost  160,000  inpatient  days.  NAPH 
members  experienced  an  average  of  over  71,000  emergency  department  and 
190,000  outpatient  department  visits  in  1988.  NAPH  member  hospitals  also 
delivered  an  average  of  more  than  4,000  babies.  Some  NAPH  member 
hospitals  experience  as  many  as  400,000  clinic  visits  and  15,000  births 
annually. 

Just  18%  of  the  net  revenues  of  safety  net  hospitals  are  derived  from 
private  insurance,  while  52  %  of  revenues  come  from  Medicaid  and 
direct  state/local  subsidies  (an  average  of  $40  million  in  Medicaid 
revenues  and  $36  million  in  direct  subsidies);  without  direct  subsidies, 
N  APH  member  hospitals  would  average  operating  deficits  of  over 
30%  ~  and  even  with  subsidies,  63%  still  experience  deficits. 

The  growth  and  persistence  of  these  deficits  have  been  exacerbated  in 
recent  years  and  by  new  epidemics  concentrated  on  the  poor  and 
disenfranchised,  including  AIDS,  drugs  abuse,  neonatal  problems,  and 
inner  city  violence.  And  the  ability  of  safety  net  hospitals  to  cope  with 
these  new  epidemics  and  still  serve  their  other  patients  is  further 
affected  by  critical  manpower  shortages  and  the  inability  to  obtain 
capital  for  renovation,  maintenance  and  technology. 

These  new  epidemics,  combined  with  the  general  lack  of  availability  to 
the  uninsured  of  preventive  health  services,  means  that  safety  net 
patients  are  also  more  likely  to  be  sicker  than  insured  patients  - 
especially  inner  city  minorities.  The  New  England  Journal  of  Medicine 
reported  last  year  that  black  men  in  Central  Harlem  now  have  a  lower 
life  expectancy  than  men  in  Bangladesh.  And  here  in  Washington, 
D.C.,  a  resident  of  Anacostia  is  ten  times  more  likely  to  require 
hospitalization  for  pneumonia  than  a  resident  of  Georgetown. 

Obstetric  units  are  also  crowded  to  overflowing;  Los  Angeles  County's 
Harbor/UCLA  Medical  Center,  must  now  discharge  obstetric  patients 
just  twelve  hours  after  giving  birth,  and  their  babies  after  just  24  hours, 
to  make  room  for  other  patients. 
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o       Nor  are  these  problems  limited  to  New  York  and  California  —  they 

affect  middle  America  as  well.  For  example,  15%  of  all  babies  born  at 
Kansas  City's  Truman  Medical  Center  in  1989  had  traces  of  cocaine  in 
their  blood. 

In  short,  while  you  are  debating  how  to  provide  access  to  care,  the  nation's  Safety  Net 
hospitals  are  providing  that  care  now,  and  they  are  providing  it  to  more  and  sicker  people 
than  at  any  other  time  in  our  nation's  history. 

NAPH  PRINCIPLES  FOR  HEALTH  COVERAGE  REFORM 

Clearly  the  single  most  important  feature  of  the  Canadian  system  is  universal  access. 
Universal  health  coverage  must  remain  the  single  most  important  legislative  and  policy 
goal  of  our  nation's  health  system.  To  be  truly  effective,  NAPH  members  believe  that  a 
nationwide  program  is  an  essential  component  of  genuine  health  coverage  reform;  we  would 
lend  our  support  to  any  number  of  programs  which  achieve  this  crucial  goal. 

Unfortunately,  thus  far  the  federal  government  has  not  taken  the  lead  in  achieving  this 
goal,  continuing  instead  to  abdicate  this  leadership  role  to  the  states,  and  to  individual 
members  of  Congress.  While  there  has  also  been  a  high  level  of  activity  and  discussion  in  a 
small  handful  of  states  -  such  as  the  trailblazing  actions  of  Hawaii  and  Massachusetts  - 
these  efforts  do  not  hold  promise  for  national  reform.  Hawaii's  requirement  for  universal 
coverage  benefits  greatly  from  that  state's  geographic  and  economic  isolation,  as  well  as 
from  a  hard-to-replicate  ERISA  exemption  that  permits  the  state  to  regulate  self-insured 
employers.  While  ambitious  in  concept,  the  Massachusetts  experiment  now  appears  very 
close  to  being  dismantled. 

Several  states,  like  the  state  of  Washington,  have  recently  enacted  more  limited  risk 
pools  or  other  demonstration  programs  which  are  intended  to  apply  initially  only  to  certain 
parts  of  the  state,  or  to  subgroups  within  the  population.  All  in  all,  while  there  is 
considerable  discussion  of  states  becoming  the  laboratory  for  a  universal  health  coverage 
plan,  their  performance  to  date  has  been  disappointing. 

NAPH  members  remain  convinced  that  leadership  to  comprehensive  reform  must 
come  from  the  federal  government.  In  this  context,  we  are  pleased  to  set  forth  some 
essential  criteria  for  any  program  of  universal  health  access  and  coverage  for  all  Americans. 
The  following  principals,  at  a  minimum,  have  been  endorsed  by  NAPH  member  hospitals  as 
essential  to  any  national  health  plan: 

•  While  incremental  improvements  are  acceptable  in  their  own  right,  the  goal  of  any 
national  health  plan  must  be  nothing  less  than  universal  access  or  coverage  for  all. 

•  However,  not  every  individual  needs  to  receive  insurance  coverage  to  be 
guaranteed  true  access  under  a  universal  health  plan;  it  must  be  recognized  that  there 
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will  always  be  individuals  who  fall  through  the  cracks,  and  that  it  is  acceptable  to 
provide  access  for  such  persons  through  the  preservation  of  a  strong  and  well-financed 
institutional  safety  net. 

•  A  national  health  plan  must  require  the  federalization  of  the  Medicaid  program,  and 
quite  possibly  its  elimination  and  merger  with  Medicare. 

•  A  core  national  minimum  benefit  package  must  be  developed  that  is  not  too  rich  as 
to  be  unaffordable,  yet  covers  essential  preventive,  primary  care  and  hospital  services, 
and  guards  against  the  prospects  of  catastrophic  illness. 

•  The  present  system  of  private  insurance  can  continue  under  a  national  health  plan, 
but  insurance  reform  is  an  essential  part  of  any  national  health  package;  the  federal 
government  should  preempt  state  regulation  to  the  extent  necessary  to  set  national 
standards  for  health  insurance  plans,  which  include  mandating  minimum  benefit 
packages  on  all  employers  above  a  reasonable  size,  reinstatement  of  community 
rating,  and  curbing  current  trends  toward  exclusion  of  preexisting  conditions  (or 
setting  post-illness  limits  on  specific  diseases  such  as  AIDS). 

•  States  must  be  permitted  wider  latitude  to  experiment  with  new  plans,  including  the 
ability  to  waive  ERISA  constraints  on  the  regulation  of  self-insured  businesses. 

•  Any  national  plan  must  include  a  heavy  emphasis  on  preventive  and  primary  care 
and  must  provide  adequate  support  for  initiatives  to  encourage  changes  in  lifestyles. 

ELEMENTS  OF  THE  CANADIAN  SYSTEM 

The  Canadian  system  is,  in  essence,  a  single  payor  system.  As  much  as  95%  of 
Canadian  hospitals'  funding  comes  from  the  federal  and  provincial  governments.  Although 
hospitals  often  do  raise  limited  funds  through  private  philanthropy  and  other  means,  the 
overwhelming  importance  of  public  funds  for  hospital  financing  gives  the  provincial 
governments  enormous  ability  to  exercise  tight  control  over  hospitals'  spending  and  growth. 

While  NAPH  members  are  certainly  not  opposed  to  single  payor  systems,  we  question 
whether  the  disruption  which  would  be  caused  by  implementation  of  such  a  system  is 
necessary,  when  the  same  results  could  be  achieved  through  an  "all  payor"  system.  Further, 
we  question  whether  a  single  payor  system  is  politically  feasible.  While  Canadians  have  a 
tradition  of  federal  funding,  the  American  tradition  is  quite  different.  Since  1980,  many 
politicians  refuse  even  to  pronounce  the  "T  word,"  much  less  seriously  to  consider  federal 
taxation  as  a  significant  source  of  funding  reform. 

The  principal  mechanism  used  by  the  provincial  governments  to  pay  hospitals  and 
control  hospital  costs  is  global  budget  management.  Each  hospital  receives  a  fixed  sum  of 
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money  each  year  from  the  government;  if  a  hospital  spends  beyond  its  budget,  the  hospital 
absorbs  the  loss.  Each  hospital  is  thus  forced  to  operate  within  its  given  means,  with  each 
institution  left  to  determine  how  it  will  do  so.  Although  provincial  governments  had 
historically  been  willing  to  cover  some  hospital  losses,  they  have  become  increasingly 
unwilling  to  do  so  in  the  past  few  years. 

When  Canada  initially  adopted  its  national  health  insurance  program,  the  budget  of 
each  hospital  was  reviewed,  line-by-line.  Each  hospital  was  then  assigned  a  base  budget, 
which  serves  as  the  basis  for  the  annual  budget  allocation.  An  important  mechanism  used  by 
all  provincial  governments  to  limit  hospital  costs  is  strict  control  of  hospitals'  expansion  of 
services  and  acquisition  of  new  technology.  The  government  will  incorporate  the  costs  of 
such  expansion  or  acquisition  into  the  hospital's  budget  only  if  the  hospital  has  obtained  prior 
approval  for  that  expansion  or  acquisition.  Provincial  governments  recalculate  hospitals' 
allocations  each  year;  each  hospital's  budget  allocation  is  determined  through  negotiations 
between  the  hospital's  administrators  and  the  provincial  government.  Typically,  the 
government  will  provide  a  general  increase  for  all  hospitals  in  the  province,  to  account  for 
inflation. 

The  governments  also  attempt  to  reflect  the  particular  needs  and  circumstances  of 
individual  hospitals;  teaching  hospitals,  for  example,  frequently  receive  greater  allocations  to 
reflect  their  higher  costs.    However,  as  provincial  budgets  have  tightened  in  recent  years, 
there  has  been  increasing  dissatisfaction  with  the  ability  of  the  provincial  budgeting 
mechanisms  fairly  to  account  for  individual  hospitals'  needs,  especially  those  hospitals  that 
provide  a  high  percentage  of  high  intensity,  complex  services.  It  is  interesting  to  note  that, 
in  an  attempt  to  develop  an  allocation  method  which  more  accurately  recognizes  the  costs  of 
each  hospital,  several  provinces  are  now  developing  allocation  formulas  (called  "case  mix 
groups")  analogous  to  the  Diagnostic  Related  Group  calculations  we  use  in  the  United  States. 

In  short,  while  global  budgeting  appears  to  have  been  quite  successful  in  achieving  its 
primary  purpose  --  controlling  hospital  costs  —  it  also  gives  rise  to  a  number  of  concerns 
that  we  wish  to  note: 

*        Impact  on  Patient  Services:  the  "bundle  of  services"  provided  to  Canadian 
hospital  patients  is  considerably  smaller  than  that  provided  to  U.S.  hospital 
patients  under  most  insurance  programs.  While  the  intensity  of  care  is  not 
necessarily  equivalent  to  the  quality  of  care,  the  expectations  of  the  American 
patient  population  may  not  conform  to  a  Canadian-style  system.  A  Canadian- 
style  system  with  an  increased  benefits  package  would  of  course  bring  an 
increased  per  capita  cost.  A  second  consequence  of  the  strict  Canadian  cost 
control  is  queuing.  Lack  of  resources  or  hospital  beds  may  force  Canadian 
patients  to  wait  weeks  or  months  for  non-emergency  procedures,  or  to  seek 
care  in  the  United  States. 
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*  Accounting  for  Individual  Hospitals'  Needs:  as  noted  above,  global  budgeting 
has  been  criticized  for  taking  insufficient  account  of  the  particular  needs  of 
individual  hospitals:  it  is  too  early  to  tell  whether  the  recent  moves  by  several 
provinces  to  increase  sensitivity  to  these  differences  will  be  successful. 

*  Slowness  to  Respond  to  Market  Signals:  because  the  provincial  governments 
exert  such  close  control  over  expansion  of  hospital  services  and  acquisition  of 
new  technologies,  hospitals  may  find  themselves  unable  to  respond  efficiently 
to  unanticipated  patient  need,  either  where  demand  is  unexpectedly  high  or 
where  a  public  health  problem  is  still  emerging. 

Inefficient  Use  of  Hospi:al  Beds:  hospital  stays  are  significantly  longer  in 
Canada  than  in  the  United  States.  In  part,  Canadian  hospitals  have  little 
incentive  to  discharge  patients  whose  acute  care  needs  have  passed;  keeping 
such  patients  lowers  hospitals'  costs  because  such  patients  require  relatively 
few  services.  This  "bed  blocking"  phenomenon  appears  to  be  fairly  common 
in  Canadian  hospitals.  Ironically,  "bed  blocking"  would  not  be  effective 
absent  high  occupancy  rates,  indicating  that  even  with  such  tactics  the 
Canadian  use  of  hospital  bed  resources  is  more  efficient  than  our  own. 

None  of  these  concerns  should  obscure  the  considerable  achievement  of  the  global 
budgeting  system  in  controlling  hospital  costs.  NAPH  members  believe  that  governmental 
budget  management  can  also  work  in  the  United  States,  if  implemented  in  a  way  which 
accounts  for  the  unique  circumstances  of  individual  hospitals.  Indeed,  NAPH  member 
hospitals  are  now  each  operated  through  some  form  of  governmental  budget  management. 
Elected  or  appointed  public  officers  serve  as  the  governing  bodies  or  trustees  of  NAPH 
hospitals,  and  hold  the  purse  strings. 

The  advantages  are  significant.  This  type  of  system  ensures  that  these  hospitals  meet 
the  needs  of  their  constituencies.  Budget  management  also  ensures  that  Hospital  expenditures 
are  in  concert  with  overall  governmental  priorities.  And.  as  in  the  Canadian  system,  costs 
can  be  tightly  controlled. 

However,  the  exigencies  of  public  financing  provide  hard  ceilings  within  which  the 
hospital  must  provide  services  to  an  increasingly  needy  constituency.  Where  operating 
budget  are  set  too  low.  NAPH  hospitals  are  forced  to.  in  essence,  "cannibalize"  themselves, 
delaying  long-overdue  capital  improvement  to  meet  immediate  patient  needs.  Even  then, 
those  needs  may  go  unanswered,  as  wait  times  grow  and  available  services  shrink. 

Finally,  NAPH  members  emphasize  that,  however  implemented,  the  Hospital  budget 
must  be  true  "enterprise  fund"  budgeting,  if  cost  control  is  to  be  effective.  This  means 
simply  that  the  Hospital  must  be  given  the  incentive  to  develop  cost  control  measures  by 
being  given  the  freedom  to  spend  the  resulting  savings;  those  savings  should  not  revert  to  a 
general  fund,  or  the  incentive  disappears. 
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We  hope  that  this  Committee  notes  the  potential  problems  raised  by  the  Canadian 
approach,  as  well  as  its  successes.  I  would  like  now  to  turn  to  a  discussion  of  those  aspects 
of  the  American  patient  population  which  require  special  attention  if  other  systems  are  to  be 
adapted  for  use  here. 

UNIQUE  CHARACTERISTIC  OF  THE  AMERICAN  PATIENT  POPULATION 

The  sheer  magnitude  of  the  American  population  ~  and  its  diversity  -  means  that  no 
other  health  care  system  can  be  implemented  here  whole  cloth.  Because  of  this  volume  and 
diversity,  the  per  capita  costs  of  the  Canadian  system  cannot  be  directly  applied  to  the  United 
States.  Among  the  crucial  differences  is  the  magnitude  of  patient  populations  with  special 
needs. 

The  needs  of  special  populations  have  continued  to  dominate  the  mission  and 
programs  of  safety  net  hospitals,  and  to  cause  financial  hardship.  There  has  been  a 
significantly  increased  demand  for  services  in  recent  years  by  many  new  populations  of 
safety  net  patients,  including  persons  with  AIDS,  the  homeless,  drug  abusers,  trauma 
victims,  and  high-risk  pregnant  women.  While  more  efficient  than  our  present  system,  a 
Canadian-type  system  would  require  significant  additional  resources  to  cover  these 
populations  in  the  United  States.  I  will  address  only  a  few  of  these  special  populations. 

Drug  Abuse 

The  Canadian  system  is  only  now  coming  to  terms  with  drug  abuse.  Treatment 
centers  exist,  but  bed  space  is  severely  limited.  This  is  causing  increasing  number  of 
Canadians  with  substance  abuse  problems  to  seek  treatment  in  the  United  States.  The 
prevalence  of  such  boundary  crossing  has  caused  several  provinces  to  enter  contracts  with 
American  hospitals. 

As  you  well  know,  drug  abuse  is  a  serious  and  growing  problem  in  this  country;  any 
universal  access  system  must  address  this  need  in  a  way  more  comprehensive  than  the 
Canadian  system.  In  a  survey  of  15  NAPH  member  hospitals,  it  was  determined  that  29%  of 
all  emergency  department  visits  were  drug-related  in  1988.  In  the  sample  selected,  during  a 
one  month  period,  4,583  individuals  had  drug  abuse  as  their  primary  diagnosis,  while  in 
14,066  cases,  drugs  were  a  complicating  factor  in  these  safety  net  institutions.  One  hospital 
(Harbor/UCLA  Medical  Center)  reported  that  67%  of  all  emergency  department  visits  on  one 
evening  were  drug  or  alcohol  related. 

Another  survey  of  30  NAPH  member  hospitals  reported  an  average  of  104  cocaine- 
addicted  newborns  per  hospital  in  1988,  and  61  for  the  first  half  of  1989  ~  a  17%  increase. 
D.C.  General  Hospital  reported  that  20%  of  all  newborns  during  the  period  surveyed  in  1988 
and  1989  tested  positive  for  illicit  drugs,  while  Los  Angeles  County's  King-Drew  Medical 
Center  reported  600  cocaine-exposed  infants  in  1988  and  325  in  the  first  half  of  1989. 
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The  Homeless 

In  Canada,  which  has  a  smaller  homeless  population  than  does  the  United  States, 
homeless  persons  are  enfranchised  through  the  country's  welfare  system;  homeless  persons 
receive  their  health  care  as  part  of  their  overall  welfare  benefits.  In  addition,  welfare 
recipients  receive  coverage  for  outpatient  prescription  drugs  for  which  other  populations  must 
pay  privately. 

In  this  country,  the  homeless  are  often  not  integrated  into  the  welfare  system,  and 
thus  may  not  be  receiving  the  Medicaid  and  other  benefits  to  which  they  are  entitled.  If  a 
Canadian  style  approach  were  implemented,  the  need  for  community  outreach  to  find  and 
cover  these  persons  would  have  to  be  increased  enormously.  In  the  case  of  the  homeless, 
one  NAPH  member  (Bellevue  Hospital  Center)  estimated  that  20%  of  all  inpatients  were 
homeless  at  discharge,  and  that  such  patients  required  stays  that  were  twice  as  long  as  other 
patients.  Among  19  NAPH  members  surveyed,  6%  of  all  inpatient  days  were  taken  up  by 
so-called  "administrative"  patients  —  patients  able  to  be  discharged  but  who  had  no  place  to 
go.  This  represents  an  average  of  11,284  days  per  hospital. 

AIDS 

In-patient  treatment  for  HIV  infection  is  fully  covered  in  Canada.  Acute  care  is 
rendered  in  general  hospitals;  patients  may  then  be  transferred  to  a  hospice  or  a  community- 
administered  care  center,  which  are  also  covered.  AZT,  like  other  prescription  drugs,  is  not 
a  part  of  the  federal  mandate,  but  is  left  to  the  discretion  of  the  provinces.  All  provinces 
cover  AZT;  only  British  Columbia  charges  a  nominal  fee.  There  are  a  number  of  innovative 
governmental/private  initiatives  directed  at  Canada's  HIV  infected  population.  These  include 
foster  care  for  HIV  infected  children  and  in-home  counselling.  The  federal  government  in 
Canada  cost-shares  with  the  provinces  for  needle  exchange  programs. 

There  are  only  5000  diagnosed  cases  of  AIDS  in  the  entire  country  of  Canada.  Thus, 
the  AIDS  epidemic  in  this  country  far  exceeds  the  magnitude  of  the  problem  in  Canada,  and 
the  per  capita  costs  of  a  Canadian-style  system  in  the  United  States  would  multiply 
accordingly. 

There  are  today  2,000  AIDS  patients  in  New  York  City  hospital  beds  -  patients  who 
that  essentially  did  not  exist  just  five  years  ago.  This  total  is  projected  to  rise  to  4,000  by 
1993  or  1994.  Yet  there  are  fewer  staffed  beds  in  New  York  City  today  than  in  1985,  and 
inadequate  funding  for  treatment  alternatives. 

•       The  single  highest  volume  provider  of  AIDS  services  in  the  entire  nation  is  not 
in  New  York  or  California  —  it  is  Miami's  Jackson  Memorial  Hospital,  which  had  over 
1,000  AIDs  admissions  in  1988. 
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The  financial  costs  of  this  epidemic  cannot  be  overstated.  The  role  of  NAPH  member 
hospitals  in  the  AIDS  epidemic  has  continued  to  escalate  in  scope  and  importance.  The 
number  of  AIDS  inpatients  treated  in  NAPH  member  hospitals  has  tripled  since  1985,  from 
2,977  patients  and  4,267  admissions,  to  9,495  inpatients  and  15,626  admissions  in  1988. 
Inpatient  days  during  that  period  increased  from  91,094  to  276,220. 


Trauma  Care 

Health  care  reform  must  also  take  into  account  the  extraordinary  need  for  trauma  care 
in  this  country.  53%  of  all  admissions  to  NAPH  safety  net  hospitals  were  through  the 
emergency  department  in  1988  (more  than  70%  for  some  hospitals). 

Nearly  half  of  23  trauma  centers  designated  three  years  ago  in  Los  Angeles  have  now  closed 
their  trauma  units,  leading  to  serious  overcrowding  in  the  rest  of  the  system;  over  50%  of 
the  emergency  room  and  trauma  care  delivered  in  urban  public  hospitals  nationally  is  for 
uninsured  patients. 

Without  a  Universal  access  program,  these  factors  have  further  eroded  the  viability  of 
many  safety  net  hospitals.  This  in  turn  has  affected  their  ability  to  develop  new  services, 
expand  primary  and  preventive  care,  or  get  access  to  capital  funding  for  maintenance,  new 
technology  and  renovations. 

For  these  reasons,  it  is  imperative  that  policy-makers  continue  to  respond  to  these 
needs  at  all  levels  of  government  over  the  next  several  years.  NAPH  member  hospitals 
strongly  believe  that  both  comprehensive  and  incremental  reforms  and  initiatives  will  need  to 
be  considered,  discussed,  and  enacted  during  that  period. 


WAITING  FOR  UNIVERSAL  ACCESS 

A  common  misconception  with  respect  to  our  nation's  health  system  is  that  we  lack 
the  resources  to  both  expand  access  for  the  uninsured,  on  the  one  hand,  and  preserve  the 
quality  of  care  most  Americans  have  come  to  expect,  on  the  other.  Nothing  could  be  further 
from  the  truth.  Overall  health  spending  exceeded  $600  billion  in  1990  --  up  from  $230 
billion  in  1980  -  and  annual  per  capita  spending  approached  $2,600  ~  or  over  $10,000  for  a 
family  of  four!  Even  the  most  conservative  observers  estimate  that  those  figures  will  double 
by  the  year  2000.  The  American  Academy  of  Pediatrics  estimates  that  providing  a  basic 
benefit  package  for  the  nation's  10  to  12  million  uninsured  children  would  cost  just  $458  per 
year  per  child. 

Further,  NAPH  strongly  believes  that  there  are  adequate  revenues  overall  in  our 
nation's  health  system  to  permit  private  providers  to  pitch  in  and  assume  their  fair  share  of 
the  indigent  care  burden.  This,  in  turn,  will  alleviate  the  pressures  and  enhance  the 
survivability  of  the  safety  net. 
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Until  universal  coverage  becomes  a  reality,  continued  efforts  must  be  made  to  reform 
the  Medicaid  program.  We  recognize  that  Medicaid  is  not  within  the  jurisdiction  of  this 
Committee,  but  we  must  point  out  that  continued  reform  is  essential  in  this  program  as  well. 
Recent  improvements  in  the  Medicaid  program  have  expanded  eligibility  for  pregnant  women 
and  children,  permitted  states  to  continue  using  a  variety  of  mechanisms  for  providing  extra 
payments  to  disproportionate  share  hospitals,  and  permitted  public  and  private  hospitals  to 
participate  in  the  financing  of  Medicaid  expansions  through  voluntary  donations  and  the 
transfer  of  funds  by  local  governments  to  states.  In  addition,  states  like  Florida,  New  York 
and  New  Jersey  have  used  provider  taxes  or  all-payor  systems  to  redistribute  revenues  and 
enhance  Medicaid  payments.  It  is  imperative  that  states  be  permitted  to  continue  to  make  use 
of  these  alternative  sources  of  revenues,  at  a  time  when  many  are  suffering  severe  budget 
crises. 

However,  even  with  the  availability  of  the  augmented  payment  sources  described 
above,  only  about  half  of  all  states  pay  significant  differentials  to  "disproportionate"  safety 
net  hospitals.  And  a  number  of  states  continue  to  subject  hospitals  to  inadequate  base 
payment  rates  as  well.  Both  reasonable  and  adequate  Medicaid  payment  rates,  and 
meaningful  disproportionate  share  hospital  payments,  must  be  enforced  upon  all  states. 

Until  universal  coverage  becomes  a  reality,  the  indigent  care  role  of  the  private 
hospital  sector  and  other  health  care  providers  must  be  clarified.  The  need  for  health 
services  by  uninsured  patients  continues  to  escalate  dramatically.  At  the  same  time,  due  to 
competitive  and  reimbursement  pressures,  many  providers  have  aggressively  sought  ways  to 
reduce  services  to  uninsured  safety  net  patients.  Emergency  department  closures  --  trauma 
center  decertifications  --  the  abandonment  of  high  risk  tertiary  services  -  the  curtailment  of 
outpatient  services  --  these  private  sector  actions  have  increased  pressure  tremendously  on 
safety  net  providers. 

It  is  imperative  that  the  Congress  enact  some  form  of  nationwide  institutional 
support  for  safety  net  hospitals.  Ideally,  this  should  take  the  form  of  a  national 
uncompensated  care  trust  fund,  with  dedicated  sources  of  revenue.  Legislation  introduced  in 
the  last  Congress  as  H.R.  754,  could  serve  as  a  model.  That  legislation  would  create  a  trust 
fund  with  the  proceeds  of  a  small  tax  on  health  insurance  premiums;  such  a  tax  could 
generate  potentially  $600  million  to  $1  billion  for  distribution  to  high  volume  providers  of 
uncompensated  care.  Other  potential  funding  sources  that  have  been  mentioned  include  taxes 
on  alcohol,  tobacco  and  firearms,  as  well  as  a  national  excise  tax  on  hospital  utilization. 

We  also  strongly  urge  the  Congress  to  consider  enacting  a  new  program  to  address 
the  present  and  future  capital  needs  of  our  health  safety  net  infrastructure  (including  needed 
alternative  care  facilities  in  addition  to  hospitals);  this  may  include  a  resurrection  of  certain 
aspects  of  the  Hill-Burton  program  or  the  creation  of  new  programs  to  improve  access  to 
capital.  We  are  currently  drafting  legislation  and  would  like  to  work  with  your  committee  in 
this  area. 
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Most  assuredly,  we  do  not  lack  for  resources  to  increase  health  coverage  and 
implement  other  needed  health  system  reforms.  All  we  need  is  a  commitment  to  devote  a 
small  proportion  of  our  nation's  projected  future  increased  health  spending  to  filling 
coverage  gaps  and  meeting  unmet  needs.  This  is  something  we  should  easily  be  able  to 
accomplish  if  we  can  simply  bring  some  greater  governmental  and  private  sector  discipline  to 
the  way  our  resources  are  currently  spent.  On  behalf  of  the  governmental  and  private 
entities  that  comprise  NAPH,  we  are  pleased  to  offer  you  our  partnership  and  support  in  this 
effort. 

I  would  be  happy  to  answer  any  questions  you  may  have  at  this  time. 
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Mr.  Conyers.  I  thank  you  very  much. 

I  would  like  to  now  turn  to  a  person  who  has  been  in  Boston,  as 
administrator  for  the  Peter  Brent  Brigham  Hospital  and  also  has 
been  the  president  and  CEO  of  the  Toronto  General  Hospital  since 
1981. 

Mr.  Vickery  Stoughton  also  worked,  with  merging  Brigham  and 
Harvard  Teaching  Hospitals  into  a  single  operating  entity.  We  are 
happy  to  have  you  here  today  to  see  what  input  you  can  give  us 
in  reviewing  these  complex  programs  that  are  being  offered  as  solu- 
tions to  this  very  difficult  problem. 

STATEMENT  OF  W.  VICKERY  STOUGHTON,  CHIEF  EXECUTIVE 
OFFICER,  TORONTO  GENERAL  HOSPITAL 

Mr.  Stoughton.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to 
be  here. 

As  you  have  indicated,  I  am  a  U.S.  citizen  who  has  worked  in 
health  care  in  the  United  States,  born  and  raised  in  Illinois.  I  have 
been  in  Canada  since  1981.  The  Canadian  health  care  system  rep- 
resents the  most  popular  social  program  by  far  in  Canada.  It  is,  in 
fact,  strongly  held  by  the  Canadian  general  public  and  there  is  an 
expectation  by  the  public  that  the  health  care  program  will  be 
maintained  by  the  government  at  the  highest  quality  and  highest 
level  possible. 

Moving  there  as  an  American  in  1981  and  taking  over  what  is 
the  largest  teaching  hospital  in  Canada,  which  is  also  a  high  profile 
job,  there  was,  frankly,  a  bit  of  concern  that  an  American  was 
going  to  screw  up  a  good  system. 

Whether  I  have  done  that  or  not,  I  cannot  tell  you,  but  neverthe- 
less in  about  3  weeks  I  will  be  returning  to  the  United  States  to 
take  up  a  job  within  the  U.S.  health  care  system  and  now  there 
is  concern,  of  course,  that  I  will  be  bringing  the  Canadian  system 
down  to  thatiob. 

I  felt  the  GAO  report  was  accurate  and  an  excellent  summary  of 
the  way  the  Canadian  system  works.  I  think  there  are  a  number 
of  lessons  in  that  report  that  need  to  be  looked  at  in  the  context 
of  the  way  the  components  of  the  Canadian  system  interrelate  with 
each  other. 

The  first  thing  that  Canada  did  was  to  say  everybody  should 
have  equal  and  universal  access  to  health  care.  That  was  the  pri- 
mary objective  of  Canadian  policy  and  Canadian  law. 

To  make  that  doable  and  possible,  then,  a  number  of  incentives 
were  built  into  the  system. 

Good  or  bad,  those  incentives  have  enabled  Canada  to  continue 
to  provide  health  insurance  to  everyone  at  a  cost  base  that  has 
risen  at  a  much  lower  level  than  what  has  occurred  in  the  United 
States.  Recall  that  at  the  time  the  United  States  was  introducing 
Medicare/Medicaid  in  the  1960's,  Canada  was  introducing  across 
the  country  this  universal  insurance  program.  And  at  that  time  the 
Canadian  svstem  paralleled  the  United  States  system,  multiple 
payers,  fee-for-service  payment,  approximately  the  same  percentage 
GNP  in  both  countries  spent  on  health  care. 

Since  that  time,  health  care  costs  in  Canada  have  risen  at  a 
much  lower  rate.  Since  that  time  the  Canadian  public  has  contin- 
ued to  voice  sound  support  of  the  Canadian  health  care  system. 
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What  is  it  in  the  GAO  report  that  represents  the  incentives  and 
the  interactions  within  the  Canadian  system  that  make  it  work? 
One  of  them  you  heard  a  lot  about  this  morning  and  that  is  single 
payer. 

Understand  that  it  is  not  only  single  payer  that  makes  every- 
thing work.  It  is  also  global  budgeting.  Fifty  percent  of  every 
health  care  dollar  is  spent  in  institutional  care  in  the  Canadian 
system. 

There  is  an  absolute  control  over  the  number  of  dollars  spent  on 
institutional  care  in  the  Canadian  system  because  of  global  budget- 
ing. 

Now  you  might  say  that  that  creates  incentives  for  institutions 
not  to  treat  patients.  You  might  say  that  that  creates  incentives  for 
institutions  to  admit  a  patient  and  just  keep  the  patient  in  forever 
because  it  is  less  expensive  to  provide  the  hotel  services  as  opposed 
to  treatment  services. 

But  on  the  other  hand,  there  is  a  physician  group  that  is  depend- 
ent on  fee-for-service  income.  That  physician  group  admits  patients 
to  the  hospital.  That  physician  group  receives  fees  from  those  ad- 
missions, be  they  surgical  or  medical  fees,  and  that  physician  group 
in  a  sense  creates  a  counterbalance  to  a  hospital  that  might  want 
to  save  costs  by  not  moving  patients  through  the  system. 

In  addition  to  that,  there  is  the  whole  issue  of  technology  control. 
Technology  control  is  a  major  component  of  the  way  costs  are  con- 
trolled in  Canada. 

Now,  all  of  this  gives  problems  and  gives  benefits.  There  is  no 
question  about  that.  The  Canadian  system  is  not  perfect.  The  prob- 
lems you  have  heard  about,  you  will  hear  about,  they  have  to  do 
with  quality.  I  am  going  to  speak  about  quality. 

They  have  to  do  with  waiting  times. 

There  is  no  question  that  the  achilles*  heel  of  the  Canadian  sys- 
tem is  waiting  times. 
Let's  address  those  two  issues. 

Quality:  First  of  all,  tertiary  programs  are  rationalized  into  few 
centers.  That  in  and  of  itself  creates  waiting  times,  yes,  but  what 
it  also  does  is  ensures  that  the  centers  providing  those  services 
have  a  large  amount  of  patients,  have  enormous  experience,  and 
when  vou  look  at  outcome  indicators,  morbidity  and  mortality,  you 
find  that  Canadian  health  care  produces  patient  care  outcomes, 
that  are  as  good  as  any  place  in  the  world. 

In  fact,  you  find  no  Canadian  centers  that  have  bad  outcome  in- 
dicators simply  because  of  the  way  these  high  cost  programs  are 
rationalized  into  select  centers.  You  cannot  say  the  same  thing 
about  the  U.S.  health  care  system. 

My  contention  would  be  that  on  a  system  in  entirety,  Canada 
represents  higher  quality  than  the  United  States  because  of  the 
way  it  rationalizes. 

On  the  other  hand,  rationalizing  will  give  you  waiting  times. 
Waiting  times  if  they  become  too  acute  because  of  the  high  profile 
nature  of  the  system,  get  debated  very  publicly  in  the  media  and 
eventually  more  resources  are  put  into  the  system. 

It  becomes  a  tradeoff.  Canadians  know  that  a  real  emergency 
will  get  immediate  access  and  attention.  Canadians  have  chosen 
that  they  would  rather  face  the  anxiety  for  elective  services  of  wait- 
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ing  for  those  services,  than  face  the  continued  anxiety  of  knowing 
a  major  illness  might  bring  about  personal  bankruptcy  or  denial  of 
treatment  because  of  lack  of  ability  to  pay  for  that  care. 

Admittedly  there  are  tradeoffs,  but  there  is  no  question  in  my 
mind  after  10  years  that,  as  a  system,  the  Canadian  health  care 
system  has  served  the  public  in  Canada  better  than  the  United 
States  health  care  system  has  served  all  Americans. 

So,  as  you  begin  to  look  at  what  might  be  done  here,  there  are 
lessons  from  Canada.  I  would  be  the  last  one  to  suggest  that  you 
can  move  the  Canadian  system  to  the  United  States.  But  there  are 
real  lessons  and  perhaps  the  biggest  lesson  is  to  recognize  that  any 
change  takes  leadership  and  any  change  takes  a  commitment  to  a 
primary  objective.  And  the  commitment  and  the  primary  objective 
has  to  be  to  universal  health  insurance  and  universal  coverage. 

Then,  it  is  a  matter  of  constructing  the  system  in  a  way  that  the 
incentives  will  support  the  delivery  of  services  to  those  that  need 
them  in  the  most  cost-effective  fashion.  There  are  messages  in  the 
GAO  report  about  structures  in  the  Canadian  system  that  allows 
that  to  play  out  in  a  positive  way. 

Canadians  are  not  concerned  about  waiting  times,  but  the  Cana- 
dian approach  was  not  sold  to  the  Canadian  public  on  the  basis  of 
we  are  going  to  give  you  waiting  times. 

In  1970  when  the  system  came  in  there  were  no  waiting  times. 
Over  a  20-year  period,  waiting  times  have  begun  more  a  component 
of  the  system  and  more  of  a  problem  in  the  system.  But  I  would 
suggest  to  you  there  are  more  than  enough  dollars  being  spent  on 
the  U.S.  health  care  system  that  you  do  not  have  to  experience  Ca- 
nadian waiting  times  for  at  least  40  years  were  you  to  introduce 
some  of  the  approaches  in  the  Canadian  system. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Stoughton  follows:] 


380 


W.   VICKERY  STOUGHTON 
CHIEF  EXECUTIVE  OFFICER 
TORONTO  GENERAL  HOSPITAL 

Mr.  Chairman,  Ladies  and  Gentlemen, 

Than*  you  for  inviting  me  to  comment  on  the  GAO  report  on 
Canadian  Health  Tr.aurance  lessons  for  the  United  States.  As  a  bit 
of  background,  I  have  been  running  the  largest  teaching  hospital  in 
Canada  since  moving  to  Canada  in  1981  from  Boston.  In  Boston  I 
worked  as  the  CEO  and  COO  of  Harvard  teaching  hospitals. 

I  am  an  American  by  birth,  by  upbringing,  by  education,  by 
military  service  and  by  employment  until  1981.  Since  1981  I  have 
lived  in  Canada  and  worked  as  the  Chief  Executive  officer  of  the 
Toronto  General  Hospital  and  more  recently  CEO  of  the  Toronto 
Hospital  which  is  a  merger  of  The  Toronto  General  and  Toronto 
Western  Hospitals.  The  Toronto  Hospital  now  manages  over  1600 
beds,  discharges  about  50,000  patients  each  year  and  treats  more 
than  700,000  annual  patients  in  outpatient  clinics.  The  hospital 
runs  home  care  services,  outreach  programs  and  is  starting  Canada's 
first  health  maintenance  organization. 

On  July  1,  1991  I  will  be  returning  to  the  United  States  to 
begin  a  new  job  as  the  Chief  Executive  Officer  of  Duke  University 
Hospital  and  Vice  Chancellor  of  Health  Affairs  for  Duke  University. 

I  spent  three  years  in  the  U.S.  Army  Medical  Service  Corps  and 
these  combined  with  eight  years  in  Boston  and  ten  years  in  Canada 
represents  more  than  twenty  years  in  health  care  management  almost 
equally  split  on  both  sides  of  the  border. 

First,  I  must  compliment  the  GAO  on  so  succinctly  and 
accurately  defining  the  structural  components  of  the  Canadian 
Health  Care  system  that  have  enabled  Canada  to  control  costs  while 
providing  health  insurance  to  every  individual  legally  residing  in 
Canada  without  co-payments  or  deductibles  for  the  last  twenty 
years.  The  Canadian  Health  System  demonstrates  that  the  U.S.  could 
provide  health  Insurance  to  everyone  without  spending  as  much  money 
as  the  U.S.  currently  spends  on  health  care.  This  report 
demonstrates  accurately  that  by  adapting  key  cost  control 
mechanisms  of  the  Canadian  system,  the  U.S.  could  provide  health 
insurance  to  everyone  without  coet  increases.  In  my  opinion  these 
mechanisms  would  have  to  be  Americanized. 

As  pointed  out  in  the  GAO  report,  Canada  relies  on  four  key 
mechanisms  to  control  costs: 

1)  Single  payor 

2)  Hospital  Global  Budgeting 

3)  Technology  Rationalization 

4)  Control  over  phyeician  training  poeitione  and 
greater  control  over  profeeeionel  feee 

What  has  the  health  care  eyetem  done  for  Canadians?  What  is 
the  acceptance?  What  are  the  problems?  And,  would  similar 
approaches  work  in  the  U.S.? 


1 


381 


The  Canadian  Health  Care  System  has  served  all  Canadians 
equally.  The  system  is  by  far  the  most  popular  social  prcgrar 
provided  through  government  funding  and  has  consistently  beer,  rated 
by  the  public  as  meeting  the  public  needs.  This  expression  of 
satisfaction  vas  most  recently  communicated  in  the  last  six  wee<s 
in  a  public  opinion  poll,  Over  35*  of  the  public,  in  spite  of 
waiting  tines,  are  very  satisfied  with  the  Canadian  Health  Care 
system. 

Yes,  but  Canadians  are  not  Americans  and  Americans  would  not 
accept  waiting  times.  As  an  American  married  to  an  American  living 
in  Canada,  both  of  us  have  found  many  many  more  similarities 
between  Canadians  and  Americans  than  differences.  Canadians  like 
Americans  are  concerned  about  world  events,  about  employment,  about 
crime,  environment,  poverty,  education,  health,  social  justice  ar.d 
taxes.  Canadians  are  friendly  and  outgoing  but  not  hesitant  to 
criticize.  They  are  concerned  about  the  U.S.,  the  impact  of  free 
trade,  U.S.  industry,  its  culture  and  products  and  their  impact  on 
employment  and  attitudes  in  Canada.  They  are  more  conservative  or. 
average  and  more  trusting  of  government.  They  and  their  industry 
have  a  much  closer  relationship  with  local  and  federal  governments. 
Providers  of  health  care  in  Canada  negotiate,  debate  and  resolve 
issues  directly  with  local  government.  Canadian  Heaith  Care 
providers  would  never  use  the  courts  to  mediate  differences  with 
the  government  although  Canadian  law  is  similar  in  most  aspects. 
And  by  far  the  vast  majority  of  Canadians  believe  that  Canada  has 
a  better  health  care  system  than  the  U.S.  currently  does.  After 
living  in  Canada  for  ten  years  and  working  with  the  Canadian 
system,  I  agree  with  them. 

Let  me  tell  you  why.  The  first  and  primary  objective  of  ore 
Canadian  National  Insurance  system  is  to  provide  equal  access  to 
everyone.  Another  objective  is  to  do  so  at  a  reasonable  cost.  A 
third  objective  is  to  provide  timely  access  to  appropriate  services 
and  a  fourth  is  to  maintain  high  quality.  The  system  is  structured 
around  controls  and  incentives  which  reinforce  these  objectives. 
The  GAO  report  identified  these  controls  but  the  way  they  interact 
with  each  other  needs  some  explanation.  In  Canada  by  lav  everyone 
has  insurance.  Having  crossed  this  bridge  the  objectives  become 
timely  access,  cost  control  and  quality.  The  cost  control  efforts 
have  been  successful  in  slowing  the  growth  of  health  care  costs  in 
Canada.  Health  care  in  institutions  represents  about  $.50  of  each 
$1  spent  on  health  care.  Institutional  health  care  costs  are 
controlled  through  Global  budgeting  and  through  funding  made 
available  for  new  technologies. 

The  effect  of  these  controls  has  led  to  a  situation  in  which 
the  volume  of  treatment  and  diagnostic  technologies  is  much  lower 
per  population  ratios  in  Canada  than  in  the  U.S.  For  example, 
Ontario  has  many  fewer  cardiac  surgery  programs  per  population  than 
in  the  U.S.  and,  in  fact,  Canadians  have  cardiac  surgery  three 
times  less  frequently  than  their  counterparts  in  the  U.S.  There 
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are  similar  examples  involving  many  other  diagnostic  and  treatment 
technologies.  However,  whenever  studies  are  done  comparing  the 
impact  of  this  control  strategy  on  the  health  of  Canadians,  no 
evidence  can  be  found  that  there  is  a  negative  impact  other  than 
waiting  times.  Before  commenting  on  waiting  times  which  I 
personally  believe  is  the  achilles  heel  of  health  care  in  Canada, 
let  me  talk  about  quality  and  innovation.  My  premise  is  there  is 
no  difference  in  quality  but  te  the  extent  there  is  a  difference, 
the  Canadian  system  performs  overall  at  a  higher  level.  I  don't 
have  specific  evidence  to  prove  this  but  I  offer  the  following 
facts  for  consideration.  Complex  medical  services  are  offered  in 
teaching  hospitals  almost  exclusively.  This  does  create  waiting 
times.  However,  studies  of  complex  treatment  services  - 
cardiovascular,  transplant,  orthopedic,  cancer,  etc.  -  have 
consistently  shown  that  the  number  of  patients  treated  annually 
impacts  on  quality  and  patient  outcomes.  Larger  volumes  of 
patients  leads  to  greater  experience  and  improved  care.  There  are 
no  tertiary  medical  programs  in  the  Canadian  Health  Care  system 
with  low  numbers  of  patients.  Outcome  indicators  show  Canadian 
centers  achieve  appropriate  outcomes  when  compared  with  outcome 
criteria.  The  same  cannot  be  said  of  all  programs  in  the  U.S. 
because  competition  for  these  complex  services  has  frequently 
resulted  in  low  volumes.  In  other  cases  volumes  are  high  but 
appropriateness  of  the  procedure  is  questionable.  Hence  if  a  major 
study  was  done,  I  believe  the  result  would  demonstrate  that  overall 
Canadians  are  better  served  by  the  tertiary  services  in  Canadian 
teaching  hospitals  than  Americans  are  served  in  many  U.S. 
hospitals,  [recognizing  of  course  that  this  would  not  apply  to 
Duke . ] 

What  about  innovation  in  the  Canadian  system.  Let  me  give 
some  examples.  In  the  Toronto  General  insulin  was  first  used  in 
the  treatment  of  diabetes  in  the  forties  and  fifties.  Heparin  was 
first  used  in  heart  surgery  in  the  fifties.  Lung  transplantation 
was  developed  in  the  late  seventies  and  early  eighties  and  in 
Toronto's  Children*  Hospital  the  cystic  fibrosis  gene  was 
discovered  in  1990.  Does  this  represent  a  system  totally  dependent 
on  the  U.S.  for  creativity  and  innovation? 

Now  what  about  waiting  timee.  When  I  went  to  Canada  in  1981, 
waiting  timee  were  not  as  much  of  a  problem.  By  1983  in  Ontario, 
waiting  times  averaged  about  5  weeks  for  routine  elective 
procedures.  In  1990  a  British  Columbia  study  mentioned  in  the  GAO 
report  found  waiting  times  to  average  19  weeks.  In  Ontario  they 
have  also  grown  longer.  My  experience  with  this  as  a  provider  is 
that  they  can  be  a  problem;  yet  I  remind  the  Committee  that  there 
is  no  evidence  that  they  have  negatively  effected  the  health  of 
Canadians.  However,  I  readily  admit  individual  Canadians  have 
experienced  both  anxiety  and  deteriorating  health  during  the 
waiting  period.  I  also  remind  the  Committee  that  the  waits  have 
not  changed  public  opinion  about  their  satisfaction  with  the 
system. 
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Knowing  that  if  they  have  a  real  emergency  they  will  gat 
immediate  access  and  attention,  Canadians  would  rather  face  the 
anxiety  of  waiting  for  elective  services  than  face  the  continued 
anxiety  of  knowing  a  major  illness  might  bring  about  personal 
bankruptcy  or  denial  of  treatment  because  of  lack  of  resources  to 
pay  for  needed  care. 

Finally  I  would  offer  three  other  thoughts  on  waiting  times. 

1)  Canadians  were  not  sold  a  universal  insurance  system  in 
the  late  sixties  on  the  basis  of  waiting  times.  In  fact  waiting 
times  have  evolved  for  the  last  20  years.  They  could  be  more 
problematic  or  less  depending  on  planning  efforts  and  resource 
allocations,  Hence  adopting  and  adapting  Canadian-like  structures 
into  U.S.  system  does  not  necessarily  mean  giving  U.S.  citizens 
Canadian  waiting  times. 

2)  When  I  was  in  Boston,  many  people  chose  to  come  to  the 
Brigham  for  cardiac  surgery.  They  were  evaluated  and  based  on 
severity  put  on  waiting  lists.  These  lists  often  extended  two  - 
three  months.  This  made  the  surgeons  and  cardiologists  upset. 
Patients  could  have  gone  to  other  providers  and  had  surgery  faster 
but  the  large  majority  chose  to  wait.  Pressure  was  put  on  hospital 
management  to  increase  volume  of  cardiac  surgery. 

In  Canada  people  needing  elective  cardiac  surgery  wait  a 
similar  amount  of  time.  They  do  not  wait  out  of  choice  but  out  of 
necessity.  Longer  waits  result  in  media  attention  and  after  public 
pressure  more  resources  from  government.  Providers  put  pressure  on 
government  through  media  attention  rather  than  through  courts.  As 
I  have  previously  suggested  a  benefit  of  rationalizing  similar 
programs  in  the  US  might  be  that  more  Americans  experience  better 
quality  and  improved  outcomes  even  though  they  may  not  get 
immediate  service, 

3)  Local  governments  in  Canada  are  very  susceptible  to  public 
attitudes  about  health  care.  Canada's  national  insurance  program 
is  the  most  popular  social  program.  Any  government  seen  to  be 
negatively  affecting  the  health  care  system  will  not  do  well  in  the 
next  provincial  election.  Criticism  of  the  health  system  in  the 
media  is  a  strong  component  of  the  checks  and  balances  of  power 
among  health  providers,  public  and  government. 

Adverse  media  coaaents  are  often  cited  as  examples  of  what  the 
Canadian  system  is  really  like.  I  assure  you  that  they  should  not 
be  taken  out  of  the  context  of  the  checks  and  balances  I  mentioned. 
Personally  I  have  found  this  process  much  sore  open  and  solutions 
more  effective  than  court  decisions  which  are  normally  the 
mechanism  used  to  mediate  issues  in  the  U.S.  system. 

The  GAO  report  identified  the  impact  of  global  budgeting.  Let 
me  tell  it  froa  ay  perspective.  First,  global  budgeting  cannot  be 
viewed  out  of  context  with  the  impact  of  the  other  cost  controls  - 
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technology,  medical  manpower  and  administrative  costs.  In  the 
early  seventies  governments  began  to  give  less  money  to  hospitals 
annually  as  part  of  global  budget  increases.  Canadian  hospitals 
found  that  initially  they  had  an  abundance  of  funds  that  could  be 
reallocated  for  the  purpose  of  acquiring  modern  medical  service 
capabilities.  Billing  offices  were  no  longer  needed.  Cost  control 
and  management  of  expenses  quickly  replaced  management  of  revenue. 
Finance  and  accounting  offices  found  they  had  a  workforce  66% 
larger  than  they  needed.  This  was  also  true  in  physician  private 
practices.  The  system  became  unencumbered  administratively.  Over 
the  period  1970-75,  hospitals  stayed  current  by  reallocating 
resources  from  administrative  overhead  to  patient  care  services. 
In  the  late  seventies  most  of  these  redundant  costs  had  been 
reallocated  to  patient  care  services.  Funds  were  never  taken  out 
of  hospital  budgets,  At  the  same  time  fewer  specialists  in 
training  programs  meant  less  pressure  on  community  hospitals  to 
open  up  costly  tertiary  services.  Specialists  gravitated  to 
teaching  centers  and  provincial  governments  provided  special 
allocations  to  accommodate  developing  and  expanding  programs  - 
sometimes  before  the  program  started,  sometimes  after  it  started 
and  had  received  media  attention  and  public  support.  Reallocation 
of  resources  was  left  up  to  hospital  Boards  but  they  too  were,  and 
continue  to  be,  subject  to  media  attention  and  public 
accountability  for  their  actions.  There  is  no  question  in  my  mind 
that  global  budgeting  has  had  a  major  impact  on  cost  control. 
Community  hospital  budgets  are  much  lower  than  similar  sized 
community  hospitals  in  the  states.  They  don't  try  to  compete  for 
high  cost  programs  and  services.  They  have  no  incentive  to  do  so. 
They  don't  have  any  reason  to  add  surgical  specialists  nor  is  there 
pressure  from  such  people  because  their  numbers  are  more 
controlled.  Teaching  hospitals  run  leaner.  They  don't  have  to 
track  charges.  They  provide  services  of  the  same  complexity  of 
U.S.  tertiary  centers  but  do  so  with  less  staff.  Canadian 
hospitals  are  more  cost  efficient.  It  is  true  that  hospitals 
don't  fail  in  Canada  as  this  would  be  seen  by  the  public  as  both  a 
failure  of  the  Board  of  the  hospital  and  also  of  the  local 
provincial  government* 

Examples  of  cost  differences:  Employees  per  bod  in  Canadian 
community  hospitals  -  2  -  2.5  versus  3.0  to  4.5  and  higher  in  U.S.; 
in  Canadian  tertiary  centers  4-4.5  versus  5.5  to  more  than  7.0  in 
U.S.  Another  example,  in  1989  a  California  teaching  hospital 
operated  with  a  budget  of  $230  million  supporting  600  acute  beds 
with  an  occupancy  rate  of  about  85%.  The  1,000  bed  Toronto 
General  Hospital  with  an  occupancy  of  81%  had  an  operating  budget 
of  $220  million  in  Canadian  dollars. 

In  the  Canadian  system  there  are  no  hassels  with  patients  over 
payment;  no  justification  to  third  parties  over  appropriateness. 
While  Canadian  providers  are  constrained  in  the  quantity  of 
services  and  technology  they  can  provide,  the  providers  are  the 
sole  determinates  of  appropriateness.    The  system  does  not  use  a 
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third  party  to  monitor  and  judge  appropriateness  of  admissions, 
length  of  stay,  ate. 

Tha  GAO  raport  haa  suggested  that  thera  is  no  raal  financial 
incentive  in  global  budgeting  to  move  patients  out  of  the  acute 
setting.  Further,  the  report  states  that  an  avaraga  15%  of 
inpatients  are  waiting  placement  in  acute  beds.  However, 
physicians  are  paid  fee  for  service.  For  example,  surgeons  cannot 
earn  fees  if  beds  are  blocked.  Most  acute  care  beds  support 
surgical  or  other  invasive  procedures.  Hence  physiciana  pressure 
hospitals  to  move  patients  along.  In  the  two  acute  care  hospitals 
that  form  the  Toronto  Hospital,  the  average  number  of  patients 
waiting  placement  in  the  1660  beds  is  6%.  This  is  no  different 
than  many  U.S.  centers.  Hence  the  15%  reported  in  the  GAO  report 
is  more  reflective  of  poor  discharge  planning  programs  than  a 
consequence  of  the  Canadian  system. 

Could  the  controls  and  structures  used  in  Canada  be  effective 
in  the  U.S.?  These  controls  and  structures  have  continued  to  allow 
freedom  of  choice  of  provider  on  the  part  of  the  Canadian  public. 
They  have  not  hurt  hospitals  because  they  never  took  resources 
away.  The  gradual  and  incremental  approach  that  changed  hospital 
programs  and  services  was  also  used  to  gradually  change  the 
distribution  of  technology,  and  the  distribution  of  medical 
manpower  across  specialties.  This  gradual  and  incremental  approach 
was  also  used  to  change  fees.  In  the  early  seventies  the  areas  in 
the  system  that  were  immediately  affected  were  the  drop  in 
administrative  costs  coupled  with  health  care  coverage  for 
everyone.  Were  the  U.S.  to  restructure  its  system  the  biggest 
change  would  be  the  impact  on  the  insurance  industry  coupled  with 
the  elimination  of  those  Americans  from  the  ranks  of  those  who 
cannot  afford  health  care.  The  issue  as  I  see  it  is  not  more  money 
but  capturing  the  money  differently  and  using  it  in  an  environment 
with  new  rules  and  new  incentives.  In  every  health  care  system 
providers  will  game  tha  system  by  using  rewards  and  incentives  to 
maximize  their  objectives.  The  trick  is  to  make  sure  that  their 
efforts  support  the  system  objectives  of  equal  access,  cost 
containment,  quality  and  outcome  appropriateness.  In  Canada,  for 
the  most  part,  the  evidence  is  that  they  do  so.  Surely  the  U.S. 
has  the  leadership  and  intelligence  to  adopt  and  adapt  some  of  the 
Canadian  approaches  to  achieve  Universal  insurance  within  current 
expenditure  levels.  Z  believe  it  can  be  done  but  I  know  change  is 
not  easy  and  Z  know  it  is  only  possible  with  committed  leadership. 

Finally  I  would  offer  this  last  anecdote.  Z  was  on  a  program 
in  Massachusetts  speaking  to  small  businesses.  Ons  of  the  private 
insurance  companies  was  on  the  eame  program,  and  commented  that  the 
company  had  the  lowest  administrative  overhead  of  any  third  party 
insurer  in  the  state  and  went  on  to  say  that  it  was  a  myth  that  a 
single  payor  system  would  bring  about  coat  savings.  Using  the 
administrative  overhead  numbers  of  the  company  I  later  pointed  out 
that  were  the  Province  of  Ontario  to  operate  at  the  same  level  of 
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administrative  overhead  that  an  additional  $640  million  would  have 
to  be  added  to  the  provincial  health  care  budget  annually. 

in  summary  the  GAO  report  ia  an  excellent  presentation  of  the 
Canadian  Health  System.  It  suggests  that  the  U.S.  might 
incorporate  Canadian  controls  thereby  freeing  up  funds  to  provide 
universal  insurance  to  all  U.S.  citizens. 

I  believe  that  the  solution  for  the  U.S.  is  to  looJc  for  ways 
to  build  on  the  strengths  of  the  U.S.  system  by  incorporating 
Canadian  incentives  and  controls  in  ways  that  are  uniquely 
American.  Perhaps  the  biggest  message  from  Canada  is  the 
prioritization  of  goals  and  objectives.  Clearly  the  primary  goal 
is  to  provide  universal  insurance.  All  other  goals  and  objectives 
support  this  primary  goal.  The  message  to  the  U.S.  is  to  agree  on 
the  primary  goal  -  hopefully  it  will  be  the  same  as  Canada's. 
Thank  you.  \ 
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Mr.  Conyers.  I  want  to  thank  all  the  witnesses. 
I  only  have  two  questions. 

Ms.  Burch,  what  happened  to  public  hospitals  and  the  idea  of 
nonprofits  in  the  American  system?  We  are  down  to  a  handful  of 
hospitals.  Public  hospitals  have  closed.  That  is  where  you  go  in  the 
city  when  you  are  turned  away  from  every  place  else.  They  are 
usually  booked  to  capacity.  The  medical  staff  is  frequently  over 
worked. 

It  seems  to  me  that  this  is  an  at-risk  system  and  I  would  like 
you  to  explain  to  us  in  some  kind  of  historic  way  how  this  came 
about  and  what  has  gone  on. 

Ms.  Burch.  There  is  no  easy  answer  to  the  question.  One  of  the 
problems,  as  you  know,  is  in  the  past  10  years  more  and  more  of 
the  burden  of  social  safety  net  has  fallen  on  the  cities.  Some  cities, 
not  as  many  as  you  might  think,  have  not  been  able  to  keep  their 
public  hospitals  open.  Philadelphia  General  has  closed,  as  have  a 
few  others. 

More  hospitals  have  downsized;  some  have  changed  to  a  not-for- 
profit  technical  status,  and  the  county  government  is  still  contract- 
ing with  the  faculty  for  services. 

The  problem  the  hospitals  are  truly  facing,  though,  is  that  the 
cities  and  local  governments  are  hurting  also.  So,  for  instance,  if 
Congress  does  a  Medicaid  expansion,  the  hospital  itself  does  not 
necessarily  get  a  lot  more  money,  because  very  coincidentally  you 
might  see  the  county  or  local  subsidies  decrease  by  a  dollar  figure 
close  to  the  figure  that  had  come  in  the  other  way. 

Those  hospitals  are  at  a  strange  point.  If  more  of  these  hospitals 
go  under,  that  might  be  an  incentive  for  the  health  system  reform, 
although  many  of  the  patients  who  come  in  are  disenfranchised; 
they  come  too  late  and  they  are  costly. 

If  we  had  a  better  system  of  preventive  care,  you  wouldn't  have 
the  need  to  shore  up  hospitals  as  much,  and  we  would  be  support- 
ive of  that. 

Mr.  Conyers.  Doesn't  this  have  a  tremendous  impact  on  African- 
Americans  and  minority  citizens  who  frequently  find  themselves 
within  a  city,  municipal  setting,  and  they  end  up  being  the  primary 
users  of  these  hospitals,  bringing  the  most  long  term,  outstanding 
illnesses  usually,  with  the  least  amount  of  insurance,  so  that  all  of 
these  factors  are  now  hitting  us? 

At  the  same  time,  I  seem  to  notice  a  trend  of  more  hospitals  mov- 
ing out  of  the  city.  They  are  locating  away  from  the  unreimburs- 
able  population;  people  who  have  no  way  of  paying  whatsoever. 

Is  that  still  going  on? 

Ms.  Burch.  That  is  still  going  on. 

There  are  several  things  you  addressed.  First  of  all,  in  our  hos- 
pitals, these  are  majority  patients,  not  minority  patients  in  the 
bulk  of  our  hospitals.  We  are,  however,  finding,  because  of  the  fail- 
ures of  the  education  system,  people  no  longer  interested  in  health 
careers,  which,  as  you  know,  in  the  inner  city  are  good  jobs.  You 
can't  keep  a  hospital  if  you  can't  attract  good  technologists,  good 
nurses. 

There  is  a  real  problem  that  the  cities  need  to  face  up  to,  which 
is  both  giving  jobs  to  their  people  and  serving  their  people  in  a 
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health  care  capacity.  This  is  something  we  have  been  trying  to  get 
some  attention  to  for  a  while. 

Mr.  Conyers.  Well,  that  touches  also  on  the  training,  not  only 
of  health  personnel,  but  doctors  themselves.  There  is  a  great  dif- 
ference between  our  system  and  others  in  which  most  of  the  costs 
of  training  a  medical  person  are  largely  subsidized.  We  have  people 
coming  out  with  huge  debts,  then  face  opening  a  practice  which  is 
another  huge  debt;  and  there  is  less  enthusiasm  on  the  part  of  peo- 
ple that  want  to  go  into  health  careers  for  doing  that. 

I  think  it  is  something  that  has  to  be  considered  as  we  talk  about 
this  change. 

Ms.  Burch.  I  think  what  you  have  to  look  at  very  closely  is  what 
Medicaid  is  now  paying  physicians.  With  all  deference  to  the  medi- 
cal profession,  no  doctor  can  open  a  private  practice  in  Harlem  and 
be  reimbursed  $11  a  visit  and  be  able  to  pay  the  overhead  and 
rent,  even  on  a  storefront.  That  is  what  is  happening  in  the  city 
of  New  York. 

Therefore,  they  come  to  the  public  hospital,  too  late  and  too  sick. 
Mr.  Conyers.  Right. 

Mr.  Stoughton,  I  want  to  reraise  the  discussion  of  whether  we 
have  come  to  a  point  in  time  where  we  have  to  consider  a  single 
payer,  and  what  experience  or  views  you  have  about  the  employer- 
mandate  system. 

It  seems  that  much  of  this  debate  is  beginning  to  settle  in  those 
terms;  whether  we  make  a  little  improvement  with  no  control  over 
costs;  or  whether  we  go  to  a  single  payer  and  then  put  in  global 
budgeting  and  some  fee  scheduling  so  that  we  really  get  a  fix  on 
the  costs. 

Mr.  Stoughton.  I  personally  don't  believe  one  can  reform  the 
system  without  control  over  the  dollars.  I  don't  believe  that  control 
over  the  dollars  means  taxation;  I  think  it  means  capturing  the  dol- 
lars currently  being  spent  in  a  different  way. 

Whether  or  not  employees  pay  into  some  kind  of  federally  man- 
dated system,  I  think,  is  something  for  you  people  to  decide  about 
how  to  do  it.  But  if,  in  fact,  reform  is  going  to  start,  it  has  to  start, 
in  my  opinion,  with  control  over  the  money. 

The  providers  will  respond  to  the  incentives  in  the  system  wheth- 
er we  are  in  Canada  or  the  United  States.  We  all  try  to  game  the 
system  within  our  ethics  and  within  our  values  and  within  every- 
thing else,  but  we  all  respond  to  dollars.  Depending  on  how  the  dol- 
lars are  directed,  that  is  the  way  we  will  respond. 

If  the  dollars  create  incentives  to  overutilize  or  the  dollars  create 
incentives  to  compete,  we  are  going  to  compete;  and  those  are  going 
to  be  objectives  along  with  treatment.  What  Canada  has  done  is 
changed  some  of  the  incentives,  such  that  they  support  care. 

Now,  again,  I  am  not  saying  Canada  has  been  wise  in  every  deci- 
sion. Some  of  the  decisions  on  allocation  of  technology  have  been 
anything  but  wise,  but  hopefully,  another  well-thought-out  system 
wouldn't  repeat  the  same  mistakes  that,  on  occasion,  Canada 
makes. 

Canada  has  innovation.  I  made  comments  about  innovation  in 
the  submission  that  I  gave  you.  Don't  for  a  second  think  that  the 
Canadian  system  is  without  creativity  and  innovation.  In  fact,  Hon- 
orable Members  of  this  group  and  honorable  Members  of  the  Sen- 
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ate  have  come  to  our  hospital  to  receive  care.  If  the  quality  of  our 
programs  were  so  poor,  I  cannot  imagine  that  educated  Members 
of  this  Government  would  come  to  Canada  to  receive  that  care. 

Mr.  Conyers.  Well,  do  you  see  us  getting  much  further  down  the 
line  with  employer  mandates? 

Have  you  haa  any  experience  with  that?  Or  do  you  take  a  pass 
on  that? 

Mr.  Stoughton.  I  think  I  would  rather  pass  on  that  one  right 
now.  I  just  haven't  given  it  any  thought. 
I  am  sure  Mr.  Pollack  would  respond  to  it. 

Mr.  Conyers.  I  think  I  understand  where  the  representative  of 
the  hospitals  comes  from.  He  can't  be  the  first  to  come  forward  to 
advocate  global  budgeting.  That  is  where  the  pressure  point  really 
is  here,  in  addition  to  medical  fees. 

We  have  these  costs  that,  unless  we  put  a  cap  on  them,  are  never 
going  to  stop  rising.  Costs  have  been  going  up,  up,  up,  $650  to  $750 
billion.  It  will  hit  a  trillion  somewhere  as  we  turn  the  century. 

So  I  can't  ask  the  hospital  representative  to  tell  me  why  he 
would  like  to  try  this  out,  to  cap  these  costs. 

Mr.  Pollack.  I  would  be  delighted  to  respond, 

Mr.  Conyers.  Well,  I  will  ask  you  anyway. 

Mr.  Pollack.  I  think  it  is  important  to  recognize  that  on  the  hos- 
pital side  already,  an  average  hospital,  roughly  half  of  their  reve- 
nues are,  in  fact,  capped — rates  set,  set  in  concrete  through  the 
Medicare  and  Medicaid  system. 

We  have  worked,  back  in  1983,  to  put  into  effect  a  whole  new 
system  that  essentially  established  a  cap  on  those  amounts.  So  we 
have  already  been  and  continue  to  operate  under  that  kind  of  sys- 
tem. 

Mr.  Conyers.  So  why  do  they  keep  going  up? 

Mr.  Pollack.  First  of  all,  on  the  hospital  side  of  the  equation, 
you  know,  when  you  look  at  the  gross  national  product,  the  hos- 
pital portion  of  the  gross  national  produce  has  been  relatively  level 
since  1982,  at  somewhere  around  4.3  percent. 

So  a  lot  of  the  growth,  from  our  perspective,  is  not  going  on  in 
the  hospital,  and  much  of  the  growth  that  is  going  on  under  the 
Government  programs  is  legitimate  in  the  fact  that  there  are  more 
people  being  covered  and  that  the  intensity  of  the  service  in  the 
hospital  has  increased  substantially  as  we  have  moved  other  people 
out  of  the  hospital  into  alternative  settings,  so  the  people  that  are 
in  the  hospital  are  a  lot  sicker  than  they  used  to  be  and  they 
consume  more  resources. 

So  Government-set  rates  are  something  that  we  have  been  oper- 
ating with  for  a  long  time,  and  the  experience  is  one  that  causes 
us  concern  to  move  it  to  the  whole  private  sector. 

Mr.  Conyers.  I  think  I  would  be  misquoting  you  if  I  left  this 
hearing  saying  that  you  are  used  to  global  budgeting  and  you  are 
in  it  now,  so  if  we  imposed  it,  it  wouldn't  change  too  much. 

Mr.  Pollack.  We  are  not  used  to  global  budgeting.  What  we  are 
used  to,  under  Medicare,  is  set  rates  under  the  prospective  pay- 
ment system;  and  our  experience  in  those  set  rates  and  the  hos- 
pital financial  conditions  as  a  result  of  those  set  rates  is  one  that 
causes  us  grave  concern  in  moving  it  to  the  private  side  of  the 
equation,  as  well. 
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Mr.  Conyers.  Thank  you  so  much. 
Mr.  Stoughton. 

Mr.  Stoughton.  I  would  make  a  comment  on  employer  man- 
dates. 

They  may  help  in  providing  coverage,  but  employer  mandates  in 
the  absence  of  cost  control  are  not  going  to  solve  the  problem.  In 
fact,  small  employers  and  large  employers  are  just  going  to  scream 
louder  about  the  rising  costs. 

In  Canada,  as  an  example,  the  component  of  the  system  that  is 
most  out  of  control  from  a  cost  point  of  view  are  those  components 
that  are  associated  with  volume  reimbursement — direct  costs,  phy- 
sician visit  costs.  If  there  is  no  cap  on  the  number  of  visits  a  year, 
the  number  of  times  a  patient  can  see  a  physician,  the  costs  go  up 
at  an  unpredictable  level.  Canada  tries  to  control  that  by  mandat- 
ing lower  fees,  and  does  it  somewhat  effectively. 

Canada  is  prepared  to  allow  those  costs  to  advance  faster  simply 
because  50  percent  of  every  dollar  is  tightly  controlled — in  fact, 
more  than  50  percent.  The  reason  I  say  more  than  50  percent  is 
because  Canada  does  not  allow  technology  to  be  put  out  in  a  com- 
munity outside  of  a  global  budget  requirement.  The  physician  can- 
not open  a  diagnostic  center  or  treatment  center  out  in  a  commu- 
nity without  getting  an  approved  global  budget. 

So  the  only  part  of  the  Canadian  system  that  is,  in  a  sense,  out 
of  control  from  a  cost  point  of  view  is  that  directly  related  to 
nonglobal  or  volume-driven  fees.  And  if  one  were  to  mandate  cov- 
erage in  the  absence  of  cost  control,  you  will  not  solve  the  problem. 

Mr.  Conyers.  And  we  don't  have  any  controls  there.  Hospitals 
compete  across  the  street  from  each  other  to  bring  in  high-tech 
equipment.  That  goes  on  city  after  city. 

Mr.  Stoughton.  Those  are  the  incentives  in  the  system  right 
now. 

Mr.  Conyers.  That  is  what  is  there.  That  is  why  it  seems  to  me 
that  we  have  to  talk  about  cost  controls  that  work  with  reference 
to  any  system  we  bring  in. 

Mr.  Stoughton.  I  am  unencumbered  by  a  constituency,  but 
within  6  months,  I  will  be  saying  something  entirely  different,  be- 
cause that  is  the  nature  of  the  system  I  will  be  working  in. 

Mr.  Conyers.  We  trust  your  conscience  and  your  convictions  will 
lead  you  to  make  the  same  good  statements  that  you  are  making 
here  today. 

I  would  like  to  recognize  Mr.  Frank  Horton. 

Mr.  Horton.  Thank  you,  Mr.  Chairman. 

Mr.  Pollack,  if  you  had  a  single  payer,  government-run  health  in- 
surance system,  would  you  in  the  hospital  system  realize  lower  ad- 
ministrative costs,  in  your  opinion? 

Mr.  Pollack.  Not  in  

Mr.  Horton.  This  is  one  of  the  things  the  GAO  report  pointed 
out  with  regard  to  the  Canadian  system,  that  much  of  the  adminis- 
trative costs  have  been  eliminated.  I  think  that  is  right,  isn't  it, 
Mr.  Stoughton? 

Mr.  Stoughton.  Yes. 

Mr.  Horton.  Basically,  that  is  one  of  the  incentives. 
Mr.  Pollack.  One  of  the  things  that  we  have  done  in  this  coun- 
try, unlike  other  countries,  is  that  we  have  made  great  advances 
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in  knowing  an  awful  lot  about  what  we  do  in  health  care  and  what 
we  do  in  our  hospitals;  and  a  lot  of  that  is  the  result  of  billing  sys- 
tems and  systems  that  are  already  in  place. 

When  you  look  at  what  we  do  to  monitor  quality  and  the  struc- 
ture that  is  set  up  along  those  lines,  the  release  of  mortality  data 
that  the  Health  Care  Financing  Administration  puts  out  on  an  an- 
nual basis  to  let  people  assess  what  they  are  doing  and  where  they 
need  to  look  closer,  when  you  look  at  all  the  work  we  are  doing  in 
terms  of  looking  at  evaluating  clinical  outcomes  and  the  research 
being  attempted  to  establish  medical  practice  parameters. 

All  of  that  stuff  requires  a  lot  of  administrative  structure,  and  if 
we  are  to  retain  a  lot  of  the  work  that  is  being  done  in  those  areas, 
which  I  believe  we  would  want  to  retain  and  which  there  is  wide- 
spread support  to  retain,  then  I  think  it  will  be  tough  to  realize  the 
kind  of  savings  that  result  from  the  single-payer  concept. 

Mr.  Horton.  Mr.  Stoughton,  how  would  you  answer  that  ques- 
tion? 

Mr.  Stoughton.  I  wouldn't  agree  with  that.  Not  that  I  believe 
that  the  information  is  unimportant;  I  think  it  is  very  important. 
But  a  lot  of  that  information  exists  within  the  Canadian  system. 
The  real  question  is,  is  there  incentive  to  use  it?  Frankly,  it  has 
not  been  used  in  the  depth  that  it  should  be  used,  and  that  is  start- 
ing to  change. 

The  reality  is,  though,  that  most  of  the  provincial  health  care 
system  is,  in  terms  of  administrative  overhead,  run  at  about  a  3 
to  3.5  percent  rate  of  the  total  cost.  I  made  some  comments  in  the 
written  report  I  gave  you,  comparative  comments  about  what 
would  happen  were  the  provincial  system  in  Canada  to  run  at  the 
lower  cost  ranges  that  exist  within  insurance  companies  in  the 
United  States,  which,  if  they  get  down  to  7  to  7.5  percent,  they 
think  is  quite  low  and  quite  reasonable.  Yet,  in  the  provincial 
health  system  in  Ontario,  that  would  have  added  $640  million  a 
year  to  the  health  care  budget,  were  they  to  go  from  3.5  to  7.5  per- 
cent. 

Likewise,  in  Canadian  hospitals  in  the  early  1970's  and  as  it 
played  out  between  1970  and  1975,  two-thirds  of  the  finance  and 
accounting  office  and  information  systems  office  disappeared.  That 
money  wasn't  taken  away  from  hospitals;  that  money  was  redi- 
rected toward  patient  care  services.  So  there  was  a  substantial  sav- 
ings, and  you  have  heard  testimony  on  that  earlier  today. 

The  question  becomes,  can  you  minimize  the  overhead  and  retain 
the  information? 

I  would  hope  that  there  is  enough  automation  now  in  U.S.  hos- 
pitals to  allow  that  to  occur.  Canada  has  been  slow  to  introduce  au- 
tomation, and  it  has  been  a  problem;  but  some  of  the  hospitals,  like 
the  one  I  run,  have  as  sophisticated  an  information  system  as  any 
hospital  here  in  the  States. 

Mr.  Horton.  What  about  the  billing  system  in  Canada?  That  is 
one  of  the  big  problems  we  have  in  our  hospitals. 

Mr.  Stoughton.  The  only  thing  that  Canadian  hospitals  bill  for 
is  the  telephone  charge,  basically,  if  the  patient  wants  it. 

We  might  bill  an  insurance  company  for  some  services  that  are 
not  covered  by  the  health  care  system  in  Canada.  It  is  to  our  bene- 
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fit  to  do  that,  so  we  do  a  little  bit  of  billing;  but  we  are  not  tracking 
charges  the  way  U.S.  hospitals  are. 

In  terms  of  physician  fees,  it  is  very  straightforward.  The  doctor 
sends  in  a  tape  now,  based  on  a  fee  schedule  that  has  been  ap- 
proved by  the  government  and  by  the  local  medical  association,  and 
gets  automatically  reimbursed  by  the  single  payer,  which  is  the 
government  in  each  Province. 

Mr.  Horton.  One  of  the  big  problems  we  have  in  this  country 
relates,  of  course,  to  the  medical  and  the  hospital  professions.  As 
they  relate  to  the  present  system,  of  course,  these  professions  are 
pretty  much  on  their  own.  Each  one  in  each  area,  the  doctors,  al- 
though there  are  some  fee  schedules  that  we  have  to  operate  under, 
but  for  the  major  portion  of  their  practice,  most  doctors  have  the 
option  of  making  the  charges  or  billing,  and  the  hospital's  bill,  basi- 
cally on  what  they  feel  is  justified  or  based  on  whatever  their  prac- 
tice experiences  are,  and  that  sort  of  thing. 

You  were  talking  about  the  doctors  in  New  York  City  who  have 
the  very  heavy  expenses.  They  have  to  make  that  up  in  mal- 
practice, which  is  another  problem  here. 

My  first  question  is:  What  has  the  Canadian  system  done  with 
regard  to  the  medical  profession?  My  second  question  is:  What  has 
it  done  with  regard  to  the  hospital  system  in  Canada  vis-a-vis  what 
we  have  in  this  country? 

Mr.  Stoughton.  In  the  1970's,  hospital  budgets  were  capped,  so 
whatever  your  budget  was  in  1969,  that  became  the  base  for  the 
global  budget  in  1970  when  the  universal  insurance  system  start- 
ed. Nothing  was  taken  away,  and  from  that  point  on,  only  inflation 
was  added,  or  if,  in  fact,  you  had  an  approved  program,  you  got  ad- 
ditional resources  added  to  your  global  base  to  pay  for  the  costs  of 
running  that  approved  program.  Those  approved  programs  might 
be  associated  with  new  diagnostic  technology  or  treatment  capabili- 
ties. 

You  always  have  the  discretion  to  reallocate  internal  resources  to 
accommodate  new  medical  capability.  A  lot  of  that  has  occurred 
within  Canadian  hospitals. 

Insofar  as  the  senior  physicians  are  concerned,  the  fee  schedule 
is  set,  and  it  covers  the  entire  Province,  irrespective  of  location.  A 
physician  in  a  remote  area  will  receive  exactly  the  same  fee  as  a 
physician  in  the  major  city. 

Mr.  Horton.  We  have  had  some  experience  with  wage  control 
and  price  control.  We  have  had  that  since  I  have  been  in  the  Con- 
gress; for  example,  in  the  Nixon  years  we  put  on  wage  and  price 
controls. 

As  a  result,  it  skewed  the  system.  I  can  remember  in  Rochester, 
NY,  a  friend  of  mine  had  an  eight-quart  basket  of  tomatoes  which 
would  cost  $1  or  $1.25,  with  wage  and  price  controls — price  control, 
in  this  case — but  he  had  no  tomatoes.  We  didn't  have  fertilizer. 
Wage  and  price  control  skews  the  system. 

What  is  the  control  system  doing  with  regard  to  the  system  in 
Canada?  You've  got  a  technology  control,  you  indicated;  you've  got 
a  fee  schedule  control;  you've  got  a  control  with  regard  to  hospitals. 
What  does  this  do  with  respect  to  the  system?  Why  is  that  different 
from  wage  and  price  controls,  if  it  is? 
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Mr.  Stoughton.  Well,  first  of  all,  the  issue  is  really,  what  does 
it  do  to  the  patient?  What  it  does  to  the  patient  is,  the  patient  has 
freedom  of  choice  of  provider.  The  patient  can  go  to  any  provider 
they  want  whenever  they  want  with  no  questions  being  asked. 

Now,  can  the  provider  deliver  the  services  to  the  patient  at  that 
time?  Well,  the  answer  is,  depending  on  the  type  of  problem,  some- 
times yes,  sometimes  no.  Sometimes  that  provider  will  have  to 
refer  the  patient  outside  of  the  local  community  to  a  service  that 
is  only  located  in  another  community.  Then  the  system  intervenes 
and  provides  transportation  for  that  patient  to  that  other  commu- 
nity. 

So  planes  will  be  sent  or  bus  tickets  will  be  delivered  or  what- 
ever the  patient  may  choose.  In  fact,  if  I  live  in  northern  Ontario, 
I  will  get  $400  to  go  to  Toronto  to  receive  care  for  coronary  artery 
disease,  and  that  is  the  price  of  a  plane  ticket.  If  I  choose  to  take 
the  bus,  I  pocket  the  difference. 

So  essentially  what  it  represents  is,  the  system  has  ability  in  a 
way  to  serve  the  patient  which  is,  from  the  patient's  point  of  view, 
often  not  as  convenient  as  it  could  be,  because  they  have  to  leave 
their  local  community.  That  is  what  the  patient  experience  is.  They 
get  access,  but  it  is  not  as  convenient. 

Mr.  Horton.  Mr.  Pollack,  what  would  your  comment  be  with  re- 
gard to  that  situation — the  hospital  system  that  we  have  now — if 
we  had  something  like  what  we  are  talking  about  here,  single 
payer? 

Mr.  Pollack.  Again,  there  are  all  sorts  of  tradeoffs  that  are  in- 
volved in  this.  You  know  the  tradeoff  for  going  with  a  single  payer 
are  some  of  the  things  that  Vic  mentioned. 

We  have  concerns  about  our  experience  in  government-set  rates. 
I  think  that  that  is  what  health  care  reform  is  about. 

There  are  a  lot  of  different  tradeoffs,  and  if  you  go  with  the  Ca- 
nadian type  of  approach,  I  think  we  have  to  be  prepared  for  the 
kinds  of  tradeoffs  that  we  are  talking  about,  many  of  which  I  really 
think  a  iot  of  people  will  have  problems  with. 

Mr.  Horton.  That  is  encouraging. 

One  other  question,  Mr.  Stoughton,  with  regard  to  technology 
control.  I  understand  some  Canadians  come  to  the  United  States 
to  get  their  medical  treatment.  I  assume  that  that  is  because  they 
don't  have  the  same  technology  in  Canada. 

Mr,  Stoughton.  No,  no. 

Mr.  Horton.  Is  Canada  worse  off  with  respect  to  technology  than 
we  are? 

Mr.  Stoughton.  Canada  has  the  same  technology;  they  have  it 
in  much  less  volume.  In  other  words,  you  don't  find  the  same  num- 
ber of  MR  machines;  you  don't  find  tne  same  number  of  coronary 
artery  and  cardiac  surgery  centers  in  a  major  city  that  you  would 
find  in  the  U.S.  cities.  You  don't  find  the  same  number  of  dialysis 
centers,  et  cetera.  They  just  don't  exist. 

You  don't  find  the  same  situation  with  litho  trip  tors.  Let  me  use 
lithotripty  as  an  example;  this  is  a  technology  that  crunches  kidney 
stones,  noninvasively. 

Ontario  has  a  population  base  of  9.5  million  people.  The  govern- 
ment asked  a  committee  to  make  recommendations  on  the  place- 
ment of  lithotriptors  in  the  Province  of  Ontario.  The  committee 
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evaluated  the  incidence  of  stone  disease  within  the  population  of 
9.5  million,  given  age,  sex,  and  demographic  considerations,  and 
concluded  that  three  lithotriptors  were  needed  for  the  entire  Prov- 
ince, and  made  a  recommendation  on  where  they  should  be  placed 
in  terms  of  different  population  centers. 

That  is  the  approach  of  introducing  new  technology.  That  was  a 
rational  approach,  and  with  a  wise  government,  that  works  well. 

Contrast  that  with  a  market-competition  base,  where  every  hos- 
pital in  the  city  acquires  the  technology  for  the  sake  of  capturing 
the  market.  You  can  begin  then  to  see  the  differences  in  health 
care  costs. 

Who  is  to  say  which  serves  the  public  better?  The  technology  is 
there.  In  the  Canadian  system,  you  have  to  wait,  but  the  choices 
are  made  by  providers  as  to  who  ought  to  be  placed  where  on  the 
queue,  so  that  the  more  immediate  cases  get  bumped  up  on  the 
queue  and  the  less  immediate  cases  get  moved  back  in  the  queue. 
Providers  make  those  choices. 

The  third  party,  the  payer,  has  nothing  to  do  with  that  choice. 

Mr.  HORTON.  Tiiank  you,  Mr.  Chairman. 

Mr.  CONYERS.  Thank  you  very  much. 

Mr.  Horton.  I  want  to  thank  the  members  of  the  panel.  This  has 
been  very  helpful. 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

I  also  want  to  thank  you  for  your  testimony.  I  just  wanted  to  ask 
Mr.  Pollack  and  Ms.  Burch  if  we  do  not  move  to  a  single-payer  sys- 
tem, I  think  it  is  agreed  we  are  talking  about  almost  a  quarter  of 
the  cost  of  health  care  in  this  country,  attributed  to  administrative 
costs.  If  we  don't  move  in  the  direction  of  a  single-paver  system, 
or  don't  deal  with  global  budgeting  in  some  way,  now  do  we  really 
take  on  cost  control  aspects  of  the  system? 

I  view  that,  the  access,  as  a  very  serious  problem,  but  I  have  to 
be  honest  with  you,  I  view  the  cost  that  people  are  experiencing 
and  the  cost  of  the  system  as  being  the  most  significant  that  we 
have  to  try  to  cope  with. 

Mr.  Pollack.  I  think  one  of  the — if  I  may — one  of  the  interesting 
things  about  this  debate  thus  far  is  that  there  seems  to  be  an  awful 
lot  of  agreement  among  a  lot  of  people  on  the  cost-control  side, 
short  of  single  payer  or  global  budgeting,  where  we  can  begin  to 
move.  That  involves  the  small  group  health  insurance  market  re- 
forms, involves  providing  incentives  for  managed  care,  involves  re- 
ducing unnecessary  care  through  the  practice  parameter  concepts. 

It  involves  malpractice  reform;  it  involves  talking  about  the  de- 
velopment of  guidelines  for  appropriate  use  of  technology  and  spe- 
cialized services;  it  involves  looking  at  antitrust  laws  that  impede 
collaboration  among  providers. 

So  there  are  already  a  series  of — a  list  of  things  that  would,  in 
fact,  reduce  costs,  that  we  ought  to  begin  to  move  on  and  move  on 
quickly,  many  of  which  are  part  of  the  Pepper  Commission  report. 

Mr.  Conyers.  Mr.  Pollack — Ms.  DeLauro,  might  I  beg  your  indul- 
gence. 

Mr.  Stoughton  has  10  minutes  left.  What  I  would  like  to  do  is 
ask  if  any  of  you  three  wanted  to  ask  any  questions  of  him,  and 
then  we  will  come  back  to  you,  Ms.  DeLauro. 
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Ms.  DeLauro.  I  have  a  question  that  was  asked.  I  just  want  to 
say  that  I  hope  your  views  will  be  as  strong  as  they  are  now  when 
we  see  you  again  in  6  months,  back  in  this  country. 

Mr.  Conyers.  Then  Mr.  Shays  and  Mr.  Sanders  for  questions  to 
Mr.  Stoughton. 

Mr.  Shays.  Thank  you  very  much.  It  is  almost  a  caution  maybe, 
but  I  feel  in  some  ways,  we  are  a  little  too  cavalier  here  to  the  very 
distinct  differences  between  Canada  and  the  United  States. 

I  come  back  to  the  tort  reform.  They  don't  have  the  same  legal 
system  in  Canada  that  we  have  here.  We  do  not  have  the  same 
number  of  lawyers  here  that  they  have  in  Canada.  And  I  just 
would  love  your  general  response  to  that. 

We  have  a  tremendous  number  of  poor  that  are  crossing  over  our 
borders,  that  Canada  is  not  facing.  I  could  go  on  and  on  and  on. 

I  would  make  one  last  comment.  Our  urban  areas  are  in  decay. 
Maybe  Canada  is  faced  with  that  same  challenge,  but  if  you  would 
respond. 

Mr.  Stoughton.  There  is  much  more  social  equity  in  Canada 
"than  in  the  United  States. 
Mr.  Shays.  Social  what? 

Mr.  Stoughton.  Equity.  Social  justice.  Canadians  tend  to  be 
more  conservative.  Canadians  tend  to  trust  and  rely  on  government 
in  a  much  different  way  than  has  been  done  in  the  United  States. 

I  am  not  about  to  tell  you  that  there  are  not  differences,  but  I 
can  tell  you  that  if  you  go  back  and  look  at  the  media  literature 
in  the  1960's  and  1970's,  as  Canada  was  introducing  its  universal 
health  care  system,  the  hue  and  cry  was  no  different  than  the  hue 
and  cry  that  is — has  been  in  this  country  for  years. 

What  made  the  difference  in  Canada  at  that  point  in  time  was 
leadership.  There  is  also  no  question  that  Canadians  are  critical — 
they  are  critical  of  government,  critical  of  taxes;  they  are  critical 
of  the  United  States.  They  are  concerned  about  the  impact  of  the 
big  United  States  on  Canadian  culture,  on  Canadian  business  and 
Canadian  industry. 

But  there  is  also  no  question  that  industry  works  very  close  with 
government  in  Canada,  and  that  the  public  at  large  tends  to  lay 
back  and  expect  government  to  resolve  social  issues.  That  is  not  to 
say  that  people  are  not  creative;  that  is  not  to  say  they  don't  take 
the  initiative.  But  there  is  a  difference. 

In  a  sense,  Canada  values  the  collective  good  over  the  rights  and 
good  of  the  individual.  In  the  United  States,  the  rights  and  good 
of  the  individual  is  paramount. 

I  would  suggest  to  you  that  if  the  United  States  was  to  introduce 
universal  health  insurance,  that  it  would  be  as  well  received  by  the 
American  public  as  it  has  been  by  the  Canadian  public. 

Mr.  Shays.  I  agree  with  that.  I  guess  my  one  concern  is  that  we 
are  going  to  find  it  is  going  to  be  far  more  costly  than  we  are  will- 
ing to  acknowledge  among  ourselves. 

Let  me  just  say  to  you  that  I  have  total  agreement  that  if  we 
could  go  to  a  single  payer,  that  we  would  save,  provided  we  really 
did  it,  provided  on  the  floor  of  the  House  we  wouldn't  say,  all  the 
people  displaced,  we  will  find  jobs  for  them.  Because  we  are  talking 
about  tens  of  thousands  of  people  here,  hundreds  of  thousands  of 
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people  who  would  be  out  of  work  with  the  single-payer  system. 
Otherwise,  we  would  have  the  savings  that  everybody  claims. 

So  it  is  going  to  be  an  interesting  little  process  we  are  going 
through. 

But  I  appreciate  your  testimony.  Thank  you. 
Mr.  Sanders.  Thank  you. 

My  question  is  a  simple  one,  addressed  to  Mr.  Stoughton  and  I 
have  enjoyed  your  remarks  very  much  and  agree  with  virtually  ev- 
erything you  nave  said. 

You  mentioned  and  we  have  certainly  seen  on  television  and  read 
in  the  newspapers  that  there  are  problems  with  the  Canadian  sys- 
tem. You  mentioned,  for  example,  their  waiting  periods  are  a  prob- 
lem, Others  would  argue  there  is  not  enough  technology  available 
and  so  forth. 

What  we  don't  hear,  it  seems  to  me  terribly  often  is  the  fact  that 
we  as  a  Nation,  the  United  States,  is  spending  40  percent  more  per 
capita  than  the  Canadians  are  spending.  So  you  are  not  really  com- 
paring apples  and  apples;  you  are  comparing  one  system  which  is 
spending  a  lot  more  money,  the  American  system,  than  the  Cana- 
dian system.  We  spend  $2,354  per  capita;  Canada  spends  $1,683 
per  capita. 

My  question  is  a  very  simple  question,  if  we  chose  to  continue 
level  spending,  as  much  money  as  we  presently  spend,  which  is  a 
lot  more  money  than  anybody  else  in  the  world  and  a  lot  more 
money  than  Canada,  is  there  any  reason  to  believe  that  we  could 
not  make  a  significant  dent  or  eliminate  some  of  the  problems  that 
exist  within  the  Canadian  system  simply  by  spending  more  money? 

Mr.  Stoughton.  You  are  asking  me  whether  I  think  the  United 
States  could  take  some  of  the  components  of  the  Canadian  system 
and  be  wiser  in  their  adaptation  to  solving  the  universal  problem 
and  I  would  think  the  answer  is  yes,  because  there  is  more  money 
in  the  system  to  do  that. 

Mr.  Sanders.  That  is  precisely  my  point. 

If  you  had,  if  you  significantly  increased  funding  for  the  Cana- 
dian system  up  to  the  level  that  we  are  doing  it  now,  you  would 
obviously  solve  many  of  the  problems  that  currently  exist. 

Mr.  Stoughton.  Absolutely. 

Mr.  Sanders.  Thank  you  very  much. 

Mr.  CoNYERS.  Mr.  Stoughton,  we  appreciate  your  time  and  your 
testimony  and  experience. 
We  turn  back  to  Ms.  DeLauro. 
Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

Mr.  Pollack,  I  think  I  read— I  just  got  the  testimony  today.  I 
thought  I  saw  in  your  remarks  a  comment  about  suggesting  looking 
at  negotiations  between  purchasers  and  providers  as  a  means  of 
controlling  the  physician  and  hospital  costs. 

Can  you  just  talk  a  few  minutes  or  a  couple  minutes  about  how 
that  might  work  in  your  view? 

Mr.  Pollack.  Yes,  under  our  plan,  what  we  are  basically  sug- 
gesting is  a  means  to  achieve  universal  access  and  we  go  with  the 
employer-mandated  approach. 

Essentially,  for  the  public  component,  for  those  not  connected  to 
the  work  force,  there  should  be  a  new  public  program  that  replaces 
Medicare  and  Medicaid  and  that  the  Congress  ought  to  decide  how 
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much  money  ought  to  be  spent  on  that  public  program  and  then 
a  target  ought  to  be  developed  around  which  a  basic  benefit  pack- 
age is  constructed  and  then  the  actual  rates  that  are  developed 
would  be  a  product  of  the  negotiations  between  both  providers  and 
the  purchasers  of  health  care  that  are  administering  the  program. 

So  there  would  be  the  opportunity  there  to  negotiate  out  those 
rates, 

Ms.  DeLauro.  I  don't  have  any  more  questions,  Mr.  Chairman. 
Mr.  Conyers.  Mr.  Shays. 
Mr.  Shays.  No  questions. 
Mr.  Sanders.  No  questions. 

Mr.  Conyers.  Ladies  and  gentlemen,  we  thank  you  so  much. 
This  has  been  a  very  helpful  panel. 

Finally,  we  come  to  our  physicians'  perspective,  Dr.  James  Todd, 
Dr.  Whitney  Addington,  Dr.  Quentin  Young,  Dr.  Charles  Johnson. 

Dr.  Todd,  of  course,  is  executive  vice  president  of  the  American 
Medical  Association.  He  has  been  in  a  number  of  these  discussions 
as  recently  as  yesterday  I  think  I  understand. 

Dr.  Whitney  Addington  is  with  the  American  College  of  Physi- 
cians and  president  of  the  Board  of  Health  of  Chicago  and  ex-gov- 
ernor of  the  American  College  of  Physicians. 

Dr.  Quentin  Young  is  president  of  Physicians  for  a  National 
Health  Program,  also  clinical  professor  of  preventive  medicine,  de- 
partment of  medicine,  University  of  Illinois. 

Dr.  Charles  Johnson  is  president  of  the  National  Medical  Asso- 
ciation, practicing  in  internal  medicine  and  endocrinology,  advisor 
to  the  National  Center  for  National  Health  Policy. 

Gentlemen,  thank  you  for  your  written  statements,  all  of  which 
will  be  reproduced  in  their  entirety  in  the  record. 

We  would  ask  you  to  summarize  your  remarks  and  we  would  like 
to  begin  with  Dr.  Todd. 

Welcome  to  this  hearing,  sir. 

STATEMENT  OF  JAMES  TODD,  EXECUTIVE  VICE  PRESIDENT, 
AMERICAN  MEDICAL  ASSOCIATION 

Dr.  Todd.  Thank  you  very  much,  Mr.  Chairman. 

I  am  Jim  Todd,  and  I  represent  the  American  Medical  Associa- 
tion— an  association  committed  to  working  with  this  committee, 
working  with  the  Congress,  and  working  with  many  others  to  re- 
form the  health  care  system  in  a  way  that  benefits  patients. 

Our  health  care  system  offers  unrivaled  quality,  at  its  best 
choice,  and  technology.  It  already  provides  insurance  coverage  to  87 
percent  of  all  Americans.  At  its  worst,  it  is  costly  and  provides  un- 
even access.  The  American  Medical  Association's  proposal  for 
health  care,  "Health  Access  America,"  would  retain  the  best  and 
address  the  worst  by  building  on  existing  private-public  partner- 
ship that  is  the  foundation  of  our  current  health  care  system. 

Health  access  America  would  extend  access  to  the  over  20  million 
working  uninsured  by  requiring  employment-based  insurance.  This 
requirement  would  be  phased  in  over  time,  and  significant  incen- 
tives would  be  provided  to  assist  small  and  new  businesses.  Health 
access  America  would  also  reform  Medicaid  to  ensure  that  everyone 
below  the  Federal  poverty  level  receives  uniform  basic  coverage. 
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It  has  been  said  many  times  this  morning — any  reform  proposal 
would  be  incomplete  if  it  did  not  address  the  costs  of  the  system. 
Our  health  care  system  is  costly,  and  it  continues  to  demand  more 
and  more  of  our  resources.  This  cost  is  driven  by  several  factors, 
including  new  and  expensive  technology,  aggregate  population 
growth,  more  health  conscious  consumers  who  utilize  more  services 
and  technology,  inflation,  and,  of  course,  the  health  consequences 
associated  with  increasing  societal  problems  such  as  AIDS,  drug 
abuse,  and  violence. 

Health  access  America  addresses  the  cost  dimension  of  health 
care  reform  by  responding  to  these  factors  through  the  following 
measures:  Development  of  practice  parameters,  technology  assess- 
ment and  outcomes  research;  preemption  of  State  mandates  to 
allow  employers  to  offer  an  essential  benefit  package  such  as  the 
one  the  AMA  has  developed;  medical  liability  reform;  amendment 
of  Federal  antitrust  laws  to  allow  the  profession  to  review  excessive 
fees;  health  promotion  and  disease  prevention;  encouraging  appro- 
priate utilization  of  health  resources  through  tax  incentives  and 
cost  sharing;  and  supporting  State  demonstrations  of  alternative 
health  delivery  structures. 

In  brief,  Mr.  Chairman,  that  is  the  health  access  America  pro- 
posal. It  was  designed  to  improve  access,  control  costs,  and  ensure 
the  continued  quality  and  sophistication  of  the  U.S.  health  care 
system.  In  choosing  this  approach,  we  took  lessons  from  other 
countries'  experiences,  such  as  the  Canadian  experience,  that  the 
GAO  recently  studied. 

I  will  now  turn  to  that  study  and  provide  you  with  the  AMA's 
preliminary  reactions. 

The  Canadian  system  has  many  attributes.  For  20  years,  it  has 
provided  all  Canadians  with  access  to  primary  health  care.  When 
measured  as  a  portion  of  GNP,  it  appears  to  consume  less  re- 
sources than  the  U.S.  system.  The  majority  of  Canadians  report 
fierce  pride  in  their  system.  We  salute  these  apparent  successes — 
but  do  not  believe  that  importing  the  Canadian  system  would  be 
workable  or  optimal  for  the  very  different  American  culture. 

Although  the  single  payer,  budget-driven  approach  is  credited  for 
controlling  expenditure  growth  better  than  the  U.S.  system,  there 
are  many  resulting  costs  imposed  upon  providers  and  patients — 
such  as  limited  research  and  development;  limited  availability  of 
technology,  which  can  lead  to  slower  and  less  accurate  treatment; 
deterioration  of  the  health  system  infrastructure  as  a  result  of  lim- 
ited capital  investment;  and  reduced  incentives  for  providers  to 
seek  efficiencies  in  health  delivery.  These  factors  result  in  another 
type  of  access  problem — one  in  which  patients  must  wait  for  tests, 
treatments,  and  hospital  beds.  We  find  this  type  of  access  problem 
no  less  disturbing  than  our  own.  In  addition,  when  measured  on  a 
per  capita  basis,  it  is  not  clear  that  the  Canadian  system  has  been 
any  more  effective  at  restraining  costs  than  our  own  system. 

The  unique  characteristics  of  American  medicine  and  society  in- 
dicate that  the  savings  enjoyed  by  Canada  would  not  necessarily  be 
attained  if  the  United  States  adopted  a  Canadian-style  system.  We 
have  many  costs  that  are  unique  to  the  United  States,  such  as  the 
costs  associated  with  our  tort  system;  the  high  rate  of  physician 
specialists;  societal  and  health  problems  such  as  AIDS,  violence 
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and  border  health;  our  investment  in  research  and  development, 
the  costs  of  our  burgeoning  medical  review  industry;  the  costs  of 
our  sophisticated  health  data  collection  systems;  and  the  cost  of  im- 
proving the  delivery  of  health  care. 

Converting  to  a  single-payer  system  would  not  likely  reduce 
these  costs.  In  fact,  our  expenditures  in  such  areas  as  data  collec- 
tion can  actually  reduce  costs  by  identifying  inappropriate  expendi- 
tures. As  the  GAO  study  notes,  Canada's  underdeveloped  informa- 
tion systems  provide  few  incentives  for  hospitals  to  track  per  pa- 
tient or  per  diem  costs. 

On  balance,  we  prefer  seeking  administrative  savings  through  in- 
surance market  reform  and  claims  administration  reform — and 
leaving  intact  the  competitive  system  of  health  delivery.  Monopo- 
lies tend  to  become  inefficient  over  time  in  great  part  because  there 
is  no  need  to  compete.  In  fact,  our  experience  with  a  single-payer 
type  of  program,  the  U.S.  Medicare  program,  has  been  that  as  the 
program  is  driven  more  and  more  by  its  budget,  it  imposes  more 
and  more  administrative  burdens  on  providers.  Rather  than  estab- 
lish another  government  bureaucracy,  we  support  seeking  effi- 
ciencies through  reform  of  our  competitive  market. 

Lessons  from  the  Canadian  system  are  instructive  for  us  as  we 
debate  and  exchange  ideas  on  reform  of  the  U.S.  health  care  sys- 
tem. The  Canadian  system  has  many  strong  points.  Yet,  we  do  not 
believe  it  can  serve  as  the  model  for  the  United  States. 

On  behalf  of  the  American  Medical  Association,  Mr.  Chairman, 
I  commend  you  and  your  committee  for  your  leadership  in  studying 
this  aspect  of  health  care  reform.  The  GAO  study  is  a  significant 
contribution,  and  we  look  forward  to  further  dialog  as  we  try  to  re- 
form the  system. 

At  the  appropriate  time  I  would  be  happy  to  answer  any  ques- 
tions. 

[The  prepared  statement  of  Dr.  Todd  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee: 

Every  American  should  have  access  to  essential  health  care.  To 
achieve  this  goal,  the  American  Medical  Association  (AMA)  strongly 
supports  reforming  the  health  care  system  by  building  on  its  strengths, 
and  expanding  the  private/public  partnership  upon  which  the  system  is 
founded. 

The  AMA  recognizes  that  there  are  many  approaches  to  health  system 
reform.    Among  these  diverse  proposals,  are  some  incremental  reforms  that 
are  achievable  in  the  102nd  Congress.    We  encourage  all  participants  in 
the  reform  debate  to  set  aside  philosophical  and  political  differences, 
and  work  together  to  achieve  these  reforms,  understanding  that  the  larger 
reform  debate  will  continue. 
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We  believe  that  small  market  insurance  reform  is  an  essential  first 
step  in  achieving  system-wide  reform.    Other  reforms  we  view  as  the  most 
achievable  in  the  short  term  include:    reducing  insurance  costs  by 
replacing  state  mandates  with  a  more  affordable  essential  benefits 
package;  equalizing  employer  responsibility  for  health  coverage  by 
requiring  the  self-insured  to  participate  in  risk  pools;  and  implementing 
professional  liability  reforms  proven  to  be  effective.    Working  together, 
we  can  accomplish  these  reforms  while  accommodating  current  budget 
constraints . 

THE  NEED  FOR  REFORM 

Medicine  sees  the  need  for  reform  from  two  perspectives.    First,  as 
care-givers,  we  witness  the  grim  results  of  33  million  uninsured.  We 
care  for  those  who  access  the  system  only  in  times  of  emergency,  and  who 
are  unable  to  maintain  an  ongoing  physician/patient  relationship.  We 
view  the  uninsured  and  underinsured  not  as  statistics,  but  as  the  women, 
men  and  children  who  seek  care  at  our  emergency  departments,  clinics  and 
offices.    As  physicians,  we  see  the  pain  and  illness  of  this  population. 
We  must  find  a  way  to  help  them. 

Medicine  also  sees  the  need  for  reform  from  the  societal 
perspective.    Society  is  demanding  health  system  reform,  as  recent 
surveys  indicate.    Polls  conducted  by  Lou  Harris  and  Associates,  Inc., 
show  that  although  the  majority  of  Americans  are  very  satisfied  with 
their  physicians  and  their  access  to  care,  they  are  critical  of  the 
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health  care  system  as  a  whole.  More  recent  information,  collected  by  the 
Gallup  Organization  on  behalf  of  the  AMA,  identifies  the  main  problems  of 
the  system  as  cost  and  uneven  access. 

The  recent  polls  also  provide  insight  about  the  type  of  reform 
society  wants.    They  show  that  the  public  wants  a  national  health  policy 
—  but  not  a  government -run  program  of  national  health  insurance.  Eighty 
percent  of  those  polled  by  Gallup  favor  increasing  access  through  the 
private  sector  by  requiring  employers  to  provide  coverage  to  their 
employees. 

These  findings  were  largely  echoed  in  another  recent  Gallup  survey, 
commissioned  by  the  Robert  Wood  Johnson  Foundation,  of  executives  of  this 
country's  largest  corporations.    Although  the  majority  believe  that 
government  intervention  is  necessary  to  achieve  reform,  only  9%  support 
creation  of  a  universal,  government-administered  program,  and  75%  favor 
retaining  the  employment-based  model. 

Society  is  right  to  demand  reform.    The  current  system,  for  all  its 
attributes,  is  costly,  and  there  are  barriers  to  access.  Organized 
medicine  is  committed  to  helping  to  craft  a  solution  to  this  problem,  and 
has  been  working  to  that  end  for  many  years.    Our  efforts  have  resulted 
in  Health  Access  America,  the  AMA's  proposal  for  health  system  reform.* 


*  A  brochure  describing  Health  Access  America  is  attached. 
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HEALTH  ACCESS  AMERICA 

Health  Access  America  is  premised  upon  the  fundamental  principle  that 
our  current  health  system  has  many  strengths.    Our  system  serves  the  vast 
majority  of  America:  approximately  213  million  or  87%  of  all  Americans 
enjoy  access  to  health  services  through  existing  public  or  private 
insurance.    In  addition,  our  system  offers  the  most  sophisticated  health 
care  in  the  world.    A  key  element  of  the  success  of  the  U.S.  health  care 
system  is  its  reliance  on  the  private  sector  and  freedom  of  choice,  which 
promote  innovation  and  diversity. 

We  believe  that  the  existing  public/private  partnership  in  health 
care  must  be  maintained  to  ensure  that  the  "best"  of  our  system  survives 
and  prospers.    Other  countries*  experiences  have  shown  that  the 
fundamental  strengths  of  our  system  —  technological  superiority, 
quality,  competition  and  freedom  of  choice  —  would  not  survive  in  a 
monolithic,  centralized  system.    Accordingly,  the  AMA  advocates 
strengthening,  not  abandoning,  our  current  health  care  system.  This 
approach  will  allow  us  to  improve  access  and  eliminate  unnecessary  costs 
without  jeopardizing  the  access  currently  available  to  87%  of  all 
Americans. 

Employment-based  Coverage 


The  cornerstone  of  Health  Access  America  is  expanding  access  to  the 
over  20  million  employed  but  uninsured  by  requiring  employment -based 
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health  insurance.    The  proposal  calls  for  a  phased-in  requirement  that 
employers  provide  coverage  to  all  full-time  employees  and  their 
dependents.    Initially,  only  very  large  employers  would  be  subject  to 
this  requirement;  over  time,  the  requirement  would  apply  to  all 
employers,  including  smaller  and  new  businesses. 

The  AMA  realizes  that  this  is  a  tall  order  for  some  employers, 
especially  those  with  small  and  new  businesses.    Given  the  fact  that  many 
of  our  members'  practices  are  small  businesses,  we  are  acutely  attuned  to 
the  interests  and  needs  of  small  companies.    We  propose  to  meet  these 
needs  and  interests  by  providing  a  series  of  significant  insurance  market 
reforms  and  financial  incentives. 

Insurance  Market  Reform  and  Other  Incentives  for  Small  Business 

Before  small  employers  can  be  expected  to  provide  health  coverage, 
small  group  insurance  must  be  made  affordable  and  accessible.  The 
following  reforms  are  essential: 

•  community  rating  across  all  small  groups; 

•  no  pre-existing  condition  limitations; 

•  guaranteed  acceptance  of  all  employees,  possibly  through  an 
assigned-risk  approach,  with  an  initial  minimum  coverage  period 
of  two  years; 

•  guaranteed  renewability  with  limits  on  premium  increases;  and 

•  the  required  offering  by  carriers  of  an  essential  benefits 
heal th  pol icy. 
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These  market  reforms  are  necessary  to  eliminate  the  risk  avoidance 
tactics  practiced  by  some  insurance  companies  —  such  as  denying  or 
limiting  coverage,  and  employing  "low-bal 1/high-bal 1"  premium  and  sales 
techniques  —  that  inevitably  cause  employers  to  forfeit  coverage.  We 
see  small  market  reform  as  an  essential  first  step  in  obtaining 
svstem-wide  reform. 

Additional  reforms  and  incentives  that  must  accompany 
employer-provided  insurance  include  the  following:    amending  federal  law 
to  provide  for  the  participation  of  self-insured  entities  in  risk  pools; 
making  permanent  and  increasing  to  100%  the  deduction  allowed  the 
self-employed  for  their  health  insurance  premiums;  providing  tax 
incentives  to  new  and  small  businesses;  and  preempting  the  approximate 
800  state  benefit  mandates,  and  allowing  employers  the  option  of 
providing  a  more  affordable  essential  benefits  package  such  as  the  Health 
Access  America  package  (attached). 

Medicaid  Reform 

In  combination  with  employer-provided  health  insurance,  the  AMA 
strongly  supports  Medicaid  reform  to  ensure  that  everyone  below  the 
federal  poverty  level  (state-adjusted)  would  receive  a  uniform  basic 
benefits  package.    By  concentrating  Medicaid  coverage  on  basic  health 
services  for  the  needy,  the  existing  hodgepodge  of  state  programs  will  be 
supplanted  with  a  more  efficient,  comprehensive  program.  Streamlining 
coverage  in  this  manner  will  improve  access  while  maintaining  the 
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af fordabil ity  of  the  program. 

We  also  support  increasing  Medicaid  reimbursement  to  at  least 
Medicare  levels  to  ensure  that  the  poor  have  access  to  health  services. 
The  Physician  Payment  Review  Commission's  recent  documentation  of  the 
large  variation  of  Medicaid  reimbursement  levels  among  states,  and  the 
sheer  inadequacy  of  reimbursement  in  some  states,  demonstrates  the  need 
for  adequate  Medicaid  payment  rates  across  the  nation. 

Cost-effectiveness  and  Cost  Savings 

Our  health  care  system  is  costly,  and  it  continues  to  require  more 
and  more  of  our  resources.    The  cost  is  driven  by  several  factors  — 
including  new  and  expensive  technology,  aggregate  population  growth,  more 
health-conscious  consumers  who  utilize  more  services  and  technology, 
inflation,  and  the  health  problems  associated  with  increasing  societal 
problems  such  as  AIDS,  violence  and  drug  abuse.      The  AMA  addresses  the 
"cost"  dimension  of  health  care  through  various  measures  that  respond  to 
many  of  these  factors. 

(1)    Practice  Parameters  —  The  AMA  supports  measures  that  will 
enhance  the  value  of  every  health  care  dollar  spent. 


* 

An  analysis  of  national  health  expenditures  is  attached. 
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For  example,  the  AMA  has  been  a  leader  in  the  development  of 
practice  parameters,  and  is  working  with  the  nation's  medical 
specialties  and  the  Agency  for  Health  Care  Policy  and  Research 
on  this  important  issue.    We  believe  that  appropriately 
developed  parameters,  which  will  identify  the  medical  consensus 
on  the  most  effective  treatment  strategies  for  a  given  medical 
condition,  will  enhance  the  value  of  health  care  by  helping  to 
eliminate  ineffective  treatments  and  services. 

(2)    Technology  Assessment  and  Outcomes  Research  —  We  support 

outcomes  research  and  technology  assessment  to  determine  the 
effectiveness  of  medical  treatments.    The  AMA  devotes 
significant  resources  to  technology  assessment  through  its 
Diagnostic  and  Therapeutic  Technology  Assessment  (DATTA) 
program.*    Since  1982,  DATTA  has  been  evaluating  the  safety  and 
effectiveness  of  drugs,  devices,  procedures  and  techniques  used 
in  the  practice  of  medicine.    DATTA  draws  from  a  panel  of  2,500 
expert  physicians  who  evaluate  new  and  emerging  technologies. 


*  An  example  of  the  cost  savings  and  quality  enhancement  attributable 
to  technology  assessment  is  found  in  DATTA' s  evaluation  of  the  Garren 
gastric  bubble,  a  weight  loss  device.  Although  the  Food  and  Drug 
Administration  approved  the  device  in  1985,  the  DATTA  assessment 
concluded  in  1986  that  use  of  the  bubble  in  treating  morbid  obesity 
was  "investigational,"  and  called  for  controlled  clinical  trials  to 
establish  the  long-term  safety  and  efficacy  of  the  bubble.    The  DATTA 
assessment  was  published  in  December,  1986.    In  the  months  after 
publication,  use  of  the  device  dropped  abruptly.    By  early  1989,  the 
manufacturer  discontinued  marketing  the  device.    Thus,  DATTA 
contributed  to  the  elimination  of  a  device  that  involved  total  and 
premature  health  expenditures  of  approximately  $50  million. 
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The  results  of  these  assessments  are  communicated  to  practicing 
physicians  and  more  than  1,150  health  care  organizations, 
primarily  through  AMA  publications. 

(3)  Essential  Benefits  in  Lieu  of  State  Mandates  —  The  AMA  endorses 
preemption  of  state  benefit  mandates  in  the  context  of 
employer-required  insurance.    In  lieu  of  those  mandates,  which 
often  require  rich  packages,  employers  should  be  allowed  to 
provide,  at  a  minimum,  a  less  costly  essential  benefits  package 
such  as  the  one  the  AMA  has  developed. 

(4)  Liabi 1 itv  Reform  —  The  AMA  supports  federal  reform  of  the 
medical  liability  system.*    The  estimated  $20.7  billion 
attributable  to  defensive  medicine  and  liability  insurance 
premiums  in  1989  is  staggering.    These  costs  contribute 
significantly  to  the  access  problem  by  causing  physicians  to 
abandon  certain  procedures  and  areas  of  the  country.     In  1987, 


*  The  AMA  supports  the  following  federal  reforms:    a  cap  on  non-economic 
damages  of  $250,000  or  less;  offset  of  collateral  source  benefits; 
periodic  payment  of  future  damages;  tolling  the  statute  of  limitations 
for  minors  for  no  more  than  six  years  from  birth;  and  establishing  a 
decreasing  sliding  scale  for  attorney  contingent  fee  regulation.    We  also 
support  minimum  expert  witness  criteria,  requiring  that  a  certificate  of 
merit  be  filed  as  a  condition  to  filing  a  liability  suit  and 
demonstration  of  fault-based  administrative  dispute  resolution  systems 
such  as  the  one  we  developed  in  conjunction  with  medical  specialty 
societies. 
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former  Health  and  Human  Services  Secretary  Bowen's  task  force  on 
liability  reported  decreased  access  attributable  to  liability  in 
26  states,  with  obstetrical  and  gynecological  services  the  most 
likely  to  be  affected,  and  low-income  individuals  the  most 
likely  to  be  deprived.    This  access  problem  has  reached  its 
extreme  in  states  such  as  Georgia,  where  57  counties  have  no 
providers  of  obstetric  care. 


(5)  Antitrust  Protection  —  The  AMA  supports  fee  review  at  the  local 
level  by  physician  groups.    Amendment  of  federal  antitrust  laws 
would  allow  local  medical  societies  to  conduct  reviews  of 
excessive  fees  without  the  fear  of  antitrust  liability. 

(6)  Health  Promotion  —  The  AMA  supports  health  promotion  and 
preventive  health  measures.    Society  must  be  made  aware  of  the 
severe  and  costly  effects  of  lifestyle  choices  such  as  smoking, 
substance  abuse,  poor  nutrition  and  lack  of  exercise.    The  AMA 
strongly  supports  and  lobbies  for  health  effects  advertising, 
effective  hand  gun  control  and  restrictions  on  tobacco  and 
alcohol  promotion. 

(7)  Rationalizing  Health  Expenditures  —  Society  must  continue  to 
study  the  process  by  which  it  sets  priorities  for  health  care, 
with  the  ultimate  goal  not  of  limiting  care  per  se,  but  of 
rationalizing  our  health  care  spending. 
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(8)    Patient  Cost-sharing  —  The  AMA  believes  that  patients  must  be 
sensitized  to  the  utilization  of  health  resources  through 
appropriate  cost-sharing  and  limited  favorable  tax  treatment  of 
employer-provided  coverage.    The  Congressional  Budget  Office 
estimated  in  1989  that  taxing  employer  contributions  that  exceed 
$250  a  month  for  family  coverage  and  $100  a  month  for  individual 
coverage  would  "raise  income  tax  revenues  by  about  $40  billion 
and  payroll  tax  revenues  by  about  $21  billion  over  the  1990  - 
1994  period."    An  average  $12  billion  per  year  over  five  years 
would  go  far  to  meet  the  needs  of  the  uninsured. 

Long-term  Care 

The  AMA  supports  development  of  a  national  health  policy  on  long-term 
care  (LTC).    Given  our  aging  population  —  which,  due  to  medical 
technology,  will  live  longer  than  ever  before  —  and  the  relative  lack  of 
LTC  insurance  purchased  to  date,  LTC  is  a  vital  component  of 
comprehensive  health  system  reform.    We  cannot  neglect  our  senior 
citizens.    We  must  plan  and  provide  for  the  unmet  needs  of  an  elderly 
population. 

In  line  with  our  views  on  health  coverage,  we  believe  that  LTC 
coverage  should  be  provided  primarily  by  the  private  sector,  with  the 
government  acting  as  a  catalyst  to  stimulate  new  markets  for  private 
coverage,  and  as  a  guarantor ^for  individuals  unable  to  help  themselves. 
Health  Access  America  would  broaden  private  LTC  financing  through  tax 
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incentives  and  an  asset  protection  program.    Individuals  between  100%  and 
200%  of  poverty  would  receive  sliding  scale  subsidies  to  purchase  LTC 
insurance.    Employment -based  LTC  coverage  would  receive  the  same  tax 
treatment  as  employment-based  health  coverage,  and  tax  incentives  would 
be  developed  to  encourage  family  care-giving. 

In  addition  to  these  major  components  of  Health  Access  America,  our 
proposal  calls  for  other  measures  —  such  as  expanding  federal  support 
for  medical  education,  research  and  the  National  Institutes  of  Health  — 
that  are  essential  to  systemic  reform. 

CONCLUSION 

The  time  for  health  system  reform  is  now.  .The  reform  proposals  being 
debated  are  as  diverse  and  complex  as  the  health  problems  this  country 
faces.    The  American  Medical  Association  believes  some  reforms  are 
attainable  in  the  102nd  Congress.    We  are  committed  to  working  with  all 
parties  to  address  access  and  cost  concerns. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify.    I  will 
respond  to  questions  at  the  appropriate  time. 
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April  25,  1991 

HEALTH  CARE  EXPENDITURES  IN  THE  UNITED  STATES 


Total  national  health  expenditures  were  $604.1  billion  in  1989,  an 
increase  of  11.1%  over  the  $544  billion  was  spent  in  1988.    Over  the 
years  1985  to  1989,  the  rate  of  increase  in  spending  for  health  care 
averaged  9.5%  (Health  Care  Financing  Administration,  Office  of  the 
Actuary,  Office  of  National  Cost  Estimates,  1990). 

Of  the  total  1989  national  health  expenditures,  88%  or  $530.7  billion 
was  spent  for  personal  health  care  expenditures,  a  10.6%  increase  from 
the  previous  year.    This  growth  is  attributed  to  four  factors: 

•  economy-wide  price  inflation,  accounting  for  44%  of  the 
increase; 

•  additional  health  industry  inflation,  accounting  for  21% 
of  the  increase; 

•  population  growth,  accounting  for  9%  of  the  increase;  and 

©     a  residual  category  representing  all  other  growth  factors, 
accounting  for  26%  of  the  increase. 

In  the  last  decade,  inflation  has  played  a  declining  role,  while  volume, 
intensity  and  population  factors  have  become  more  important  in  accounting 
for  growth  in  personal  health  care  expenditures.    "Other  factors"  is  a 
residual  that  includes  anything  that  causes  changes  in  volume  and 
intensity  per  capita.    Measurement  errors  also  are  captured  by  this 
residual . 

While  physician  services  price  growth  has  generally  been  greater  than 
for  all  services  reflected  in  the  economy,  the  gap  has  narrowed  in  recent 
years.    Of  the  major  medical  care  components,  physician  services  is 
usually  the  slowest  growing:    in  1990,  expenditures  for  physician 
services  grew  7.1%,  compared  to  growth  of  10.9%  for  hospital  room  and  10% 
for  prescription  drugs. 

The  Medicare  program  has  been  the  focus  of  significant  attention  in 
policy  research  circles,  and  it  provides  substantial  information  on 
patterns  in  health  care  spending.    Since  1987,  the  promise  of  reduced 
Medicare  spending  for  inpatient  services  has  faded.    Although  the 
proportion  of  total  Medicare  benefits  payments  attributable  to  inpatient 
services  has  continued  to  decline  gradually,  growth  in  inpatient  benefit 
payments  rose  1.7%  from  1986  to  1987  and  12.2%  from  1989  to  1990. 
Outpatient  facility  growth  rates  have  remained  in  the  double-digit  range 
since  1987,  and  the  outpatient  share  of  Medicare  costs  generally  has 
increased.    The  share  of  total  Medicare  outlays  for  physician  services 
peaked  in  1988  and  gradually  has  moderated. 
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Spending  increases  that  are  reflected  in  the  residual  category  have 
been  an  area  of  increased  attention.    According  to  an  Urban  Institute 
study,  "Understanding  the  Recent  Growth  in  Medicare  Physician 
Expenditures"  (published  in  the  Journal  of  the  American  Medical 
Association  on  March  23,  1990),  major  factors  behind  increases  in 
Medicare  Part  B  expenditures  between  1983  and  1985  were: 

•  the  increase  in  the  incomes  of  the  elderly  and  the 
increase  and  diffusion  of  new  medical  technologies 
(especially  in  the  areas  of  cardiology,  ophthalmology, 
gastroenterology  and  urology);  and 

•  the  sharp  increase  in  the  Medicare  assignment  rates,  due 
to  an  increase  of  Medicare  "participating"  physicians. 

The  study  found  technology  changes  and  patient  demand,  through  reduced 
out-of-pocket  costs  for  Medicare  beneficiaries  encouraging  greater  use  of 
medical  services,  were  significant  residual  category  factors  driving  up 
spending  for  health  care  services. 

A  1989  report  by  the  AMA's  Center  for  Health  Policy  Research  analyzed 
demand  factors  associated  with  growth  in  Medicare  utilization  of 
physician  services  over  the  1983-1987  period.    The  report  finds  that: 

•  per-enrollee  volume  growth  averaged  7.1%  per  year; 

•  over  one-half  of  the  growth  was  due  to  an  increase  in  the 
proportion  of  enrol  lees  actually  receiving  services;  and 

•  over  one-quarter  of  the  growth  was  due  to  an  increase  in 
real  after-tax  incomes  of  enrol  lees. 

CONCLUSION 

The  growth  in  expenditures  for  medical  and  health  care  services 
reflects  the  reality  in  the  United  States  where  physicians  and  other 
health  care  professionals  are  able  to  provide  our  citizens  with  a  breadth 
and  quality  of  care  that  was  not  even  imagined  a  few  short  years  ago. 
While  the  AMA  fully  supports  efforts  to  root  out  spending  for  unnecessary 
services,  efforts  to  accomplish  this  goal  should  not  be  made  at  the 
expense  of  patients.    Medicine  shares  the  concerns  expressed  by 
Congressional  Budget  Office  Director  Robert  Reischauer  in  his  testimony 
on  April  9,  1991  before  another  body: 

"Greater  control  over  health  care  spending  would  probably  mean 
less  spending  on  research  and  development,  longer  waiting 
times  for  use  of  new  technologies,  and  limitations  on  our 
existing  choices  of  providers,  health  care  coverage,  and 
alternatives  for  treatment.    Whether  these  trade-offs  are 
desirable  depends  on  the  priority  the  nation  places  on 
controlling  costs  as  against  maintaining  other  characteristics 
of  the  current  health  care  system." 
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Health  Access  America 

An  AMA  proposal  to  improve  access  to  affordable,  quality  health  care 

Americans  desire  access  to  high  quality  health  care  services  at  affordable  prices  and  a  health 
care  system  that  is  easy  to  understand  and  use.  Improvements  to  our  current  system  arc 
needed  to  meet  these  desires  of  the  American  people. 

The  American  health  care  system  is  currently  under  review  by  two  blue-ribbon  commissions, 
several  national  medical  associations,  various  health  policy  professionals,  as  well  as  by  the 
Administration  and  by  the  Congress  of  the  United  States.  Primarily,  this  review  has  been 
prompted  because  a  large  number  of  Americans  lack  health  insurance  coverage.  The  increasing 
cost  of  health  insurance  for  many  Americans  with  coverage,  particularly  employment-related 
coverage,  also  is  of  major  concern,  as  are  increasing  costs  within  the  Medicare  program. 

The  physicians  of  America  who  are  represented  through  the  American  Medical  Association 
share  the  view  that  improvements  need  to  be  made  promptly  to  our  health  care  system, 
especially  by  addressing  cost  issues  and  the  lack  of  insurance  coverage. 

Thus,  the  AMA  has  developed  a  proposal  to  ensure  access  by  every  citizen  to  the  benefits  of 
the  American  health  care  system.  The  diversity  of  those  without  insurance  necessitates  a  broad 
based  approach,  utilizing  both  the  public  and  private  sectors,  to  fashion  solutions.  Many 
difficult  decisions  regarding  the  allocation  of  society  's  resources  will  need  to  be  made  to 
accomplish  the  goal  of  extending  access  to  health  care  to  all  Americans.  This  beneficial  goal 
cannot  be  achieved  without  substantial  cost. 

Thus,  in  many  ways,  this  proposal  presents  a  challenge  to  society.  A  basic  challenge  for  society 
is  whether  it  is  willing  to  pay  for  access  to  coverage  by  all  citizens. 

Societal  priorities  will  have  to  be  considered.  Revenues  may  have  to  be  transferred  from  current 
programs,  or  new  sources  of  revenue  found.  Public  support  for  legislation  necessary  to  bring 
about  concrete  results  will  have  to  be  stimulated,  and  Congress  and  the  Administration  will 
have  to  take  the  lead  to  bring  the  legislative  goals  to  fruition.  Are  the  goals  of  this  proposal  — 
the  continuation  and  improvement  of  our  health  care  system  —  worthy  of  the  costs  involved? 
The  AMA  believes  the  answer  is  an  unequivocal  yes. 

The  AMA  believes  that  a  national  dialogue  must  take  place  to  address  these  challenges  and 
critical  issues.  The  problems  facing  the  American  health  care  system  cannot  be  solved  by  any 
one  organization.  A  collaborative  process  should  be  pursued,  working  with  government 
and  others. 

The  AMA  is  committed  to  the  process  of  debate  and  negotiation.  We  are  discussing  this  proposal 
with  other  health  care  organizations  and  representatives  of  labor,  business,  the  insurance 
industry  and  other  interested  groups,  as  well  as  the  government,  and  we  will  be  developing 
refinements  and  modifications  as  needed.  America  s  physicians,  committed  to  delivering 
quality  care,  want  to  work  with  government  and  other  decision  makers  toward  positive 
solutions.  We  recognize  that  modifications  to  our  proposal  will  be  necessary  and  that,  primarily 
due  to  cost  constraints,  priorities  and  phase-in  strategies  will  need  to  be  established  in  the 
accomplishment  of  different  elements  of  the  proposal.  But  the  proposal  lays  out  an  outline 
for  action  —  and  the  time  for  action  is  now. 
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In  developing  the  specific  provisions  of  this  proposal,  the  AMA  has  taken  into  considera- 
tion what  it  believes  are  a  number  of  fundamental  principles  that  should  underscore  the 
national  discussion  on  improving  the  health  care  system  in  this  country.  These  fundamental 
principles  are: 

•  Improvements  to  the  American  health  care  system  should  preserve  the  strengths 
of  our  current  system. 

•  Affordable  coverage  for  appropriate  health  care  should  be  available  to  all 
Americans,  regardless  of  income. 

•  Particular  efforts  are  needed  to  assure  continued  access  by  the  elderly  to 
affordable  health  care  services. 

•  Health  care  services  should  be  delivered  with  high  quality  at  appropriate  costs. 

•  Patients  should  be  free  to  determine  from  whom  and  the  manner  in  which  health 
care  benefits  are  delivered. 

•  All  physicians  should  be  committed  to  the  highest  ethical  standards  in  the 
delivery  of  care  to  patients. 

Each  of  the  above  principles  is  restated  below,  followed  by  the  relevant  specific  points  of  the 
AMA's  16-point  proposal  which  build  upon  that  principle  and  which  are  designed  to  accom- 
plish the  goal  of  expanding  access  to  affordable  quality  health  care  to  all  Americans.  The 
specific  16  points  are  then  summarized  at  the  end  of  this  proposal.  Some  elements  referred  to 
are  already  in  legislative  form  —  such  as  the  Medicare  Reform  elements,  introduced  in  the 
Congress  as  H.R.  2600  by  Rep.  Charles  Rose  (I)em.  -  N.C.).  Other  elements  will  form  part  of  a 
legislative  approach  calling  for  development  of  legislative  proposals  or  support  for  proposals 
already  developed  by  others.  Some  elements  of  this  proposal  require  further  developmental 
work,  which  will  be  proceeding  rapidly. 
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The  AMA's  Proposal 

Improvements  to  the  American  health  care  system  should  preserve 
the  strengths  of  our  current  system. 

Our  health  care  system  needs  improvement,  but  such  improvement  needs  to  be  accomplished 
in  a  manner  that  does  not  jeopardize  the  access  to  quality  care  enjoyed  by  the  vast  majority 
of  Americans. 

Widespread  health  care  insurance  exists  —  hut  many  are  left  uninsured 
Approximately  213  million  or  87  percent  of  all  Americans  today  have  private  or  public  health 
insurance  coverage  providing  them  access  to  the  highest  quality  of  health  care  services  of 
any  country  in  the  world.  Employment-related  insurance  provides  coverage  for  60  percent 
of  all  Americans,  with  an  additional  27  percent  of  Americans  being  covered  by  government 
programs  or  individual  policies.  Unfortunately,  the  fact  remains  that  for  13  percent,  or  about 
33  million  Americans,  access  is  limited  or  even  unavailable  because  of  a  lack  of  public  or 
private  health  insurance  coverage  | based  on  most  recent  preliminary  estimates  from  the 
Bureau  of  the  Census]. 

Most  individuals  who  lack  insurance  coverage  also  lack  regular  contact  with  a  physician. 
Without  insurance,  they  often  delay  medical  care  until  they  are  very  sick  and  have  no  alter- 
native but  to  seek  treatment  in  clinics  or  emergency  rooms.  This,  of  course,  is  not  the  most 
desirable  way  to  deliver  care.  It  increases  use  of  the  most  expensive  care,  further  driving  up 
health  care  costs.  Delaying  care  can  also  result  in  additional  discomfort,  increased  health  risks 
and  greater  financial  impact  for  the  individuals  involved. 

Broad  public  satisfaction  with  health  care 

National  polls  demonstrate  that  the  overwhelming  majority  of  Americans  are  satisfied  with 
their  physicians  and  the  health  care  services  they  receive.  Yet  a  significant  number  are  not 
happy  with  the  cost  of  health  care  services,  nor  are  they  satisfied  with  a  system  that  allows 
so  many  to  go  without  health  insurance.  It  is  clear  that  the  system  requires  improvement. 
However,  efforts  to  improve  the  system  should  not  place  at  risk  the  access  to  quality  care 
currently  enjoyed  by  (he  vast  majority  of  Americans. 

Additional  strengths 

There  are  a  number  of  other  strengths  of  our  current  system,  including: 

•  The  ability  of  most  patients  to  choose  the  physician,  hospital,  and  system  of  health  care 
delivery  they  want. 

•  The  widespread  availability  of  new  technologies  to  Americans. 

•  The  freedom  to  conduct  medical  and  scientific  research  in  the  best  interests  of  patients  and 
to  indiv  idualize  the  treatment  of  patients  according  to  the  best  interests  of  each  patient. 

•  A  superior  medical  education  system,  which  seeks  to  attract  the  best  and  brightest  and 
which  provides  a  rigorous  and  comprehensive  learning  process  to  assure  the  public  of  well- 
trained  physicians. 

•  An  independent  medical  profession  where  physicians  are  able  to  act  as  patient  advocates 
rather  than  as  agents  of  the  government,  which  is  concerned  mainly  about  the  budget. 
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The  individual  patient's  freedom  of  choice  to  pursue  services  which  meet  his  or  her  health 
care  needs,  combined  with  a  free  and  independent  medical  profession,  are  firmly  based  on  the 
American  recognition  of  the  importance  of  the  individual  and  are  cornerstones  for  our  strong 
American  health  care  system.  For  the  most  part,  unless  the  patient  selects  a  delivery  system 
with  limited  choice,  our  system  does  not  restrict  where  or  from  whom  the  patient  can  seek 
medical  services.  Unlike  other  types  of  health  care  systems,  our  system  does  not  place  arbitrary 
limitations  or  overall  spending  caps  on  medical  services.  All  of  this  is  not  to  say  there  is  no 
proper  role  for  the  government. 

Government's  role  should  be:  (1)  to  encourage  the  private  sector  to  provide  health  care 
coverage  for  the  most  people  possible;  (2)  to  assist  the  private  sector  to  deliver  the  highest 
quality  of  care  for  the  most  reasonable  cost;  and  (3)  to  provide  financial  assistance  for  those 
Americans  who  otherwise  lack  health  care  coverage.  Clearly,  to  address  the  access  problems 
existing  today,  government  programs  of  assistance  must  be  expanded  and  properlv  targeted. 
However,  it  would  be  just  as  clearly  counterproductive  if  government  were  to  extend  its  efforts 
to  "fix"  aspects  of  the  system  which  are  not  broken  and,  in  fact,  are  operating  well. 

Despite  some  major  problems,  our  health  care  system  is  strong.  Never  before  has  the  lifesaving 
medical  care  and  technology  found  in  our  system  been  able  to  do  so  much  for  so  many  to 
improve  and  save  lives.  Despite  this  overall  success,  however,  the  American  Medical  Association 
is  deeply  committed,  along  with  many  other  groups  in  this  country,  to  finding  solutions  to  the 
problems  that  do  exist.  We  must  find  ways  to  extend  needed  health  insurance  coverage  to  those 
who  lack  it.  We  must  also  develop  better  methods  to  control  inappropriate  rising  costs. 

Affordable  coverage  for  appropriate  health  care  costs  should  be 
available  to  all  Americans,  regardless  of  income. 

All  Americans  should  be  assured  of  affordable  coverage  of  their  appropriate  health  care  costs, 
regardless  of  their  income,  through  private  insurance  and  through  partially  or  fully  government- 
financed  programs  for  those  of  low  income. 

In  order  to  extend  coverage  to  those  who  are  currently  uninsured,  it  is  helpful  to  understand 
in  brief  who  the  uninsured  are.  It  is  working  Americans  and  their  families  who  lack  health 
insurance  coverage  that  make  up  the  large  majority  of  the  uninsured.  About  24  million  of  the 
33  million  uninsured  persons  are  workers  and  their  families.  For  the  most  part,  the  remaining 
uninsured  are  unemployed  persons  and  their  families  who  are  below  the  federally  established 
poverty  level  but  are  not  covered  by  Medicaid.  Medicaid  actually  onlv  covers  about  40  percent  of 
those  in  poverty.  An  additional  category  of  the  uninsured  includes  persons  at  various  income 
levels,  some  of  whom  are  employed  and  some  of  whom  are  not.  who  are  considered  by  insur- 
ance companies  as  "medically  uninsurable"  because  of  health  conditions.  Recent  estimates 
indicate  there  are  about  three  million  persons  in  this  category. 

To  accomplish  the  extension  of  access  to  insurance  coverage  to  those  without  it.  several  specific 
actions  are  needed: 

Point  1 

Effect  major  Medicaid  reform  to  provide  uniform  adequate  benefits  to  all  persons  below  the 
poverty  level.  The  AMA  Medicaid  Reform  proposal  would  set  new  national  requirements  to 
assure  that  in  all  states  persons  below  poverty  income  levels  are  eligible  for  and  receive  a 
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uniform  set  of  adequate  benefits,  so  that  no  poor  person  is  left  without  access  to  needed  health 
care.  The  AMA  believes  strongly  that  federal  and  state  governments  must  assure  access  to  and 
funding  for  medical  care  for  persons  with  incomes  below  the  poverty  level. 

The  federal  poverty  level  should  be  adjusted  by  a  state  cost-of-living  modifier  to  assure  that 
Medicaid  eligibility  truly  reflects  the  economic  realities  in  the  various  states.  Income  status 
should  be  the  only  eligibility  criterion;  other  existing  categorical  requirements  should  be 
repealed.  At  the  same  time,  using  one  national  formula  by  which  eligibility  will  be  determined 
in  the  various  states  will  eliminate  state  discretion  in  setting  the  economic  level  of  eligibility. 
This  will  avoid  perpetuating  the  widespread  inequities  existing  across  state  boundaries  in  the 
Medicaid  program  today. 

Medicaid  benefits  need  to  assure  provision  of  all  medically  necessary  physician  and  hospital 
services  —  and  should  not  differ  across  state  lines.  Because  of  the  impoverished  status  of 
Medicaid  beneficiaries,  added  coverage  for  prescription  drugs,  rehabilitative  services,  and 
emergency  services  must  be  provided.  Because  unrealistically  low  reimbursement  levels 
reduce  access,  Medicaid  reimbursement  levels  should  be  increased  to  the  Medicare  level. 

Recognizing  the  substantial  costs  of  Medicaid  expansion,  some  phased-in  approach  probably 
will  be  necessary.  One  initial  approach  would  include:  expanding  Medicaid  coverage  for  women 
and  children  by  requiring  a  phased-in  coverage  for  pregnant  women  and  children;  phasing 
in  a  requirement  that  Medicaid  eligibility  shall  equal  100  percent  of  the  poverty  level  (state 
adjusted);  and  creating  a  basic  national  level  of  Medicaid  benefits  that  must  be  covered, 
including  necessary  inpatient  and  outpatient  hospital  and  emergency  services;  rural  health 
clinic  and  other  laboratory  and  x-ray  services;  home  health  services;  early  and  periodic 
screening,  diagnosis,  and  treatment  for  individuals  under  21;  family  planning;  physician 
services;  prescription  drugs;  and  rehabilitative  services. 

This  AMA  uniform  benefit  package  consists  of  the  presently  required  services  plus  prescription 
drugs,  rehabilitative  services,  and  emergency  services.  States,  solely  at  their  own  expense, 
could  cover  additional  benefits  beyond  the  basic  national  level. 

There  is  widespread  support  for  needed  Medicaid  reforms,  including  that  evidenced  by  the 
report  of  the  Health  Policy  Agenda  for  the  American  People  (HPA),  a  broad-based  group  of 
organizations  representing  consumers,  business,  labor,  government,  health  care  professionals, 
hospitals  and  insurance  companies. 

Point  2 

Require  employer  provision  of  health  insurance  for  all  full-time  employees  and  their  families, 
with  tax  help  to  employers.  About  24  million  of  the  33  million  uninsured  are  employed 
individuals  and  their  families.  Tax  incentives  must  be  provided  and  risk  pools  created  so  that 
new  and  small  businesses  can  afford  the  cost  of  such  coverage.  At  first  only  larger  businesses 
should  be  subject  to  this  requirement. 

To  make  the  transition  manageable  for  all  businesses,  the  program  should  be  phased  in  over 
several  years.  Additional  elements  in  a  legislative  program  to  bring  about  required  employer 
coverage  include: 
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a.  Preempt  state-mandated  benefit  laws  for  employer  health  benefit  plans  to  assist  small 
businesses  to  afford  a  basic  program.  Such  plans  would  be  required  to  meet  minimum 
standards  of  coverage,  including  basic  hospital,  physician,  diagnostic,  prenatal  and  well- 
baby  care,  with  reasonable  annual  limits  on  employees'  incurred  expenses  for  premiums, 
co-insurance  and  deductibles. 

b.  Amend  the  Internal  Revenue  Code  or  ERISA  to  allow  states  to  require  self-insured 
employers  to  participate  in  private,  not-for-profit  uninsured  and  uninsurable  risk  pools 
established  pursuant  to  state  law. 

c.  Establish  a  Federal  incentive  program  for  states  to  enact  legislation  to  set  up  private,  not- 
for-profit  health  benefit  pools  (including  uninsurable,  uninsured  and  small  business). 

d.  Require  such  pools  to  offer  to  small  businesses  (less  than  25  employees)  access  to  basic 
benefits  policy  at  group  rates. 

e.  Make  permanent  the  temporary  25  percent  income-tax  deduction  for  premiums  for  health 
benefits  plans  for  the  self-employed.  Expand  deduction  to  100  percent  of  premium  pay- 
ment for  self-employed  and  others  who  must  pay  100  percent  of  a  health  benefit  premium. 

f.  Expand  COBRA  continuation  coverage  to  require  employers  to  pay  the  same  share  of  an 
employee  health  benefit  premium  that  was  paid  by  the  employer,  prior  to  termination,  for 
up  to  four  months  after  the  qualifying  event. 

g.  Require  employers  to  offer  an  enrollment  period  for  employees  who  lose  coverage  because 
a  spouse  or  other  family  member  lost  coverage  due  to  change  of  employment. 

h.  Eliminate  provisions  excluding  pre-existing  conditions  from  employee  health  benefit  plans. 

Because  of  the  particular  importance  of  the  relationship  of  a  basic  benefits  package  to  the 
affordability  of  required  insurance,  the  AMA  is  making  additional  efforts  to  construct  a  package 
that  is  affordable.  It  is  the  essential  basic  benefits  in  any  health  insurance  program  which 
impact  most  on  saving  lives  and  improving  the  quality  of  life. 

Point  3 

Create  state-level  risk  pools  in  all  states  to  make  available  coverage  for  the  medically  uninsur- 
able, for  whom  access  to  coverage  is  not  available,  and  for  others  for  whom  individual  health 
insurance  policies  are  too  expensive  and  group  coverage  is  not  available. 

A  state  risk  pool  is  a  legislatively  created  insurance  program  that  can  be  funded  in  a  variety  of 
ways  including  state  tax  revenues  or  insurance  company  contributions.  Risk  pools  help  assure 
that  no  American  would  be  unable  to  obtain  affordable  health  insurance  because  of  a  health 
condition.  Small  employers  should  have  access  to  such  risk  pools  so  that  they  could  acquire 
coverage  for  their  employees  at  affordable  rates  if  it  was  unavailable  for  a  better  price  in  the 
private  market.  Rates  should  be  set  at  standard  group  rates.  Premium  assistance  from  the  state 
would  be  provided  for  those  persons  not  covered  through  employment  and  who  were  between 
100  percent  and  150  percent  of  the  poverty  level.  (Only  about  15  states  currently  have  risk 
pools  designed  to  make  coverage  available  to  the  medically  uninsurable.) 

Elements  of  a  phased-in  legislative  approach  which  can  accomplish  extension  of  access  to  the 
medically  uninsurable  and  for  those  otherwise  unable  to  obtain  coverage  include: 
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a.  Requiring,  as  a  condition  of  federal  tax  deduction,  that  all  payors  for  employee  health 
benefits  (payment  of  premium,  or  direct  payment  for  services  by  self-insured  plan)  must 
participate  in  a  private  not-for-profit  risk  pool  established  pursuant  to  state  law.  The  pool 
would  provide  subsidized  coverage  for  those  who  have  been  denied  coverage  or  have  lost 
coverage  because  of  a  medical  condition  and  underwriting  rules. 

b.  Allowing  a  100  percent  tax  deduction  of  premium  payment  for  individuals  who  purchase 
insurance  coverage  through  the  pool. 

Particular  efforts  are  needed  to  assure  continued  access  by  the 
elderly  to  affordable  health  care  services. 

To  assure  continued  access  by  the  elderly  to  affordable  health  care  services,  two  major  actions 
are  needed: 

Point  4 

Enact  Medicare  reform  to  avoid  the  future  financial  bankruptcy  of  the  program  by  creating  an 
actuarially  sound  prefunded  program  to  assure  senior  citizens  continued  access  to  quality 
health  care.  Today  four  workers'  tax  contributions  support  a  single  Medicare  beneficiary.  As  our 
population  ages,  there  will  be  only  two  workers  paying  taxes  to  support  each  beneficiary  by  the 
middle  of  the  next  century.  A  shrinking  worker  base  means  substantially  higher  premiums  in 
the  years  to  come.  Without  further  support,  the  system  will  collapse.  This  reform  measure 
would  include  a  new  approach  to  catastrophic  benefits.  The  program  would  be  funded  through 
individual  and  employer  tax  contributions  during  working  years.  There  would  be  no  program 
tax  on  senior  citizens  and  all  persons  reaching  eligibility  age  would  be  entitled  to  a  voucher 
for  purchase  in  the  private  sector  of  a  comprehensive  health  insurance  policy  meeting  federal 
standards.  Senior  citizens  would  retain  freedom  to  choose  their  system  of  delivery  of  care 
(e.g.,  fee-for-service,  HMO,  PPO).  The  creation  of  an  enhanced  trust  fund  beyond  immediate 
payout  needs  (prefunding)  would  create  investment  income  and  thus  end  up  costing  taxpayers 
much  less  than  continuation  of  the  current  system. 

The  reform  elements  noted  above  are  in  legislative  form,  introduced  in  the  Congress  as  H.R. 
2600  by  Rep.  Charles  Rose  (Dem.-N.C). 

Point  5 

Expand  long-term  care  financing  through  expansion  of  private  sector  coverage  encouraged  by 
tax  incentives  and  an  asset  protection  program,  and  provide  Medicaid  coverage  for  those  below 
poverty.  The  'asset  protection"  approach  in  essence  means  that  individuals  who  purchase 
long-term  care  insurance  would  be  able  to  protect  designated  assets  up  to  the  dollar  value  of 
the  insurance  benefits  from  being  included  in  any  eligibility  determination  for  Medicaid 
coverage  for  long-term  care.  This  kind  of  program  has  been  introduced  in  the  Congress  by  Rep. 
Barbara  Kennelly  (Dem.-Conn.),  as  H.R.  4631.  Sliding  scale  subsidies  should  be  provided  for 
the  purchase  of  long-term  care  insurance  for  individuals  with  incomes  between  100  percent 
and  200  percent  of  poverty  level.  Employer-provided  long-term  care  insurance  should  be 
treated  in  the  same  tax  fashion  as  health  insurance  coverage.  A  tax  deduction  or  credit  should 
be  created  to  encourage  family  care  giving. 
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A  phased-in  legislative  approach  to  accomplish  the  above  elements  would  call  for: 

a.  Amending  the  Internal  Revenue  Code  to  allow  businesses  and  individuals  to  treat  payment 
for  long-term  care  insurance  policies  in  the  same  manner  as  health  benefit  plans  are 
now  treated. 

b.  .Allowing  individuals  to  deduct  for  income  tax  purposes  100  percent  of  the  cost  of  long- 
term  care  insurance  premiums  without  meeting  the  7  percent  floor  for  health  costs  or 
the  2  percent  for  miscellaneous  deductions 

c.  Amending  the  tax  code  to  allow  for  penalty-free  and  tax-free  withdrawals  from  individual 
retirement  accounts  (IRAs)  for  purcha.se  of  long-term  care  insurance  policies. 

d.  .Amending  Medicaid  to  allow  for  an  asset  protection  program  so  that  resource  eligibility 
requirements  are  adjusted  to  allow  an  individual  to  retain  assets  up  to  the  amount  that 
private  sector  insurance  pays  on  his  or  her  behalf  for  long-term  care. 

Health  care  services  should  be  delivered  with  high  quality  at 
appropriate  costs. 

Inappropriate  costs  include  costs  for  defensive  medicine,  excessive  administrative  costs  which 
include  unnecessarily  complicated  hurdles  for  patients  to  receive  care  and  benefits  and  inter- 
fere with  the  doctor-patient  relationship,  and  costs  brought  about  by  delivery  of  services  which 
are  outside  of  professional  developed  practice  parameters  and  which  are  not  justified  after 
appropriate  peer  review. 

To  address  the  above  issues,  certain  specific  actions  are  needed: 
Point  6 

Reduce  health  care  costs  through  professional  liability  reform  to  reduce  the  inappropriate 
cost  of  such  insurance  and  defensive  medicine.  Defensive  medicine,  the  ordering  of  tests  and 
procedures  which  might  not  otherwise  be  ordered  but  for  liability  concerns,  drives  up  the  cost 
of  medical  services.  It  has  been  estimated  that  liability  insurance  premiums  and  defensive 
medicine  add  about  15  percent  to  the  average  physician's  bill.  In  addition,  the  AMA  has 
developed  legislative  reforms  and  has  also  developed  a  pilot  program  for  administrative 
adjudication  of  liability  claims  which  is  designed  to  lower  the  costs  of  liability  insurance  while 
preserving  the  rights  of  injured  patients.  Elements  of  a  legislative  approach  include: 

a.  Support  federal  funding  to  states  to  demonstrate  alternative  dispute  resolution  systems  for 
medical  professional  liability  cases. 

b.  Adopt  federal  legislation  that  would  establish  the  following  selected  tort  reforms: 

—  limitations  of  S250.000  or  lower  on  recovery  of  noneconomic  damages 

—  the  mandators  offset  of  collateral  sources  (e.g..  health  insurance  and  disability  benefits) 
of  plaintiff  compensation 

— decreasing  sliding  scale  regulation  for  attorney  contingency  fees 

—  periodic  payment  for  future  awards  of  damages 

—  limiting  the  period  for  tolling  statutes  of  limitations  for  minors 

— requiring  a  certificate  of  merit  as  a  prelude  to  filing  medical  liability  cases 
— adoption  of  basic  medical  expert  witness  criteria 
Such  legislation  should  override  conflicting  state  laws. 
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Point  7 

Develop  professional  practice  parameters  to  help  assure  that  only  high  quality  appropriate 
medical  services  are  provided,  thus  impacting  favorably  on  the  quality  and  cost  of  medical 
care.  Such  parameters  are  professionally  developed  strategies  for  patient  care  developed  to 
assist  physicians  in  clinical  decision  making. 

Practice  parameters  include  guidelines,  standards  and  other  patient  care  strategies.  Guidelines 
are  recommendations  for  patient  care,  which  may  identify  a  particular  care  strategy  or  a  range 
of  care  strategies.  Standards  are  generally  accepted  principles  for  patient  care.  Practice  param- 
eters may  outline  a  range  of  appropriate  tests  and  procedures  for  management  of  a  given 
clinical  condition  or  may  identify  a  range  of  clinical  conditions  for  which  a  given  procedure  or 
treatment  may  be  appropriate  It  remains  the  physician's  responsibility  to  choose  what  is  most 
appropriate  for  the  individual  patient. 

The  primary  benefit  of  parameters  is  appropriate  patient  care.  Secondary  advantages  include 
improved  use  of  resources,  reduced  liability,  and  better  review  criteria.  The  AMA.  in  conjunction 
with  national  specialty  societies,  is  currently  working  diligently  to  facilitate  the  development 
of  practice  parameters,  as  part  of  its  long-standing  efforts  to  foster  high  quality  care  and 
appropriate  utilization. 

To  accomplish  the  above  goals,  legislative  support  is  needed  on  a  continuing  basis  for  adequate 
appropriations  for  health  care  assessment  research  and  professionally  developed  practice 
parameters.  One  significant  step  in  this  direction  has  been  taken  in  legislation  enacted  in 
1989  (PL.  101-239).  Kfforts  will  also  seek  adoption  by  HHS.  quality  assurance  programs  and 
utilization  review  organizations  of  parameters  developed  by  professional  organizations. 

Point  8 

Alter  the  tax  treatment  of  employee  health  care  benefits  to  reward  people  for  making  econom- 
ical health  care  insurance  choices.  This  reduces  the  tendency  to  overinsure  which  occurs  when 
an  excessive  number  of  ordinary,  routine  and  highly  predictable  health  services  are  covered  by 
insurance.  The  AMA  supports  two  tax  reforms  to  reduce  incentives  to  overinsure.  The  first 
would  place  a  limit  on  the  amount  of  the  employer-provided  health  insurance  that  is  tax- 
exempt  to  the  employee.  The  second  would  provide  tax-exempt  rebates  to  employees  who 
select  health  insurance  plans  with  premiums  less  than  their  employer's  contribution  to  more 
expensive  plans.  Such  plans  would  still  be  required  to  contain  coverage  for  basic  benefits. 

Point  9 

Encourage  cost-conscious  decisions  by  patients,  for  example,  through  insurance  companies, 
employers  and  government  programs  providing  patients  more  information,  prior  to  service,  of 
the  amount  insurance  or  the  program  will  cover. 

The  enactment  in  Congress  of  the  resource-based  relative  value  system  (RBRVS)  for  physician 
payment  under  Medicare,  which  was  largeh  supported  by  AMA.  ultimately  should  help  to 
provide  patients  with  information  ahead  of  time  as  to  what  Medicare  will  pay  for  a  service.  This 
system  will  also  create  a  more  rational  basis  of  physician  payment  under  the  Medicare  program. 
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Point  10 

Seek  innovation  in  insurance  underwriting,  including  new  approaches  to  creating  larger  risk 
spreading  groups  and  reinsurance. 

Point  1 1 

I  rge  expanded  federal  support  for  medical  education,  research  and  the  National  Institutes 
of  Health  (SHI),  to  help  bring  about  continuing  medical  breakthroughs  which  historically  have 
resulted  in  main  lifesaving  discoveries.  The  American  people  have  benefited  greatlv  from 
scientific  discoveries  and  technological  developments  derived  from  our  nation's  past  support 
for  medical  research,  (lost-saving  as  well  as  lifesaving  medical  advances  made  in  our  country, 
have  improved  both  the  qualitv  and  duration  of  life  for  countless  persons  both  in  our  own 
nation  and  around  the  globe.  We  must  continue  to  strong!)  support  such  medical  research  to 
remain  on  the  leading  edge  of  advancing  the  state  of  medical  knowledge. 

Point  12 

Encourage  health  promotion  and  disease  prevention .  Both  physicians  and  patients  need  to 
be  encouraged  to  become  more  active  participants  in  health  promotion  and  disease  prevention, 
including  healthier  lifestyles.  Such  activities  favorably  affect  not  only  the  extent  and  quality  of 
life  but  also  significantly  reduce  the  cost  of  care.  For  example,  one  recent  estimate  indicates 
that  35  percent  of  all  hospitalized  patients  are  there  due  to  an  alcohol  or  drug  abuse  problem. 
Health-related  problems  due  to  other  life-sty  le  choices,  such  as  smoking,  have  been  widely 
documented  in  recent  years.  Recent  estimates  by  the  Centers  for  Disease  Control's  Office  of 
Smoking  and  Health  indicate  that  390.000  Americans  die  each  year  from  tobacco-related 
illness  and  that  the  direct  health  care  dollar  costs  related  to  such  illness  is  about  S22  billion 
per  year.  The  AMA  has  been  very  active  and  continues  to  promote  programs  to  eliminate 
smoking,  discourage  alcohol  and  drug  abuse,  reduce  cholesterol,  encourage  better  adolescent 
health,  and  other  similar  programs  which  are  all  aimed  at  improving  health  and  reducing 
costs  of  health  care. 

Point  13 

Amend  ERISA  or  the  federal  tax  code  so  that  the  same  standards  and  requirements  apply  to 
self  insured  (ERISA)  plans  that  apply  to  state-regulated  health  insurance  policies.  Currently, 
employers  who  self-insure  the  health  care  of  their  employees  are  exempt  from  most  state 
requirements  that  apply  to  commercial  and  Blue  Cross  Blue  Shield  insurance  policies.  This 
"unequal  play  ing  field"  removes  the  self-insured  plans  from  equitable  participation  in  state 
risk  pools,  leaving  many  people  without  access  to  affordable  health  insurance,  including  small 
employ  ers.  The  amendment  called  for  regarding  ERISA  would  not  mean  that  self-insured  plans 
would  be  subject  to  state-mandated  benefits,  since  another  provision  of  this  proposal  calls  for 
a  repeal  or  override  of  such  mandates. 

Patients  should  be  free  to  determine  from  whom  and  the  manner 
in  which  health  care  benefits  are  delivered. 

Patients  should  remain  free  to  choose  their  physician  and  health  care  delivery  system 
(e.g.,  indemnity.  HMO.  PPO).  The  individual  patient's  freedom  ct  choice  to  pursue  his  or  her 
health  care  needs  combined  with  a  free  and  independent  medical  profession  are  bai.cd  on  the 
American  recognition  of  the  importance  of  the  indiv  idual  and  are  the  cornerstones  for  our 
strong  American  health  care  system. 
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Several  particular  actions  are  needed  in  pursuit  of  these  goals: 
Point  14 

Repeal  or  override  state-mandated  benefit  laws,  to  help  reduce  the  cost  of  health  insurance, 
while  assuring  through  legislation  that  adequate  benefits  are  provided  in  all  insurance,  includ- 
ing self  insurance  programs.  Individuals  should  be  free  to  choose,  at  their  own  cost,  additional 
coverages  if  desired  but  such  coverages  should  not  be  mandated  as  part  of  all  policies. 

Currently,  health  insurance  policies  must  comply  with  a  myriad  of  mandated  benefit  laws  in 
the  various  states  —  over  700  such  mandates  nationwide  according  to  the  Health  Insurance 
Association  of  America  (HIAA).  The  HIAA  estimates  that,  but  for  such  mandates,  16  percent  of 
the  small  firms  that  do  not  offer  health  insurance  would  do  so  and  that  51  percent  of  the  firms 
that  converted  to  self-insurance  between  1981  and  1984  would  not  have  done  so. 

Point  15 

Seek  reductions  in  the  administrative  costs  of  health  care  delivery  and  the  excessive  and 
complicated  paperwork  nightmare  faced  by  patients  and  their  families  who  seek  to  obtain 
benefits.  There  has  developed  in  the  last  several  years  a  burgeoning  multiplicity  of  unrestrained 
insurance  conditions  and  paperwork  requirements.  The  frustration  of  physicians  in  dealing 
with  the  differing  managed  care  requirements  of  multiple  insurance  companies,  self-insureds, 
and  government  programs  results  in  increased  costs  and  interference  with  the  physician- 
patient  relationship. 

All  physicians  should  be  committed  to  the  highest  ethical  standards 
in  the  delivery  of  care  to  patients. 

Point  16 

Encourage  physicians  to  practice  in  accordance  with  the  highest  ethical  standards  and 
to  provide  voluntary  care.  In  times  of  strain  upon  the  health  care  delivery  system,  where 
physicians  are  called  upon  to  deal  with  multiple  competing  pressures  —  particularly  from 
insurance  carriers  and  the  government  —  it  is  well  to  note  that  the  AMA  will  continue  its 
efforts  to  encourage  all  physicians  to: 

•  Treat  their  patients  as  individuals. 

•  Use  their  best  professional  judgment  in  every  case. 

•  Inform  their  patients  of  the  benefits,  risks  and  estimated  costs  of  treatment. 

•  Treat  their  patients  with  courtesy,  dignity,  respect,  compassion  and  timely  attention  to  their 
medical  needs. 

The  AMA  will  also  continue  its  long-standing  efforts  to  encourage  physicians  to  provide  health 
care  services  without  charge  or  at  reduced  rates  for  persons  who  are  without  insurance  and 
cannot  afford  health  services.  Numerous  medical  society  sponsored  efforts  to  provide  free  or 
reduced-fee  care  to  the  needy  are  in  place  in  many  but  not  all  areas  of  the  nation.  However, 
these  efforts  are  not  enough  to  provide  such  care  to  all  of  those  in  need.  Recent  AMA  surveys 
indicate  physicians  provide  an  average  of  150  hours  of  care  annually  free  of  charge  —  coming 
close  to  $1 1  billion  of  uncharged  care.  Such  efforts  will  clearly  need  to  continue  for  the 
foreseeable  future. 
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Summary  of  AM  A  Proposal 

The  elements  of  the  AMA  proposed  plan  may  be  summarized  in  the  following  1 6  points: 

1 .  Increase  access  by  enacting  major  Medicaid  Reform. 

2.  Increase  access  by  requiring  employer  provision  of health  insurance. 

3.  Increase  access  by  creating  state-level  risk  pools  in  all  states. 

4.  Maintain  access  and  reduce  costs  for  the  elderly  by  enacting  Medicare  Reform. 

5.  Increase  access  and  reduce  costs  for  the  elderly  by  enacting  necessary  legislation  to 
finance  expanded  long-term  care  coverage. 

6.  Reduce  health  care  costs  through  professional  liability  reform. 

7.  Maintain  quality  and  reduce  costs  through  development  of  professional  practice 
parameters. 

8.  Reduce  health  care  costs  through  altering  the  tax  treatment  of  employee  health 
care  benefits. 

9.  Reduce  costs  by  encouraging  cost-conscious  decisions  by  patients. 

10.  Reduce  costs  by  seeking  innovation  in  insurance  underwriting. 

1 1 .  Maintain  quality  through  expanded  federal  support for  medical  education,  research  and 
the  National  Institutes  of  Health  (NIH). 

12.  Maintain  quality  and  reduce  costs  through  increased  health  promotion  and  disease 
prevention. 

13-  Reduce  costs  and  increase  access  by  amending  ERISA  or  the  federal  tax  code  to  equalize 
treatment  of  self-insured  and  insurance  plans. 

14.  Reduce  costs  and  increase  access  by  repealing  or  overriding  state-mandated  benefit  laws. 

15.  Reduce  costs  by  reducing  administrative  costs  and  paperwork. 

16.  Maintain  quality  and  access  through  encouraging  physicians  to  practice  in  accordance 
with  the  highest  ethical  standards  and  to  provide  voluntary  care. 

Conclusion 

Accomplishing  the  goal  of  strengthening  the  American  health  care  system  through  the  elements 
contained  in  this  AMA  proposal  will  present  an  enormous  challenge  to  all  concerned.  For  its 
part,  the  AMA  intends  to  move  forward  vigorously  on  legislative  and  other  fronts.  The  AMA 
welcomes  and  encourages  the  support  of  others  to  help  bring  about  an  improved  American 
health  care  system. 

February  1990 
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The  issue  seems  clear:  Some  33  million  Americans  have  no  health 
insurance  coverage,  leaving  them  with  limited  access  to  health  care. 
Health  insurance  must  be  extended  to  cover  these  uninsured.  A  clear 
issue,  yes,  yet  many  decisions  lie  between  the  problem  and  the  solution. 

Health  Access  America,  an  American  Medical  Association  proposal, 
provides  one  blueprint for  those  decisions.  The  proposal  presents 
specific  public  and  private  sector  measures  to  extend  access  to  all 
Americans. 

Health  Access  America  states  that  employer  health  care  insurance 
should  be  required  by  federal  law.  The  proposal  then  outlines  steps  to 
implementing  this  requirement,  including  the  use  of  a  minimum 
benefits  package. 

Defining  minimum  benefits 

Establishment  of  a  minimum  benefits  package  is  vital  to  affordable 
employer  coverage.  The  package  presented  here  represents  only  the 
minimum  that  should  be  required  in  any  employer  setting. 

This  package  is  designed  to  do  the  most  good  for  those  who  currently 
do  not  have  coverage,  while  balancing  cost  considerations.  It  includes 
features  that  result  in  a  reduced  premium  yet  provides  substantial 
coverage. 

Cost  ef  the  package 

The  AMA  minimum  benefits  package  is  estimated  to  cost  an  employer 
an  average  of  $1,700  a  year  per  employee.  This  is  based  on  70  percent  of 
the  employees  having  family  coverage  and  30  percent  having  individual 
coverage.  The  employer  pays  80  percent  of  the  premium. 

Nationally,  the  average  employer  now  spends  between  $2,300  and  $2,600 
per  employee  for  health  insurance  premiums. 

To  develop  the  minimum  benefits  package,  AMA  staff  worked  closely  with 
the  Wyatt  Company,  a  leading  actuarial  firm  with  substantial  expertise  in 
pricing  employee  health  benefits. 
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The  AMA  minimum  benefits  package 

Maternal  and  child  care 

•  Pre-  and  post-natal  care 

•  Pregnancy  care  including  complications 

•  Delivery 

•  Immunizations  and  well-child  care  up  to  age  8,  using  American 
Academy  of  Pediatrics  guidelines 

Physician  services 

•  Medically  necessary  services  provided  in  inpatient  and  outpatient 
settings,  up  to  20  office  visits  per  person  per  year 

•  Diagnostic  and  therapeutic  services 

•  Medical  or  surgical  treatment  of  illness  or  injury 

•  Diagnostic  imaging 

•  Laboratory  services 

Dental  services 

•  Limited  to  repair  necessitated  by  injury  to  sound  teeth  or  jaw 

Outpatient  facility  services 

•  Use  of  emergency  room,  supplies 

•  Emergency  treatment 

•  Outpatient  facility  and  diagnostic  services,  including  X-rays,  lab  tests 

•  Use  of  operating  room,  supplies 

•  Dialysis  care 

Inpatient  hospital  care 

•  Up  to  45  inpatient  days  per  person  per  year 

•  Semiprivate  room,  board 

•  Nursing  services 

•  Diagnostic  services 

•  Drugs,  oxygen,  blood,  biologicals,  supplies,  appliances,  equipment 

•  Operating,  delivery  and  recovery  room  charges 

•  Intensive,  coronary  and  other  medically  necessary  special 
types  of  care 

•  Dialysis 

•  Rehabilitation  unit  charges 

•  Care  for  pregnancy  and  complications 

•  Other  medically  necessary  ancillary  services 
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Home  health  services 

•  Medically  necessary  services  prescribed  by  physician,  up  to  240  visits 
per  person  per  year 

•  Physician  services 

•  Services  of  nurses,  aides  and  medical  social  workers  under  physician 
supervision 

•  Medical  supplies,  appliances 

•  Oxygen,  blood,  biologicals 

•  Durable  medical  equipment  rental 

•  Ancillary  services 

Other 

•  Ambulance 

•  Skilled  nursing  facility,  up  to  180  days  per  person  per  year 
Not  covered 

•  Routine  physicals,  routine  screening  tests  and  exams 

•  Detoxification 

•  Sterilization,  reverse  of  sterilization 

•  Artificial  insemination,  family  planning 

•  Cosmetic  surgery 

•  Obesity  treatment,  weight  loss  programs 

•  Custodial  or  domiciliary  care 

•  Eyeglasses,  hearing  aids 

•  Orthopedic  shoes 

•  Orthodontic  appliances 

•  Hospice 

•  Outpatient  prescription  and  nonprescription  drugs 

•  Outpatient  speech,  occupational,  physical  therapy 

•  Personal  comfort  items 

Deductibles.  The  basic  deductible  is  $350  per  individual  and 
$750  per  family. 

There  is  no  deductible  on  pre-natal  and  post-natal  care  of  mother  and 
infant,  nor  for  well-child  care  and  immunizations  up  to  age  8. 
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Co-payments.  The  insured  individual  generally  pays  20  percent, 
except  as  follows: 


$25  emergency  room  co-payment  per  visit,  after  deductible 

There  is  no  co-payment  on  pre-  and  post-natal  care  of  mother  and  infant, 
nor  for  well-child  care  and  immunizations  up  to  age  8. 

Out-of-pocket  limits.  Limits  are  set  at  $1,500  per  individual  and 
$3,000  per  family. 

Deductible  and  co-payment  amounts,  but  not  premium  payments,  go 
toward  meeting  out-of-pocket  expenses. 

Lifetime  benefit  limit  per  person  is  $1  million. 

Other.  As  an  optional  benefit,  employers  should  be  required  to  offer 
coverage  for  unlimited  physician  office  visits  and  hospital  days,  at  an 
added  cost  to  the  employee  selecting  this  coverage. 


Steps  to  implementation 

The  AMA  Health  Access  America  proposal  includes  the  following 
additional  recommendations  regarding  employer-based  insurance: 


•  Federal  tax  incentives  must  be  provided  and  risk  pools  created  so  that 
new  and  small  businesses  can  afford  the  cost  of  coverage. 

•  State-mandated  benefit  laws  must  be  preempted  so  that  small  busi- 
nesses can  obtain  an  affordable  minimum  benefits  package  of  health 
insurance  for  their  employees. 

•  The  Internal  Revenue  Code  or  ERISA  must  be  amended  so  states  can 
require  self-insured  companies  to  participate  in  state-operated  risk 
pools.  Small  businesses  and  others  for  whom  coverage  is  not  available 
could  use  these  pools  to  purchase  minimum  benefits  policies  at 
group  rates. 

•  COBRA  insurance  continuation  coverage  must  be  expanded  to  require 
that  employers  pay  the  same  share  of  an  employee  health  benefit 
premium  as  was  paid  prior  to  termination,  for  up  to  four  months. 


First  $1,000  of  services,  after  deductible 
Additional  services,  except  as  otherwise  provided 
Inpatient  room  and  board 
Outpatient  facility  services 


30  percent 
20  percent 
30  percent 
30  percent 
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•  Policy  provisions  excluding  pre-existing  conditions  from  employee 
health  insurance  must  be  eliminated. 

•  Innovation  in  insurance  underwriting  should  be  pursued,  to  create 
larger  risk  spreading  groups  and  reinsurance  mechanisms. 

For  additional  information 

The  AMA  is  interested  in  developing  a  dialogue  with  businesses  across  the 
country  to  explain  Health  Access  America  and  discuss  the  private  sector's 
role  in  improving  access  to  health  care. 

For  further  information,  write  Health  Access  America,  American  Medical 
Association,  515  North  State  Street,  Chicago,  Illinois  60610. 


October  1990 
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Mr.  Conyers.  I  am  grateful  for  you  joining  in  the  debate  early 
on.  This  is  the  beginning  of  an  examination,  not  just  of  the  Cana- 
dian system,  but  ultimately  of  our  own  and  we  appreciate  your 
comments. 

Dr.  Addington,  welcome. 

STATEMENT  OF  WHITNEY  ADDINGTON,  MEMBER,  CLINICAL 
PRACTICE  SUBCOMMITTEE,  AMERICAN  COLLEGE  OF  PHYSI- 
CIANS 

Dr.  Addington.  Thank  you,  Mr.  Chairman,  members. 

The  American  College  of  Physicians  is  pleased  to  have  this  op- 
portunity to  present  our  views  on  the  neeH  for  comprehensive 
health  care  reform.  With  more  than  70,000  members  practicing  in- 
ternal medicine  and  its  subspecialties,  the  college  is  the  Nation's 
largest  medical  speciality  society. 

I  am  Dr.  Whitney  Addington,  a  member  of  the  ACP  Clinical 
Practice  Subcommittee  and  president  of  the  Chicago  Board  of 
Health. 

My  brief  comments  today  will  focus  on  the  need  for  comprehen- 
sive reform  to  assure  universal  access  to  care. 

We  will  highlight  several  elements  of  our  current  system  where 
substantial  change  is  necessary,  particularly  to  control  costs. 

Finally,  we  will  present  some  comments  on  the  report  of  the  Gen- 
eral Accounting  Office  on  the  Canadian  system. 

More  than  1  year  ago,  the  college  published  an  editorial  in  the 
Annals  of  Internal  Medicine  that  called  "Universal  Access  to 
Health  Care,  a  Medical  and  Moral  Imperative." 

Mr.  Chairman,  I  request  that  a  copy  of  that  editorial  be  included 
in  the  record  of  this  hearing. 

Mr.  Conyers.  Without  objection,  so  ordered. 

[The  information  follows:] 
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Reprinted  from  ANNALS  OF  INTERNAL  MEDICINE  Vol.  1 12;  No  9,  1  May  1990 
Printed  in  U  S  A. 

Annals  of  Internal  Medicine 


EDITORIALS 

Universal  Access  to  Health  Care  in  America: 
A  Moral  and  Medical  Imperative 


I  am  not  an  advocate  for  frequent  changes  in  laws 
and  constitutions,  but  laws  and  institutions  must  go 
hand  in  hand  with  the  progress  of  the  human  mind. 
As  that  becomes  more  developed,  more  enlightened, 
as  new  discoveries  are  made,  new  truths  discovered 
and  manners  and  opinions  change,  with  the  change 
of  circumstances,  institutions  must  advance  also  to 
keep  pace  'ith  the  times.  We  might  as  well  require 
a  man  to  wear  still  the  coat  which  fitted  when  a  boy 
as  civilized  society  to  remain  ever  under  the  regimen 
of  their  barbarous  ancestors. 

— Thomas  Jefferson  (I) 

With  the  twentieth  century  drawing  to  a  close,  inter- 
nal medicine  has  the  rare  opportunity  to  lead  the  way  in 
reforming  our  nation's  health  care  system.  As  leaders  of 
the  American  College  of  Physicians,  we  believe  we 
must  not  let  this  opportunity  pass.  The  growing  needs 
of  our  patients  and  colleagues  demand  that  we  use  all  of 
our  energies  and  resources  to  develop  a  better  system, 
a  system  designed  to  improve  the  health  of  our  nation 
in  the  twenty-first  century.  Patchwork  reform  is  not 
enough;  simple  solutions  will  not  suffice.  Our  problems 
are  deep,  complex,  and  growing  more  urgent  daily. 
Solutions  for  these  problems  must  address  the  underly- 
ing weaknesses  in  the  current  system  that  have  so  over- 
burdened our  patients,  our  profession,  and  the  Ameri- 
can society.  To  this  end  we  are  dedicating  our  efforts. 

In  1932,  the  Committee  on  the  Costs  of  Medical  Care, 
a  privately  funded  group  that  had  completed  a  five-year 
study  of  health  care  in  the  United  States,  wrote:  "The 
quality  of  medical  care  is  an  index  of  a  civilization"  (2). 
In  the  six  decades  since  this  statement,  there  has  been 
a  remarkable  evolution  in  diagnosis  and  treatment  and 
in  the  care  of  patients.  Today,  "care"  is  no  longer 
enough;  patients  now  expect,  and  physicians  try  very 
hard  for,  "cure,"  often  to  the  detriment  of  caring  as  it 
was  known  in  the  1930s  and  40s. 

Sixty  years  ago  patients  expected  little  and  demanded 
less.  Everyone  was  essentially  uninsured.  Patients  who 
could  afford  to  pay  doctors  and  hospitals  did  so,  and 
those  who  could  not  were  cared  for  as  "charity  cases." 
Physicians  donated  their  time  and  talent;  hospitals  were 
cheap  and  supported  largely  by  philanthropy;  expensive 


technology  was  almost  nonexistent.  Paternalism  was 
both  rampant  and  acceptable. 

By  the  1970s  all  major,  industrialized  nations  except 
one-ours-had  developed  some  nationwide  system  to  en- 
sure that  every  citizen  had  access  to  appropriate  health 
care.  In  the  United  States,  federal,  state,  and  local 
programs  were  devised  in  response  to  changing  political 
pressures  to  address  some  health  care  needs  of  partic- 
ular groups.  The  system  relied  primarily  on  private 
sources  of  insurance  for  the  rest  of  the  population  and 
to  provide  insurance  for  services  not  covered  by  public 
programs.  Consequently,  today  we  have  a  combination 
of  disparate  programs  designed  to  finance  or  provide 
health  care  services  directly  for  merchant  marines,  vet- 
erans, elderly  persons,  very  poor  persons,  military  per- 
sonnel and  their  dependents,  native  Americans,  migrant 
workers,  and  persons  living  in  medically  underserved 
areas.  These  public  sector  programs  now  account  for 
42%  of  the  nation's  total  annual  spending  for  health 
care. 

Yet  we  still  have  well  over  30  million  persons  without 
private  or  public  health  care  coverage  who  must  cither 
pay  for  their  care  out  of  their  own  pockets,  receive 
treatment  as  indigents,  or  go  without.  About  32%  of  the 
uncovered  are  children;  55%  are  employed  adults  who 
are  generally  in  low-paying  jobs.  When  these  persons 
come  to  hospitals,  the  cost  of  their  care  is  passed  on  to 
patients  who  are  insured,  resulting  ultimately  in  higher 
insurance  premiums  for  everyone  who  pays  for  health 
insurance.  As  pointed  out  by  Rosemary  Stevens  (3),  the 
United  States  has  "a  de  facto  national  health  service, 
expressed  through  its  hospitals,  although  Americans  are 
unwilling  to  recognize  the  fact  and  indeed  go  to  enor- 
mous lengths  to  deny  it.  As  a  result  we  have  high  costs 
without  concomitant  social  benefits." 

The  problem  of  providing  universal  access  to  health 
care  cries  out  for  medical  leadership.  If  physicians  fail 
to  contribute  to  the  solution  of  the  problem,  we  will 
have  only  ourselves  to  blame  when  a  solution  is  devised 
without  us.  For  too  long  "organized  medicine"  has 
been  only  against,  not  for  change. 

The  College  believes  that  physicians  now  have  a 
unique  opportunity  to  participate  in  determining  the  fu- 
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ture  of  health  care  for  all  Americans.  Toward  this  end, 
the  College  analyzed  the  facts  and  statistics  regarding 
who  is  and  is  not  insured,  developed  criteria  for  eval- 
uating present  and  future  proposals  for  change,  exam- 
ined certain  types  of  proposals  for  improving  access, 
and  preliminarily  measured  these  suggestions  against 
our  criteria.  In  the  past  three  years,  we  have  held  over 
a  hundred  meetings  on  the  topic  of  improving  access  to 
health  care  for  all  of  our  citizens.  These  meetings  have 
involved  thousands  of  physician  and  staff  hours  by  the 
Health  and  Public  Policy  Committee  and  four  of  its 
subcommittees.  Discussion  and  debate  have  occurred 
within  the  Board  of  Regents,  the  Board  of  Governors  (a 
group  of  member-elected  leaders),  and  at  regional  mem- 
bership meetings  of  ACP  chapters  across  the  country. 
The  topic  was  also  a  prominent  part  of  our  1988  and 
1989  Annual  Session  programs,  where  over  1000  inter- 
nists expressed  their  views  in  questions  and  comments 
and  on  evaluation  forms. 

The  views  expressed  by  members  during  these  pro- 
cesses convinced  the  College  that  major  systems  reform 
is  needed.  Our  current,  haphazard  non-system  not  only 
leaves  millions  of  persons  without  adequate  access  to 
health  care,  it  is  costly  and  inefficient.  Tremendous 
administrative  expenses  are  incurred  in  recording,  bill- 
ii.g,  processing,  reviewing,  and  auditing  claims.  Market- 
ing health  insurance  policies,  maintaining  financial  re- 
serves, and  providing  corporate  profits  add  to  these 
costs.  It  is  estimated  that  from  20%  to  23%  of  total 
national  health  care  spending  can  be  attributed  to  ad- 
ministrative costs. 

The  current  situation  is  intolerable  for  patients,  their 
families,  and  physicians.  Our  members  are  becoming 
increasingly  frustrated  by  unwarranted  intrusions  into 
clinical  decision  making;  by  the  paperwork  and  admin- 
istrative time  and  expense  involved  in  responding  to 
requirements  of  government  and  other  third-party  pay- 
ers; by  the  rising  costs  of  office  practice,  including  the 
costs  of  professional  liability  insurance;  and  by  cost- 
containment  actions  that  increasingly  restrict  physi- 
cians' ability  to  provide  appropriate  care.  The  message 
heard  throughout  the  country  is  that  physicians  are  be- 
leaguered and  angry;  good  patient  care  is  under  seige. 
Solutions  to  the  access  problem  must  address  the  "has- 
sle factor,"  reduce  administrative  costs  and  burdens, 
and  permit  physicians  to  provide  their  patients  with 
appropriate  care. 

Consequently,  we  have  come  to  two  basic  conclu- 
sions. First,  major  reforms  are  necessary.  A  compre- 
hensive and  coordinated  program  to  assure  access  on  a 
nationwide  basis  is  essential.  Second,  piecemeal  ap- 
proaches have  superficial  political  appeal  and,  given 
their  capacity  to  ameliorate  certain  intolerable  condi- 
tions, may  be  acceptable  in  the  short  term.  However, 
short-term  solutions  carry  the  tremendous  risk  of  sim- 
ply placing  band-aids  on  the  problem.  Approaches  that 
merely  build  upon  the  present  system,  with  its  enor- 
mous administrative  requirements,  excessive  adminis- 
trative costs,  and  increasing  intrusiveness  into  medical 
practice,  will  not  alleviate  the  problems  now  confront- 
ing physicians  and  their  patients  daily;  they  may  even 
compound  them.  In  the  longer  term,  new  and  innova- 


tive alternatives  will  be  necessary,  including  some  form 
of  a  nationwide  financing  mechanism  to  assure  access. 

In  the  1840s,  Alexis  de  Tocqueville  wrote,  "The  early 
stages  of  national  existence  are  the  only  periods  at 
which  it  is  possible  to  make  legislation  strictly  logical; 
and  when  we  perceive  a  nation  in  the  enjoyment  of  this 
advantage  [as  America  was  in  the  1840s]  we  should  not 
hastily  conclude  that  it  is  wise,  but  remember  that  it  is 
young"  (4).  America  is  no  longer  young.  It  is  now 
difficult  for  us  to  make  our  legislation  strictly  logical. 
Yet  we  believe  that  the  time  has  come  to  develop  a 
program  that  assures  health  care  for  all  Americans. 

We  are  in  the  middle  of  a  health  care  revolution  that 
is  fueled  by  untethered  technology,  runaway  costs,  and 
unreasonable  expectations  from  patients,  families,  and 
their  physicians.  The  College  seeks  to  help  lead  our 
nation  to  a  better  and  more  equitable  health  care  sys- 
tem. The  ACP  position  paper  that  appears  in  its  entirety 
in  this  issue  of  Annals  of  Internal  Medicine  details  the 
criteria  we  have  identified  for  development  of  a  better 
system  (5). 

We  recognize  that  our  statements  may  be  controver- 
sial, but  we  urge  careful  reading  and  thoughtful  analy- 
sis. We  anticipate  cries  from  some  that  we  are  advo- 
cating "socialized  medicine"  or  that  we  are  "selling 
out"  medicine.  What  we  advocate  is  a  good  internist's 
customary  openness  to  consider  all  the  options.  We 
have  made  a  diagnosis;  we  propose  proceeding  with 
careful  consideration  of  alternative  treatment  plans.  We 
must  reaffirm  the  sanctity  of  humankind,  the  primacy  of 
the  patient,  and  the  importance  of  good  health  for  all 
our  citizens,  not  just  those  who  can  afford  it. 

The  American  College  of  Physicians  joins  the  debate 
on  access  to  health  care  after  much  thoughtful  discus- 
sion. We  have  concluded  that  nothing  short  of  universal 
access  to  a  level  of  basic  health  care  will  be  fair  in  the 
long  run.  How  we  achieve  that  goal  and  the  best  mech- 
anism required  have  yet  to  be  determined  and  must 
engage  all  concerned  citizens.  We  have  identified  the 
principal  elements  that  will  be  needed  for  a  uniquely 
American  system.  We  believe  that  our  nation  can  de- 
velop a  program  that  is  fair  and  equitable  for  all.  With 
Jefferson  we  believe  we  must  "keep  pace  with  the 
times."  To  us  the  times  call  for  a  national  health  policy, 
not  short-term,  patchwork  reform. 

As  physicians,  each  of  us  knows  that  something  must 
be  done  and  done  soon.  The  debate  continues.  The 
nation  waits. 
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Dr.  Addington.  We  can  delay  no  further  the  inclusion  of  all 
Americans  into  our  health  care  system.  We  urge  this  committee 
and  the  Congress  to  adopt  that  goal. 

In  a  position  paper  accompanying  that  editorial,  the  college  ex- 
amined our  health  system  and  concluded  that  it  ha  become,  basi- 
cally, dysfunctional. 

It  is  certainly  not  serving  the  uninsured,  but  neither  is  it  serving 
insured  patients,  physicians,  employers,  government,  or  society  as 
a  whole. 

We  must  work  for  comprehensive  and  coordinated  reforms  that 
address  not  only  access  to  care,  but  cost,  quality,  administrative 
burdens  and  waste,  liability,  and  other  issues. 

Like  others,  our  initial  motivation  for  developing  our  policy  was 
the  32  million  or  more  Americans  who  have  no  public  or  private 
health  coverage. 

We  were  also  struck  by  the  Census  Bureau  finding  that  more 
than  60  million  people  have  inadequate  coverage  or  gaps  in  their 
coverage. 

That  means  that  one  in  four  Americans  may  be  exposed  to  the 
risk  of  catastrophic  illness  with  little  or  no  coverage. 

We  would  also  argue  with  those  who  claim  that  people  without 
insurance  coverage  manage  to  get  care  through  public  hospitals, 
community  health  centers,  or  other  means. 

Researchers  at  Georgetown  University  recently  put  that  myth  to 
rest,  in  a  study  that  found  that  the  uninsured  are  up  to  three  times 
as  likely  to  die  in  the  hospital,  and  are  provided  significantly  lower 
rates  of  expensive  procedures  such  as  hip  replacements. 

As  president  of  the  Chicago  Board  of  Health,  I  see  that 
Chicagoans  pay  a  high  price  for  their  lack  of  access  to  primary  pre- 
ventive health  services. 

In  the  past  2  years,  there  has  been  a  shocking  and  totally  unac- 
ceptable rise  in  preventable  and  infectious  diseases. 

In  1989  and  1990,  Chicago,  as  well  as  most  urban  centers,  was 
struck  by  an  epidemic  of  2,857  documented  measles  cases  which  led 
to  992  hospitalizations  and  9  deaths,  9  actual  deaths,  in  children 
from  measles. 

A  few  years  ago,  discussions  were  held  at  the  NIH  and  at  the 
World  Health  Organization  on  how  measles  would  soon  follow 
smallpox  and  be  eliminated  from  the  world. 

Active  tuberculosis  cases  increased  in  Chicago  from  1,200  in  1989 
to  1,450  in  1989,  and  tuberculosis  deaths  increased  from  44  to  more 
than  80. 

Syphilis  cases  reports  increased  117  percent  in  1990  to  5,500, 
while  congenital  syphilis  rose  768  percent,  from  25  to  217  babies 
born  with  syphilis. 

We  know  what  to  do,  vaccinate  children  to  prevent  measles  and 
prophylactically  treat  contacts  to  prevent  tuberculosis  and  syphilis. 

It  costs  so  little. 

It  saves  so  much. 

We  need  to  do  it. 

Mr.  Conyers.  Could  you  come  to  a  conclusion? 

We  probably  are  up  against  a  vote  on  the  floor  shortly. 

Dr.  Addington.  I  appreciate  that. 
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The  college  in  its  full  report  has  discussed  what  we  think  are 
great  strengths  to  the  Canadian  health  system  and  some  potential 
problems  and  have  gone  into  that  in  great  detail  in  our  full  report. 

Thank  you  very  much. 

Mr.  CONYERS.  Thank  you. 

We  have  your  report.  It  will  be  included  in  the  record. 
That  seems  like  a  great  line  to  end  on  and  I  thought  you  were 
finished. 

[The  prepared  statement  of  Dr.  Addington  follows:] 
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STATEMENT  OF  THE 
AMERICAN  COLLEGE  OF  PHYSICIANS 
BEFORE  THE 

HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 
June  11,  1991 

Comprehensive  Reform  of  the  Health  Care  System 

The  American  College  of  Physicians  (ACP)  is  pleased  to  have  this  opportunity  to 
present  our  views  on  the  need  for  comprehensive  health  care  reform.  With  more  than  70,000 
members  practicing  internal  medicine  and  its  subspecialties,  the  College  is  the  nation's  largest 
medical  specialty  society.  I  am  Dr.  Whitney  Addington,  amember  of  the  ACP  Clinical  Practice 
Subcommittee  and  President  of  the  Chicago  Board  of  Health. 

Our  comments  today  will  focus  on  the  need  for  comprehensive  reform  to  assure 
universal  access  to  care.  We  will  highlight  several  elements  of  our  current  system  where 
substantial  change  is  necessary,  particularly  to  control  costs.  Finally,  we  will  present  some 
comments  on  the  report  of  the  General  Accounting  Office  on  the  Canadian  System. 

Universal  Access  to  Care  and  Comprehensive  Reform 

More  than  a  year  ago,  the  College  published  an  editorial  in  the  Annals  of  Interna] 
Medicine  that  called  universal  access  to  health  care  a  "medical  and  moral  imperative."  Mr. 
Chairman,  I  request  that  a  copy  of  that  editorial  be  included  in  the  record  of  this  hearing.  We 
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can  delay  no  further  the  inclusion  of  all  Americans  into  our  health  care  system.  We  urge  this 
Committeee  and  the  Congress  to  adopt  that  goal. 

In  a  position  paper  accompaning  that  editorial  published  in  May  1990  {Annals  of 
Internal  Medicine,  1990;  1 12(9):641-61),  the  College  examined  our  health  system  and  concluded 
that  it  has  become,  basically,  dysfuntional.  It  is  certainly  not  serving  the  uninsured,  but  neither 
is  it  serving  insured  patients,  physicians,  employers  or  government.  We  must  work  for 
comprehensive  and  coordinated  reforms  that  address  not  only  access  to  care,  but  cost,  quality, 
administrative  burdens  and  waste,  liability,  and  other  issues. 

Like  others,  our  initial  motivation  for  developing  our  policy  was  the  32  million  or  more 
Americans  who  have  no  public  or  private  health  coverage.  We  were  also  struck  by  the  Census 
Bureau  finding  that  more  than  60  million  people  have  inadequate  coverage  or  gaps  in  their 
coverage.  That  means  that  one  in  four  Americans  may  be  exposed  to  the  risk  of  catastrophic 
illness  with  little  or  no  coverage. 

We  would  also  argue  with  those  who  claim  that  people  without  insurance  coverage 
manage  to  get  care  through  public  hospitals,  community  health  centers,  or  other  means. 
Researchers  at  Georgetown  University  recently  put  that  myth  to  rest,  in  a  study  that  found  that 
the  uninsured  are  up  to  three  times  as  likely  to  die  in  the  hospital,  and  are  provided  significantly 
lower  rates  of  expensive  procedures  such  as  hip  replacements. 

Internists  around  the  country  have  reported  to  us  signs  of  distress  in  the  health  care 
system  at  the  patient  level  as  well  as  at  the  institutional  level.  ACP  research  shows  that  almost 
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half  of  our  members  have  seen  an  increase  in  the  last  five  years  in  the  number  of  patients  who 
delay  seeking  care  or  who  do  not  follow  their  recommendations  because  of  limited  financial 
resources.  Most  physicians  had  patients  who  delayed  seeking  care  because  they  were  uncertain 
of  coverage.  Almost  all  physicians  have  at  least  some  patients  who  could  not  pay  the  doctor's 
bills,  the  underlying  reason  being  a  lack  of  adequate  insurance.  Patients  either  had  insurance 
and  lost  it  or  were  unable  to  acquire  it.  Many  physicians  had  patients  who  were  unable  to 
afford  co-payments  and  deductibles. 

On  top  of  these  problems  of  coverage,  of  course,  is  the  mounting  evidence  that  the 
health  care  system  is  headed  for  fiscal  collapse.  You  are  all  familiar  with  these  numbers:  Health 
care  spending  having  passed  the  $650  billion  mark,  more  than  12  percent  of  GNP,  and  headed 
towards  annual  spending  of  one  trillion  dollars  by  the  turn  of  the  century.  The  alarming 
increases  in  the  share  of  GNP  consumed  means  less  money  available  for  other  social  needs  - 
education,  housing,  job  training,  and  so  on. 

As  suggested  in  last  year's  study  by  Robert  J.  Blendon  et  al.,  the  high  level  of 
dissatisfaction  the  public  feels  with  the  American  health  care  system  may  be  the  result  of  just 
this  interplay  between  sharply  rising  costs  and  inadequate  financial  protection  from  health 
insurance.  In  this  ten  nation  study,  Americans  are  the  least  satisfied  with  their  current  health 
care  system,  in  spite  of  having  the  highest  per  capita  health  expenditure. 

The  dissatisfaction  of  patients  is  mirrored  by  the  reactions  of  physicians  to  our  current 
system.  In  our  1 990  survey  (Lewis  CE  et  al.  How  Satisfying  is  the  Practice  of  Medicine?  Annals 
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of  Internal  Medicine.  1 99 1 ;  1 1 4: 1  -5),  ensuring  access  to  care  was  the  number  one  concern  of 
our  members  in  terms  of  devising  criteria  for  health  system  reform.  Additionally,  internists  are 
increasingly  frustrated  by  unwarranted  intrusions  into  clinical  decision  making;  by  the 
paperwork  and  administrative  time  and  expense  involved  in  responding  to  requirements  of 
government  and  other  third-party  payers;  by  the  rising  costs  of  office  practice,  including  the 
costs  of  professional  liability  insurance;  and  by  misguided  cost-containment  actions  that 
increasingly  restrict  physicians'  ability  to  provide  appropriate  care.  The  message  heard 
throughout  the  country  is  that  physicians  are  beleaguered  and  angry;  good  patient  care  is  under 
siege.  Solutions  to  the  access  problem  must  address  these  intrusions,  reduce  administrative 
costs  and  burdens,  and  permit  physicians  to  provide  their  patients  with  appropriate  care. 

These  frustrations  are  contributing  to  physician  dissatisfaction  and  an  increasing 
number  of  physicians  are  opting  to  leave  primary  care  internal  medicine  practice.  Increasingly, 
community  practitioners  seek  opportunities  in  university  hospitals  or  Veterans  Administration 
Medical  Centers.  Too  many  doctors  are  retiring  early  or  limiting  their  practices.  Importantly, 
increasing  numbers  of  medical  students  are  opting  not  to  enter  training  in  primary  care 
disciplines.  This  may  ultimately  result  in  a  shortage  of  primary  care  physicians  and  will 
exacerbate  our  current  access  problems.  In  addition,  it  poses  a  special  problem  for  the  future 
delivery  of  primary  care  services  for  Medicare  patients. 

We  concluded  in  our  position  paper  that  piecemeal  solutions  to  the  access  or  any  other 
single  problem  would  run  the  risk  of  aggravating  other  problems.  Major  reform  of  the  entire 
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system  is  necessary.  We  developed  a  set  of  16  criteria  to  evaluate  proposals  for  reform  and 
guide  development  of  our  own  recommendations,  a  process  in  which  we  are  now  engaged. 

We  urge  the  Congress  similarly  to  think  boldly  and  broadly  about  solutions.  We  have 
to  reconsider  all  assumptions  about  our  current  ways  of  delivering  and  financing  health  care. 
Not  all  the  options  are  yet  on  the  table.  More  and  more  individuals  and  organizations  are 
offering  ideas.  We  see  a  consensus  emerging  that  reform  is  essential,  although  we  do  not  yet  see 
a  consensus  on  the  solution.  Still,  that  is  progress,  and  the  efforts  of  this  and  other 
Congressional  committees  are  contributing  to  the  growing  momentum  for  change. 

Changing  the  Incentives  of  the  Current  System 

Proposals  to  guarantee  universal  access  and  control  costs  must  take  into  account,  and 
change,  the  structure  and  incentives  of  our  current  health  system.  Our  best  efforts  will  be 
compromised,  and  our  goals  unmet,  if  we  do  not  make  sure  that  deeply  entrenched  incentives 
of  the  financing  and  delivery  system  are  modified.  Changes  must  be  made  in  at  least  the 
following  areas:  the  payment  system,  the  manpower  system,  investment  incentives,  the  liability 
system,  utilization  review,  and  the  role  of  the  patient. 

Payment  System:  We  have  long  recognized  that  the  current  health  care  payment  system 
promotes  overutilization.  When  revenue  is  determined  principally  by  the  number  of  units  of 
service  provided,  the  response  is  to  provide  more  procedures  and  services  than  are  necessary, 
particularly  when  malpractice  concerns  are  added. 
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What  chance  do  cost  control  efforts  have  in  the  face  of  this  powerful  economic 
incentive?  Unless  the  financing  system  is  changed  from  one  that  is  driven  by  volume  to  one  that 
provides  incentives  for  more  discriminating  and  coordinated  use  of  resources,  our  efforts  to 
define  and  promote  appropriate  levels  of  service  are  likely  to  fail. 

We  have  to  explore  ways  of  closing  the  open-ended,  volume-driven  nature  of  the 
payment  system.  We  have  to  ask  how  we  can  determine  an  upper  bound,  and  then  use  practice 
guidelines  and  research  on  effectiveness  and  outcomes  to  allocate  resources  across  services  and 
providers  to  maximize  the  effectiveness  of  our  spending.  In  this  way,  practice  guidelines  are 
placed  at  the  service  of  the  payment  system,  and  not  at  cross-purposes. 

Manpower  System:  There  is  abundant  data  showing  that  the  number  and  mix  of 
physicians  has  direct  impact  on  the  utilization  of  health  services.  A  hands-off  approach  to 
manpower  policy  has  resulted  in  excessive  health  services  in  some  communities,  while  other 
communities  have  difficulty  in  providing  primary  care.  Again,  the  incentives  are  to  super- 
specialize,  to  locate  where  the  highest  volume  of  services  can  be  achieved,  and  to  perform  the 
most  high-tech,  high-cost  procedures. 

We  must  develop  a  manpower  policy  that  utilizes  the  tools  at  our  command  -  and 
creates  new  ones  -  to  begin  to  influence  the  mix  and  distribution  of  physicians  in  accord  with 
the  nation's  needs.  Our  existing  tools  include  medical  school  class  size,  the  number  and 
distribution  of  residency  training  slots,  and  government  financing  programs.  The  goals  of 
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manpower  policy  must  be  not  only  to  reduce  the  excessive  use  of  high-cost  services  created  by 
uncontrolled  physician  supply  and  distribution,  but  also  to  encourage  minorities  to  enter 
medical  professions,  promote  primary  care,  and  enhance  ambulatory  care  training,  which  to 
date  falls  far  short  of  the  reality  that  the  hospital,  as  we  traditionally  know  it  provides  a 
smaller  and  smaller  percentage  of  medical  care. 

Investment  Incentives:  Our  system  has  placed  few  controls  on  capital  investment, 
particularly  in  the  non-hospital  setting.  In  the  spirit  of  American  free  enterprise,  we  have 
opened  up  investment  opportunities  to  anyone.  The  result  has  been  the  generation  of  excess 
capacity,  particularly  in  the  form  of  freestanding  diagnostic  and  treatment  centers.  All  are 
driven  to  maximize  volume  in  order  to  realize  profit  on  the  investment.  With  few  constraints 
on  who  could  be  served,  and  a  third-party  payor  ready  to  foot  the  bill,  the  opportunities  for 
unnecessary  services  are  greatly  increased. 

We  suggest  that  regulatory  controls  on  capacity  have  some  role  to  play  in  resolving  this 
problem.  It  will  be  useful  to  study  why  earlier  attempts  to  establish  health  planning  mechanisms 
failed  politically.  Are  we  facing  a  different  enviroment  now  in  which  receptivity  to  notions  of 
regulating  investments  and  setting  other  planning  goals  is  enhanced? 

Liability  System:  Efforts  to  restrain  spending  are  likely  to  be  undercut  by  our  current 
liability  system.  Defensive  medicine  is  acknowledged  to  be  a  major  concern,  costing  billions  of 
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dollars  in  unneeded  tests  and  treatments.  In  the  face  of  our  litigious  society,  asking  good 
clinicians  to  change  practice  patterns  in  accordance  with  guidelines  on  the  appropriate  use  of 
services,  however  scientifically  valid  they  may  be,  may  be  asking  them  to  risk  exposure  to  a 
damaging  lawsuit.  Changes  in  the  liability  system  will  be  necessary  as  an  underpinning  for 
proposals  to  increase  access  and  control  costs. 

Significant  reforms  have  been  introduced  by  Senator  Hatch  and  Representative 
Johnson,  and  proposed  by  President  Bush.  We  agree  with  them  that  it  is  time  to  set  national 
standards  for  tort  reform,  to  address  a  major  national  problem.  These  standards  have  been 
proven  effective  in  California  and  elsewhere.  This  legislation  also  would  encourage  pilot  tests 
of  alternatives  to  the  tort  system,  such  as  the  administrative  dispute  resolution  process 
proposed  by  a  large  group  of  medical  organizations.  Passage  of  this  legislation  is  a  concrete 
step  that  Congress  could  take  this  year  to  begin  reform  of  our  health  system.  It  will  take  a 
major  re-thinking  of  old  habits  to  move  away  from  defensive  medical  practices,  but  this  is  a 
necessary  first  step. 

Utilization  Review:  A  fifth  element  of  our  current  system  that  must  be  reformed  is  the 
way  in  which  utilization  review  is  conducted.  Nothing  accounts  more  for  the  disaffection  of 
physicians  than  the  intrusion  into  clinical  decision-making  and  the  doctor-patient  relationship 
that  results  from  retrospective  case  review  by  people  who  have  not  seen  the  patient  and  may 
have  inadequate  medical  training  or  none  at  all. 
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Utilization  review  must  be  completely  restructured.  Our  current  system  sanctions 
physicians  who  are  more  resource-intensive,  but  provides  no  rewards  to  those  who  are  iess 
resource-intensive.  As  an  alternative,  practice  patterns  of  physicians  could  be  profiled,  to 
determine  those  who  are  outliers.  The  utilization  review  system  should  then  become  an 
educational  tool  to  bring  the  outliers  into  the  norm.  With  this  kind  of  information  on  practice 
patterns,  and  the  use  of  practice  guidelines  to  set  the  norm,  it  should  not  be  difficult  to  change 
physician  behaviors.  Evidence  from  the  Maine  Medical  Assessment  studies,  for  example,  shows 
that  physicians  want  to  practice  in  the  norm. 

Role  of  the  patient:  The  patient  has  largely  been  overlooked  in  our  efforts  to  achieve 
appropriate  levels  of  resource  use.  For  lack  of  any  other  direction,  and  supported  by  the  media 
spotlight  on  medical  miracles  and  by  doctors  nervous  about  liability  exposure,  the  patient's 
mindset  is  one  of  trying  anything  and  everything  because  "it  might  work". 

We  suggest  that  the  role  of  the  paiient  is  a  component  of  systemic  change  that  must  be 
considered  as  well.  Attempts  to  control  costs  are  as  dependent  on  changes  in  patient  behavior 
as  they  are  on  the  other  reforms  we  have  discussed.  Research  on  effectiveness  and  outcomes 
gives  us,  for  the  first  time,  an  informed  basis  for  bringing  the  patient  into  decision-making  on 
the  use  of  resources.  We  must  explore  means  of  helping  patients  apply  their  values  to  assess  the 
possible  outcomes  and,  with  the  physician,  make  decisions  on  treatment.  We  suggest  that  this 
is  a  critical  component  of  moving  from  the  excesses  of  a  "try  anything"  system  to  a  system  in 
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which  thoughtful  calculations  are  made  on  the  value  and  costs  of  intervention. 

The  question  is  often  heard  of  how  we  can  achieve  a  consensus  on  the  level  of  care  and 
spending  acceptable  to  our  society.  This  kind  of  approach,  where  the  patient  is  brought  into 
decision-making  and  makes  an  informed  judgment  on  possible  outcomes,  in  light  of  his  or  her 
values,  may  provide  the  means  for  building  that  consensus. 

This  is  an  extensive  agenda  for  change.  But  we  must  not  be  daunted  by  the  size  of  the 
task.  In  some  areas,  good  ideas  are  already  on  the  table,  and  must  be  further  developed.  In 
other  areas,  we  need  to  learn  from  others  as  to  what  might  work,  with  appropriate 
modification,  in  this  country.  We  commend  the  Committee  for  requesting  the  GAO  report  and 
studying  its  findings  in  these  hearings.  We  will  conclude  our  statement  with  some  comments 
on  that  report.  We  are  also  pleased  that  the  GAO  will  be  studying  other  systems,  particularly 
Germany  and  Japan,  and  will  look  forward  to  seeing  their  next  report. 

The  GAO  Report  on  Canadian  System 

The  College  has  looked  very  hard  at  the  Canadian  health  care  system.  In  developing  our 
position  paper  on  Access  to  Health  Care,  we  explored  the  option  of  establishing  a ,  universal 
access  to  health  insurance  program.  We  gave  particular  attention  to  the  Canadian  system.  Our 
conclusion,  like  that  of  the  GAO,  was  that  there  is  much  that  can  be  learned  from  the  Canadian 
experience.  We  were  particularly  impressed  by  the  relatively  low  administrative  overhead  of  the 
Canadian  health  insurance  financing  mechanism,  the  administrative  savings  that  are  achieved, 
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and  the  relative  lack  of  interference  in  clinical  decision-making.  However,  we  were  also  careful, 
as  is  the  GAO,  to  point  out  that  there  are  both  strengths  and  weaknesses  of  the  Canadian 
system.  Achieving  needed  comprehensive  reforms,  while  preserving  the  strengths  of  our  system, 
is  an  extremely  complex  problem  that  will  require  z   uniquely  American  solution. 

One  of  the  strong  points  of  the  Canadian  system  is  its  emphasis  on  access  to  primary 
and  preventive  health  care.  We  hear  much  criticism  of  the  Canadian  system  regarding  long 
waits  to  receive  services;  however,  the  GAO  report  indicates  that  all  Canadians  have  good 
access  to  primary  and  preventive  services,  although  they  may  have  to  wait  for  some  high- 
technology  services.  In  the  United  States,  many  people,  particularly  those  without  any  form  of 
health  insurance,  defer  or  go  without  primary  and  preventive  care  until  serious  problems 
develop  requiring  highly  expensive  emergency  care.  I  have  attached  some  very  dramatic  health 
statistics  that  demonstrate  my  first-hand  experience  with  the  extent  of  the  problem  in  Chicago. 
In  the  long-run,  access  to  primary  and  preventive  health  care  may  be  the  greatest  and  most 
cost-effective  means  for  maintaining  good  health  and  reducing  health  care  costs. 

In  addition  to  assuring  financial  access  to  health  care  for  all  Canadians,  the  provincial 
governments  in  Canada  have  adopted  health  manpower  policies  that  assure  an  adequate  supply 
of  primary  care  physicians.  Undergraduate  medical  education  is  much  less  expensive  in 
Canada  (tuition  averages  less  than  $2000),  and  graduate  medical  education  is  fully  funded  by 
the  provincial  governments.  As  the  GAO  report  notes,  more  than  50%  of  Canadian  physicians 
are  engaged  in  general  or  family  practice.  In  the  United  States,  about  one-third  of  physicians 
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are  primary  care  providers.  Recent  trends  in  this  country  indicate  a  growing  demand  for 
primary  care  services,  but  decreasing  numbers  of  primary  care  physicians. 

We  have  a  national  problem  in  attracting  and  retaining  physicians  in  primary  care.  Our 
students  are  now  graduating  medical  school  with  an  average  indebtedness  of  close  to  $50,000. 
Some  physicians  are  now  completing  residency  training  with  repayment  obligations  of  as  much 
as  $200,000.  The  number  of  U.S.  medical  school  graduates  entering  Internal  Medicine  training 
has  been  declining  steadily  since  1985.  Correspondingly,  the  number  of  unfilled  residency 
training  positions  in  Internal  Medicine  has  been  growing.  Although  we  do  not  expect  major 
Federal  action  to  quickly  reverse  these  trends,  an  opportunity  does  exist  this  year,  in 
reauthorizing  Title  VII  of  the  Public  Health  Service  Act,  to  at  least  provide  targeted  support 
for  primary  care  training  programs. 

The  GAO  report  also  highlights  the  differences  in  administrative  overhead  and 
administrative  costs  between  Canada  and  the  United  States.  The  report  reinforces  our 
assessment  that  savings  in  paperwork,  billing,  claims  processing,  responding  to  payment 
reviews,  and  other  administrative  overhead  could  more  than  offset  the  additional  costs  of 
expanding  access  to  health  care  for  all  Americans.  Our  Canadian  members  and  colleagues  are 
appalled  by  the  financial  obstacles,  reporting  requirements,  and  questioning  of  clinical 
judgement  that  U.S.  physicians  must  endure.  Administrative  hassles  and  increasing  interference 
in  clinical  decision-making  are  not  an  effective  means  of  cost  containment  or  quality  assurance. 
The  survey  of  our  U.S.  membership  revealed  that  internists  are  so  frustrated  that  a  substantial 
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portion  (30%)  would  be  willing  to  forego  a  portion  of  their  income  if  it  would  lessen  the  burden 
of  administrative  requirements  and  interference  in  clinical  decision-making.  This  study  also 
indicated  that  only  2%  of  the  physicians  surveyed  feel  that  the  current  U.S.  system  works  well 
and  requires  little  change;  30%  feel  it  "works  poorly  and  requires  major  changes."  An 
overwhelming  number  (95%)  reported  that  they  felt  it  important  for  the  College  to  be  involved 
in  efforts  to  reform  our  health-care  system. 

As  we  have  indicated,  the  Canadian  system  also  has  its  faults.  Chief  among  them  is  the 
explicit  restriction  of  health  care  technology.  Technological  innovation  is  impeded,  there  are 
shortages  of  expensive  new  high-tech  equipment,  and  patients  often  must  wait  for  months,  even 
years,  for  services  that  are  readily  available  in  the  United  States.  However,  these  problems  are 
not  inherent  with  a  single-payer  system  and  could  be  addressed  under  any  reformed  U.S. 
system.  We  can  learn  from  the  Canadian  experience  -  and  from  our  own.  One  of  the  hallmarks 
of  U.S.  health  care  has  been  continued  innovation  and  advancement  in  medical  science  and  the 
rapid  dispersion  and  utilization  of  new  technology.  Innovation  and  development  can  and 
should  be  fostered  under  a  reformed  financing  system.  We  should  continue  to  invest  in 
biomedical  and  health  services  research.  We  can  also  learn  from  our  experiences  with  national 
health  planning  and  not  repeat  past  mistakes.  However,  we  need  to  recognize  that  we  cannot 
afford  to  have  every  piece  of  high  technology  equipment  in  every  hospital  or  in  every 
physician's  office.  We  are  optimistic  that  a  means  can  be  developed  to  assess  and  allocate  high 
technology  health  care  resources  without  stifling  innovation  and  development. 
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Other  variations  from  the  Canadian  model  that  we  think  should  be  considered  include 
maintaining  a  role  for  employer-based  private  insurance,  continuing  to  foster  an  environment 
for  a  variety  of  health  care  delivery  mechanisms  including  HMOs  and  managed  care,  and 
maintaining  a  role  for  for-profit  hospitals.  Continuation  of  some  cost-sharing  provisions 
should  also  be  considered  as  a  means  of  cost-containment  as  long  as  financial  barriers  are  not 
created  to  needed  care.  Finally,  we  would  urge  that  any  public  program  should  have  a  broad- 
based  constituency  to  assure  that  it  is  not  under-funded. 

Conclusion 

It  is  time  for  change,  for  substantial  reform.  Millions  of  Americans  are  denied  the  ability 
to  take  care  of  their  basic  physical  well-being.  The  system  cannot  continue  to  absorb  the 
explosive  rise  in  costs.  We  are  smart  enough  to  devise  the  solutions.  We  need  also  to  be  strong 
enough  to  recognize  that  each  of  us  who  is  a  part  of  the  system  must  give  some  ground,  must 
make  some  sacrifices,  in  order  to  achieve  a  consensus  for  comprehensive  reform. 

Thank  you  for  considering  our  views. 
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Aa  President  of  the  Chicago  Board  of  Health  I  see  Chicagoana  pay  a  high 
price  for  their  iac&  of  access  to  primary  preventive  health  aervicea. 
In  the  past  two  yeare ,  there  has  been  a  shocking  and  unacceptable  riae 
in  preventable  infect!.,,,,  diseases. 


MEASLES 

In  1989  and  1990  Chicago  was  struck  by  an  epidemic  of  2857  documented 
measles  cases f  992  hospitalizations  and  9  deaths  from  measles.  A  few 
years  ago  discussions  were  held  on  how  measles  would  soon  be  eliminated 
from  the  world. 


TUBERCULOSIS 

Active  tuberculosis  oases  increased  in  Chicago  from  1231  in  1988  to 
1412  in  1989  and  tuberculosis  deaths  increased  from  44  to  more  than  80. 


SYPHILIS 

Syphilis  case  reports  increased  117%  in  1990  to  5565,  while  oongentiai 
syphilis  rose  768%  from  25  to  217.  Unprevented,  undetected  and 
untreated  syphilis  causes  miscarriage,  stillbirth,  congenital  defects, 
infant  death,  developmental  disability  and  mental  retardation. 


WE  KNOW  WHAT  TO  DO 

We  know  what  to  do:  vaccinate  children  on  time  to  prevent  measles  and 
prophylaotically  treat  contacts  to  prevent  tuberculosis  and  syphilis. 
It  costs  so  little.    We  save  so  much. 


1987 

Measles 

Cases  2 

Hospitalizations  0 

Deaths  0 

Tuberculosis 

Cases  649 

Deaths  16 

Syphilis 

Total  cases  1347 

Congenital  cases  8 


Let's  do  it. 


1988  1989  1990 

0  2232  625 

0  755  237 

0  8  1 


682  684  728 

28  42  54 


1217         2120  3445 
17  55  162 
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Mr.  Conyers.  We  welcome  Dr.  Quentin  Young,  also  from  Chi- 
cago, and  an  old  friend. 

STATEMENT  OF  QUENTIN  YOUNG,  PRESIDENT,  PHYSICIANS 
FOR  A  NATIONAL  HEALTH  PROGRAM 

Dr.  Young.  Thank  you  very  much,  Mr.  Chairman  and  Represent- 
ative Horton  and  the  other  distinguished  Members  of  the  House. 

I  really  can't  exaggerate  how  much  I  feel  this  is  an  important 
hearing  and  will  have  great  impact  on  our  national  health. 

I  am  very  pleased  to  appear  before  you  today  on  behalf  of  the 
Physicians  for  a  National  Health  Program,  a  group  which  was 
formed  barely  5  years  ago  and  already  has  over  4,000  doctors  who 
seek  basic  reform  of  the  health  system  of  the  United  States. 

With  the  vast  majority  of  our  colleagues,  we  know  that  we  work 
in  a  system  which  is  fundamentally  flawed  and  is  overall  failing  to 
serve  the  American  people. 

I  am  coming  before  you  as  a  practicing  physician  who  every  day 
sees  patients  in  the  office  and  in  the  hospital  and  is  able  to  report 
from  that  long  experience  that  this  is  the  experience  of  America's 
doctors  and,  of  course,  the  patients  they  serve. 

Let  me  at  the  outset  laud  the  General  Accounting  Office  study, 
"The  Canadian  Health  Insurance:  Lessons  for  the  United  States," 
and  laud  the  Chair  and  this  committee  for  commissioning  it. 

This  is  a  historic  document,  a  declaration  of  independence  of  the 
American  people  and  the  Emancipation  Proclamation  for  their  doc- 
tors. 

When  Congress  enacts  its  principles  into  law,  it  will  be  the  Con- 
stitution that  will  give  us  all  the  health  services  we  need  with  skill 
and  dignity  and  without  the  specter  of  impoverishment  and  denial 
that  haunt  our  present  arrangements. 

The  American  medical  professional  universally  has  recognized 
the  need  for  reform  of  health  care  finance. 

Too  many  people  are  left  out,  too  much  of  professional  ethics  is 
compromised  by  patient  dumping,  wallet  biopsy  before  deciding  to 
render  care  and  health  status  statistics  demonstrating  the  failings 
of  our  current  system. 

The  American  College  of  Physicians,  the  National  Medical  Asso- 
ciation, the  American  Academy  of  Pediatrics  have  long  called  for 
universal  access. 

They  are  lately  joined  by  the  American  Medical  Association. 

Those  organizational  expressions  reflect  the  polls  which  uni- 
formly show  that  the  American  physician  is  not  happy  in  his  or  her 
practice  and  recognizes  the  need  for  basic  change. 

PNHP  has  studied  the  Canadian  testimony. 

Our  findings  are  very  much  in  accord  with  those  of  the  General 
Accounting  Office  report. 

Let  me  stress  that  we  believe  the  United  States  can  learn  from 
Canada's  magnificent  20-year  experience  in  national  health  insur- 
ance. 

We  urge  critical  evaluation  and  not  mimicry  of  that  country's 
achievement. 

Because  our  resources  are  so  much  greater  than  Canada's,  we 
can  readily  avoid  the  relatively  minor  problems  that  system  has  en- 
countered, and  have  every  expectation  to  achieve  the  universal  and 
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comprehensive  coverage  that  Canadians  enjoy  without  financial 
burdens. 

The  physicians  of  this  country  also  can  expect  an  end  to  the  bur- 
den of  bureaucratic  obstruction  as  1,500  insurance  companies  con- 
found our  efforts  to  serve  our  patients. 

I  want  to  note  for  the  record  that  the  object  of  insurance  compa- 
nies in  American  today  is  to  limit  services,  and  they  have  magnifi- 
cent and  numerous  ways  of  achieving  it. 

First,  let's  look  at  our  national  health  resources. 

At  this  moment,  as  the  GAO  report  verifies,  there  are  enough 
dollars  spent  for  health  care  to  meet  the  needs  of  every  inhabitant 
of  our  land. 

Sixty-seven  billion  dollars  squandered  on  private  insurance  ad- 
ministrative costs  and  profits  could  bring  the  35  million  of  our  pop- 
ulation without  coverage  into  the  system. 

It  could  transform  Medicaid  from  the  abomination  that  it  is  into 
a  full  status  partner  in  a  system  like  Canada's  that  has  only  one 
class  of  patients. 

It  could  end  all  the  copayments,  deductibles,  and  exclusion  of 
care  that  occurs  in  our  present  health  care  transactions. 

Here  I  would  echo  the  GAO  report  in  acknowledging  a  possible 
place  for  small  copayments  in  the  new  system  for  participants 
earning,  for  example,  above  twice  the  poverty  level. 

My  preference  would  be  to  emulate  the  Canadians  and  outlaw 
such  cash  transactions  between  patients  and  providers. 

I  don't  think  the  American  people  will  run  amok  with  that  oppor- 
tunity to  get  decent  health  care. 

It  is  no  fun  to  get  health  care.  It  is  fun  and  pleasurable  to  get 
your  health  needs  provided  for. 

In  addition  to  allocating  now  40  percent  more  per  capita  than 
Canada  spends,  we  have  many  more  resources  in  place  that  make 
some  problems  that  have  emerged  in  Canada  easily  obviated. 

Take,  for  example,  the  delays  reported  for  certain  high-tech  pro- 
cedures or  sophisticated  surgery. 

In  general,  the  United  States  has  a  plenitude  of  these  devices 
and  an  excess  of  specialized  surgical  teams. 

A  recent  study  noted  that  our  11,000  mammography  centers  are 
not  only  far  more  than  we  need,  three  times  as  much  the  author 
estimated,  even  as  we  extend  coverage  to  shamefully  excluded  hith- 
erto Medicare-eligible  women.  But  counter-intuitively,  this  excess 
resulted  in  artificially  high  charges  as  the  many  underutilized 
mammography  devices  caused  their  owners  to  jack  up  unit  prices. 

This  dramatic  report  illustrates  yet  another  example  of  the  fail- 
ure of  the  marketplace  competition  to  operate  in  health  care. 

Similarly,  a  tragic  lack  of  planning  to  train  primary  physicians 
coupled  with  high  financial  rewards  to  specialized  proceduralists. 
Surgeons,  endoscopists,  radiologists,  for  example,  has  led  to  an  un- 
desirable excess  of  specialists  and  a  serious  shortage  of  primary 
care  physicians,  again  in  contrast  to  Canada. 

While  the  correction  of  this  imbalance  must  go  forward,  it  means 
that  we  have  more  than  enough  specialists  in  heart  surgery  and  or- 
thopedics to  meet  all  the  needs  of  patients  under  the  national 
health  insurance  plan. 
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We  have  the  very  resources  that  are  in  short  supply  in  Canada. 
We  will  not  even  encounter,  as  Mr.  Stoughton  said,  for  40  years, 
the  problems  that  Canada  has  today. 

Another  valuable  lesson  from  Canada  relates  directly  to  resource 
allocation. 

The  lines  that  form  have  allowed  direct  attention  to  patients' 
needs. 

Thus,  in  Toronto  when  the  wait  list  for  elective  coronary  artery 
bypass  graft  was  as  long  as  6  months,  the  referring  doctors  were 
made  aware  of  fully  qualified  cardiac  surgeons  who  could  schedule 
patients  in  a  few  weeks. 

Not  only  does  this  shorten  the  interval,  but  new  referral  patterns 
develop,  utilizing  the  available  talent  better. 

In  Canada,  the  problem  can  turn  into  the  solution. 

Imagine  how  our  country  would  be  able  to  extend  service  to  mil- 
lions outside  the  system  now  with  maximum  utilization  of  our  vast 
resources  of  professional  skills,  physical  plants  and  equipment. 

A  word  about  rationing,  Mr.  Chairman. 

At  Cook  County  Hospital,  which  is  the  only  resource  for  hun- 
dreds of  thousands  of  people,  a  new  patient  appearing  in  the  emer- 
gency room  who  needs  an  appointment  for  out-patient  care  will  be 
given  an  appointment  9  months  from  today. 

If  people  go  to  Dr.  Addington's  excellent  public  clinics  which  the 
city  runs,  a  new  patient  in  need  of  care  will  be  given  an  appoint- 
ment 3  or  4  months  from  today. 

How  can  we  talk  about  rationing  when  that  is  the  portion  of  mil- 
lions of  Americans  who  are  on  the  dark  side  of  our  economic  lad- 
der? 

Dumping  is  another  way  of  rationing  that  oftentimes  leads  to  a 
fatal  outcome  and  never  helps  the  patients. 

I  had  in  my  prepared  remarks  nine  outstanding  arguments 
against  employer-mandated  services  which  I  won't  burden  you  with 
now,  but  they  devastate  this  silly  failed  way  of  trying  to  face  the 
cost  and  access  question. 

Again,  let  me  thank  you  for  this  opportunity. 

Mr.  Conyers.  Thank  you  very  much,  Dr.  Young. 

[The  prepared  statement  of  Dr.  Young  follows:] 
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Statement  of  Dr.  Quentin  Young,  President  of  the  Physicians  for  a  National  Health 
Program  (PNHP),  for  the  Committee  on  Government  Operations,  June  11,  1991 

Introduction 

The  Government  Accounting  Office  study,  "Canadian  Health  Insurance:  Lessons 
for  the  United  States,"  is  a  historic  document.  It  is  at  once  a  Declaration  of 
Independence  for  the  American  people  and  the  Emancipation  Proclamation  for  their 
doctors.  And,  I  might  add,  when  Congress  enacts  its  principles  into  law,  it  will  be  the 
Constitution  that  will  give  us  all  the  health  services  we  need,  with  skill  and  dignity  and 
without  the  spectre  of  impoverishment  and  denial  that  haunts  our  present  arrangements. 

The  United  States  is  blessed  with  some  of  the  finest  health  care  professionals  and 
technology  in  the  world.  The  same  cannot  be  said  for  our  system  of  paying  for  health 
care.  We  spend  more  on  health  care  than  any  other  nation  in  the  world,  yet  no  other 
civilized  country  excludes  so  many  of  its  people  from  the  full  benefits  of  its  health  care 
system.  No  other  nation  compounds  the  tragedy  of  serious  illness  with  the  calamity  of 
financial  ruin  from  uncovered  medical  bills.  In  the  face  of  unmet  needs  for  care,  we 
squander  hundreds  of  billions  Of  dollars  every  year  on  pointless  paper  shuffling  and 
inappropriate  medical  procedures.  We  spend  more  to  erect  and  enforce  bureaucratic  and 
financial  impediments  to  care  than  it  would  cost  to  provide  comprehensive  care  to 
underserved  Americans.  In  short,  America's  health  insurance  system  is  inefficient, 
inequitable,  and  obsolete.  No  amount  of  tinkering  will  fix  this  fundamentally  flawed 
system.  It  is  time  to  replace  it. 

The  American  medical  profession,  universally,  has  recognized  the  need  for  reform 
of  health  care  finances.  Too  many  people  are  left  out.  Too  much  of  our  professional 
ethics  is  compromised  by  patient  dumping,  "wallet-biopsy"  before  deciding  to  render 
care,  and  health  status  statistics  demonstrating  the  failings  of  the  current  system.  The 
American  College  of  Physicians,  the  National  Medical  Association,  and  the  National 
Academy  of  Pediatrics  have  long  called  for  universal  access.  They  are  lately  joined  by 
the  American  Medical  Association.  These  organizational  expressions  reflect  the  polls 
which  uniformly  show  that  the  American  physician  is  not  happy  in  his  practice  and 
recognizes  the  need  for  basic  change. 

Physicians  for  a  National  Health  Program  proposes  to  cover  all  Americans  under 
a  unitary  public  health  insurance  program.  This  single  public  payer  would  replace  the 
chaotic  multitude  of  private  health  insurance  plans  and  public  programs  that  now  exist. 
The  national  health  insurance  plan  we  propose  would  save  lives,  save  dollars,  and  save 
patients  and  physicians  from  the  headaches  of  trying  to  cope  with  the  currently 
deranged  American  health  insurance  system. 

Why  do  we  believe  that  fundamental  restructuring  of  health  insurance  is 
necessary?  The  familiar,  for  all  its  faults,  has  the  comfort  of  being  familiar;  there  is  an 
understandable  inclination  among  some  physicians,  patients,  and  politicians  to  wish  to 
shore  up  existing  health  insurance  structures  to  cope  with  the  system's  many 
deficiencies.  Some  entrenched  special  interests,  such  as  the  private  health  insurance 
industry,  would  also  be  economic  losers  under  a  publicly  financed  system.  It  is  not 
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surprising  that  fear  of  change  and  of  perceived  threats  to  income  has  motivated  the 
American  Medical  Association  to  support  expansion  of  employment  based  private 
insurance—the  "employer  mandate"  approach.  But  the  AMA  speaks  for  a  dwindling 
number  of  American  physicians.  Some  polls  have  shown  that  a  majority  of  American 
physicians  support  national  health  insurance.  Our  organization,  Physicians  for  a 
National  Health  Program,  represents  over  4000  American  physicians  who  believe  that 
reforming  private  health  insurance  is  a  thoroughly  inadequate  approach  to  resolving  the 
interdependent  problems  of  declining  access  and  rising  costs. 

The  PNHP  sees  Canada  as  the  model.  It  would  end  the  dreadful  hassle  factor  and 
chaos  inherent  in  a  system  of  1500  health  insurance  companies,  each  offering  a  confusing 
array  of  "benefit  packages".  In  real  life,  these  insurers  function  mainly  to  limit  or  deny 
services.  In  Canada,  the  single  payer  smoothly  assures  services  and  payment  at  a  huge 
savings  to  the  nation. 

Canada  negotiates  fees  with  its  doctors  to  avoid  the  runaway  inflation  which 
hurts  everyone.  This  compact  with  the  insurance  plan  rewards  our  Canadian  colleagues 
in  many  ways.  Their  income  is  comfortable,  at  80%  of  the  American  level  for  primary 
care  physicians  (about  80%  of  all  Canadian  doctors).  Specialists,  while  earning  more, 
cannot  reach  the  multi-million  dollar  annual  incomes  made  by  a  minority  of  U.S. 
physicians.  This  disparity  is  already  being  addressed  through  the  resource-based 
relative  value  scale  payment  scale  for  Medicare  services. 

The  Inadequacy  of  More  Limited  Reform 

Employer-linked  health  insurance  plans  are  fraught  with  difficulty.  There  is  no 
logical  reason  why  health  insurance  should  be  tied  to  employment  and  there  are  many 
reasons  why  it  should  not.  First,  the  U.S.  economy  is  having  increasing  problems 
with  foreign  competition,  facing  steady  declines  in  the  world  market  share  of  numerous 
products.  While  health  costs  are  by  no  means  the  major  reason  for  this  trend,  they  do 
contribute.  Because  employers  in  other  nations  tend  to  pay  less  for  the  health  care  of 
their  employees,  they  have  an  advantage  over  U.S.  employers.  This  U.S.  disadvantage 
grows  each  year  as  the  costs  of  employer-sponsored  health  insurance  inflate  at  rapid 
rates.  The  separation  of  health  insurance  from  employment  could  relieve  this  problem 

Second,  millions  of  workers  change  jobs  each  year,  often  leading  to  temporary  loss 
of  health  insurance,  new  preexisting  illness  restrictions,  and  involuntary  changes  in 
personal  physicians  who  may  not  be  on  the  new  employer's  PPO  or  HMO  options. 

Third,  employment-related  health  insurance  has  major  impacts  on  families. 
Dependents  of  workers  may  lose  their  insurance  if  the  insured  person  dies  or  becomes 
disabled  or  unemployed.  Divorces  and  other  changes  in  family  patterns  may  leave 
children  and  spouses  uninsured  if  coverage  is  based  on  one  family  member's  job. 

Fourth,  many  workers  are  part-time  or  seasonal  and  generally  ineligible  for  job- 
related  health  insurance;  also,  employers  can  force  people  into  part-time  work  to  avoid 
paying  their  health  coverage. 

Fifth,  the  linkage  of  health  insurance  and  employment  may  affect  employability. 
Employers,  especially  small  employers  and  those  that  self-insure,  may  look  for  good 
health  as  a  condition  of  employment,  knowing  that  poor  health  leads  to  higher  health 
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insurance  costs.  Employees  with  health  problems  in  the  family  are  severely  constrained 
not  to  leave  their  job  since  they  may  have  a  difficult  time  finding  new  employment. 

Sixth,  job-linked  health  insurance,  especially  in  the  small  business  sector,  is  fraught 
with  administrative  and  access  nightmares.  People  without  health  insurance  tend  to  be 
low  paid  and  employed  in  small,  high-turnover  industries.  Most  employees  without 
health  insurance  spend  an  average  of  5  to  11  months  on  a  given  job.  Between  jobs  they 
spend  an  average  of  7  1/2  weeks  unemployed.  Under  an  employer  mandated  health 
insurance,  an  employer  would  take  a  month  or  two  to  record  the  entitlement  of  a  new 
employee  to  receive  health  insurance,  and  the  employee  could  take  a  month  or  two  to 
make  arrangements  with  an  HMO  or  other  health  care  provider.  By  this  time,  the 
average  newly  insured  employee  would  soon  be  leaving  the  job  to  be  temporarily 
unemployed.  The  average  unemployment  period  of  7  1/2  weeks  would  not  be  enough 
to  establish  Medicaid  eligibility;  nor  would  the  former  employee  have  sufficient  funds 
to  pay  for  the  employer-sponsored  plan  to  be  converted  to  an  individual  private  plan. 
After  the  average  7  1/2  weeks  of  unemployment,  this  typical  high  turnover  worker 
would  get  another  job,  and  would  be  subjected  to  the  same  bureaucratic  treadmill  all 
over  again.  According  to  David  Kinzer,  former  president  of  the  Massachusetts  Hospital 
Association,  employer  mandated  health  insurance  will  sprout  a  "jungle  of  regulation," 
requiring  government  monitoring  of  employer  compliance,  of  insurers,  of  the  benefit 
packages  offered,  of  the  number  of  hours  employees  work,  etc. 

Seventh,  small  group  insurance  has  extremely  high  marketing  and  administrative 
costs— often  as  high  as  40%  of  total  premium  costs.  It  makes  no  administrative  sense  to 
base  insurance  on  groups  of  10  or  20  people. 

Eighth,  the  mandating  of  health  insurance  benefits  will  substantially  increase  labor 
costs  for  small  business,  which  will  inevitably  result  in  increasing  unemployment  and 
business  failures.  According  to  health  economist  Uwe  Reinhardt,  "Mandated  benefits  are 
taxes  in  the  sense  that  they  coerce  fiscal  transfers  among  private  entities  in  the  economy." 
Employer  mandated  insurance  will  weigh  as  a  heavy  tax  on  small  business  owners, 
leading  to  substitution  of  labor  saving  capital  equipment  for  the  more  expensive  labor. 
"At  least  some  of  the  working  uninsured  may  thus  be  transformed  by  mandated  benefits 
into  unemployed  uninsured"  [12].  Blue  Cross/Blue  Shield  executive  Donald  Cohodes 
concurs:  "Mandating  health  insurance  coverage  for  employees  of  small  employers  may 
be  tantamount  to  mandating  employer  bankruptcy"  [13].  According  to  the  business- 
oriented  Partnership  on  Health  Care  and  Employment,  a  national  employer  mandated 
health  insurance  plan  could  cause  the  loss  of  between  5.4  and  8.6  million  jobs  [14].  The 
pro-employer  mandate  Senate  Human  Resources  Committee  predicts  a  maximum  job 
loss  of  120,000.  The  truth  certainly  lies  somewhere  in  between.  An  estimate  made  for 
Massachusetts  alone  calculates  that  the  employer  mandate  law  will  create  a  12%  increase 
in  the  cost  of  labor  for  small  employers  which  could  cause  the  elimination  of  between 
60,000  and  180,000  jobs  in  that  state  alone  [15].  Small  businesses  have  provided  the  bulk 
of  new  jobs  created  during  the  most  recent  economic  expansion.  Is  it  wise  to  saddle  this 
entrepreneurial  element  in  our  society  with  a  new  tax  plus  the  heavy  bureaucratic 
burden  of  insuring  people  and  demonstrating  compliance  to  the  government?  [12] 

Ninth,  employer  mandated  health  insurance  has  no  cost  controls;  thus  health  care 
inflation  will  continue  to  be  out  of  control,  leading  to  likely  reductions  in  access  to  care. 
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To  summarize,  employer-mandated  health  insurance  will  not  solve  the  health  care 
crises  of  access  and  cost,  and  will  create  even  greater  administrative  chaos  than  we 
currently  experience.  Millions  of  part-time  or^seasonal  workers,  dependents  of  workers, 
and  the  unemployed  will  remain  uncovered  under  even  the  most  ambitious  of  employer- 
mandate  proposals,  necessitating  expansion  of  public  programs  to  insure  these 
individuals.  Implementation  of  employer  mandates  will  impose  new  costs,  will 
distribute  these  costs  in  a  regressive  manner,  and  will  do  nothing  to  alter  the  inflationary 
trajectory  of  future  health  care  costs. 

The  Physicians  for  a  National  Health  Program  Proposal 

What  is  the  alternative?  Let  me  make  one  general  point:  we  face  a  problem  of 
substance  abuse  in  our  society,  and  that  problem  has  no  obvious  solution.  We  face  a 
declining  quality  of  education  of  our  children,  a  problem  that  money  alone  will  not 
solve,  a  problem  with  no  evident  solution.  But  in  health  care,  it's  different.  We  have 
similarly  serious  problems,  but  the  Physicians  for  a  National  Health  Program  approach 
offers  a  clear,  simple  solution. 

Let  me  briefly  describe  the  unified  public  health  insurance  program  we  advocate. 
Under  such  a  model,  often  referred  to  as  a  "single  payer"  approach,  all  Americans  are 
automatically  covered  under  one  single  health  insurance  program.  Hence  the  term 
"unified."  The  population  is  not  divided  into  private  insurance,  Medicare,  Medicaid,  etc. 
Everyone  is  in  the  same  public  plan.  This  brings  an  immediate  advantage  over  the 
current  system  because  it  makes  unnecessary  all  the  effort  and  money  spent  on 
determining  the  risk  categories  of  different  groups  and  setting  their  premiums  on  an 
actuarially  sound  basis.  It  avoids  the  inequity  of  current  experience-rated  premium 
pricing  by  which  people  who  are  sicker  must  pay  more  for  their  insurance  than  people 
who  are  healthy. 

Unified  health  insurance  severs  the  link  between  health  insurance  and  employment. 
No  longer  will  people  who  suffer  the  loss  of  a  job  simultaneously  face  the  termination 
of  health  insurance;  no  longer  will  job  changes  occasion  expensive  disenrollment  and 
reenrollment  procedures.  No  longer  will  employers  have  to  fear  that  a  sick  employee 
will  push  their  health  insurance  costs  skyward. 

Unified  health  insurance  is  simple.  If  s  simple  for  consumers  because  everyone  enjoys 
the  same  benefits,  and  no  bills  are  sent  from  providers  to  consumers.  There  are  no  small 
print  clauses  that  say:  your  insurance  will  not  cover  preexisting  illnesses.  You  could  not 
be  rejected  as  uninsurable,  nor  could  you  have  your  health  insurance  canceled.  Walking 
into  a  hospital  or  doctors'  office,  there  would  be  no  calls  to  third  parties  to  verify 
insurance,  no  deductibles  to  be  met,  no  more  signs  saying  "Payment  is  expected  on  the 
day  of  service."  Family  members  would  no  longer  spend  their  weekend  unscrambling 
grandpa's  Medicare  and  supplemental  insurance  forms.  Consumers  would  not  face  the 
restricted  choice  of  health  plans  offered  in  many  workplaces,  but  would  have  entirely 
free  choice  of  physician  or  health  plan. 

Unified  health  insurance  is  simple  for  hospitals,  physicians  and  other  providers 
because  all  would  be  reimbursed  equally  and  from  the  same  fund,  the  "single  payer." 
The  simplest  funding  mechanism  for  hospitals  is  the  global  budget,  an  annual  lump  sum 
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payment  to  cover  operating  expenses.  This  global  budget  can  be  negotiated  annually 
based  on  past  expenditures,  previous  financial  and  clinical  performance,  projected 
changes  in  cost  and  use,  and  proposed  new  and  innovative  programs.  We  have  all  seen 
the  12  page  itemized  hospital  bill  constructed  for  each  hospital  admission  for  each 
patient.  These  itemized  patient-specific  hospital  bills  would  become  an  extinct  species. 

Fee-for-service  physicians  would  submit  all  claims  to  the  health  insurance  plan; 
physician  representatives  (probably  the  state  medical  society)  and  the  state  would 
negotiate  a  fee  schedule  for  physician  services.  The  effort  and  expense  of  billing  would 
be  trivial:  currently  my  medical  office  has  four  full-time  employees  doing  the  billing  for 
five  providers.  In  British  Columbia's  unified  health  insurance  plan,  by  contrast,  one 
practice  I  visited  spent  two  hours  of  staff  time  per  week  doing  the  billing  for  a  busy  full- 
time  physician.  I  mink  if  fee-for-service  physicians  saw  the  simplicity  of  such  a  system, 
they  would  be  far  more  willing  to  support  it.  Physicians  who  do  not  like  fee-for-service 
practice  could  elect  to  work  on  a  salaried  basis  for  globally  budgeted  hospitals  or  clinics, 
or  in  HMOs  reimbursed  on  a  capitated  basis. 

In  addition  to  providing  an  administratively  simple  mechanism  to  guarantee  every 
American  lifelong,  comprehensive  health  insurance  coverage,  the  unified  health 
insurance  model  has  another  enormous  advantage  over  our  current  system:  it  can  tackle 
the  cost  and  access  crises  simultaneously.  To  control  the  inflationary  impact  of  extended 
access,  a  single  public  insurer  can  set  fees  and  fix  budgetary  limits.  Moreover,  the 
creation  of  a  unified  insurance  mechanism  has  the  potential  to  free  up  tens  of  billions 
of  dollars  in  unproductive  administrative  costs  to  finance  the  extension  of  insurance  to 
the  uninsured.  It  is  this  topic,  financing  the  unified  health  insurance  plan,  that  I  now 
wish  to  address. 

Setting  Up  an  Inflation-Resistant  Unified  Health  Insurance  Plan 
at  No  Additional  Cost 

We  must  consider  two  cost  issues:  reducing  the  rate  of  health  care  inflation,  and 
funding  the  costs  of  initiating  the  system.  Let's  look  at  inflation  first. 

Costs  are  currently  uncontrollable  because  if  one  insurance  company  or  government 
program  cuts  payments  to  hospitals  and  physicians,  the  providers  and  hospitals  try  to 
raise  their  charges  to  other  companies  or  patients.  With  the  single  payer  characteristic 
of  the  unified  health  insurance  model,  this  kind  of  cost  shifting  is  impossible  because 
there  would  be  overall  health  budgets. 

Universal  coverage  is  not  only  compatible  with  controlled  growth  of  future  health 
expenditures,  but  it  may  be  the  sine  qua  non  for  cost  control.  Whether  in  Canada  or  New 
Zealand,  Sweden  or  Britain,  single-payer  systems  have  stabilized  national  expenditures 
in  the  past  decade  while  health  care  inflation  in  the  United  States  has  been  impervious 
to  the  most  earnest  attempts  to  control  costs.  Economist  Robert  Evans  has  concluded 
that  "Far  from  being  in  conflict,  affordability  and  accessibility  are  complementary  goals. 
It  is  the  universal  system,  channeling  all  reimbursement  through  a  single  payer,  that  has 
made  both  possible  ...  [Ujniversality  of  coverage  and  sole-source  funding  are,  as  far  as 
we  know  now,  preconditions  for  cost  control." 

Now  lef  s  move  to  the  second  cost  issue,  the  start-up  cost  of  implementing  a  unified 
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health  insurance  plan.  This  is  a  critical  question  in  our  deficit-laden  society.  I  would  like 
to  show  how  a  unified  health  insurance  plan  could  be  implemented  without  increasing 
the  amount  of  money  spent  on  personal  health  care  services  by  one  cent.  Physicians  for 
a  National  Health  Program  has  done  an  analysis  showing  that  savings  in  administration 
brought  about  by  the  simplicity  of  the  unified  health  insurance  approach  more  than 
cover  the  additional  costs  of  providing  access  to  the  uninsured  and  underinsured.  (I 
should  note  that  this  does  not  cover  long  term  care.)  Our  estimates  are  based  on 
projections  from  the  Lewin/ICF  health  consulting  firm  and  from  data  published  by  from 
the  U.S.  Department  of  Commerce,  the  Health  Care  Financing  Administration  (HCFA) 
and  the  American  Medical  Association.  The  Government  Accounting  Office  recently 
released  to  your  Committee  estimates  of  the  administrative  savings  of  a  single  payer 
system  that  are  comparable  to  our  own  estimates,  and  I  will  therefore  not  go  into  great 
detail  about  the  methods  for  calculating  these  savings.  We  conservatively  project  $27 
billion  savings  in  the  administrative  overhead  and  profits  of  health  insurance,  $31  billion 
in  hospital  administrative  savings,  and  $9  billion  in  savings  in  the  overhead  of  physician 
practices,  for  a  total  of  $67  billion  in  administrative  savings  in  1991.  We  stress  that  these 
are  conservative  estimates  of  the  savings  that  could  readily  be  achieved  within  the  first 
year  of  implementing  a  single-payer  system.  More  recent  analyses  using  updated  data 
from  the  Health  Care  Financing  Administration  and  using  different  analytical  methods 
suggest  that  the  administrative  savings  could  be  substantially  more. 

What  could  we  buy  for  $67  billion?  Independent  sources  have  estimated  that  it 
would  cost  $12  billion  in  1991  to  provide  uninsured  Americans  the  same  level  of  services 
currently  provided  to  Americans  with  health  insurance.  Our  plan  would  not  stop  there, 
however.  We  propose  spending  $37  billion  more  to  expand  care  to  the  tens  of  millions 
of  currently  insured  Americans  who  have  deferred  needed  care  because  of  large 
copayments  or  because  of  uncovered  benefits  such  as  preventive  care.  Adding  the  $12 
billion  and  $37  billion  in  new  services  still  leaves  $18  billion  of  our  $67  administrative 
dividend  still  unspent.  We  propose  dedicating  this  $18  billion  to  start-up  costs  for  the 
insurance  program,  to  job  retraining  for  displaced  administrative  personnel,  and  to  new 
initiatives  in  public  health  and  long  term  care. 

To  summarize,  our  plan  would  reclaim  $67  billion  in  unproductive  administrative 
waste  and  redirect  these  resources  to  pay  for  generous  increases  in  patient  care  services. 
The  total  budget  for  1991  under  the  national  health  program  would  be  $602  billion- 
exactly  the  same  amount  we  are  projected  to  spend  in  1991  under  current  policies  that 
deny  care  to  tens  of  millions  of  Americans. 

Where  would  the  money  come  from  to  pay  for  the  national  health  insurance 
program?  While  we  have  stressed  that  services  would  be  provided  free-of-charge  at  the 
time  of  service,  obviously  nothing  in  life  is  free.  Instead  of  paying  money  to  private 
insurance  companies  or  paying  large  amounts  directly  out-of-pocket,  individuals  and 
businesses  would  make  earmarked  payments  into  a  public  health  insurance  trust  fund. 
Our  proposed  financing  package  would  allow  a  more  equitable  distribution  of  health 
care  costs,  without  dramatically  changing  the  overall  pattern  of  revenue  sources. 

Existing  general  tax  revenues  already  account  for  over  a  quarter  of  overall 
revenues,  and  these  revenues  would  be  preserved.  Under  current  policies,  employers 
and  employees  will  spend  $259  billion  in  1991  for  private  insurance  premiums  and 
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Medicare  payroll  taxes.  We  propose  to  actually  reduce  by  12%  the  total  amount 
contributed  by  businesses  and  employees  at  the  workplace,  from  $259  billion  to  $228 
billion.  To  generate  this  $228  billion,  we  suggest  a  payroll  tax  of  9%  for  employers  and 
2%  for  employees,  with  half  these  rates  for  businesses  with  fewer  than  20  employees. 

Finally,  we  propose  replacing  much  of  the  costs  borne  by  individuals  in  out-of- 
pocket  expenses  or  individual  insurance  premiums,  with  a  package  of  new  taxes 
earmarked  for  the  public  plan  trust  fund.  One  possible  source  of  these  revenues  is  a 
package  of  progressive  taxes  and  health-promoting  taxes,  such  as  excise  taxes  on 
cigarettes,  alcohol,  and  polluting  substances,  that  according  to  the  Congressional  Budget 
Office  would  raise  $124  billion  in  1991.  Alternatively,  these  revenues  could  be  raised  by 
charging  individuals  income-adjusted  premiums  to  enroll  in  the  health  insurance 
program,  as  is  done  in  some  of  the  Canadian  provinces. 

We  stress  that  contributions  to  the  public  trust  fund  will  replace  existing  private 
insurance  premiums  and  out-of-pocket  expenses.  They  do  not  represent  new  dollars 
going  into  the  health  system.  Our  nation  as  a  whole  would  spend  the  same  $602  billion 
on  medical  services  in  1991  under  the  PNHP  plan  that  we  will  be  spending  under  the 
current  system. 

The  plan  would  not  increase  health  care  costs  for  the  average  American  family. 
Businesses  that  do  not  currently  pay  for  health  care  benefits  would  be  required  to 
contribute  their  fair  share  under  the  plan,  but  the  financial  burden  on  small  businesses 
would  be  far  less  than  that  imposed  by  employer  mandate  proposals.  Many  businesses 
who  now  insure  their  workers  would  actually  see  their  health  care  expenses  decline. 

The  Physician's  View 

Much  of  my  presentation  has  taken  the  form  of  a  relatively  formal  analysis  of  the 
problems  of  health  insurance  in  America  and  the  merits  of  the  Physicians  for  a  National 
Health  Program  plan.  Let  me  speak  more  personally  about  what  our  plan  means  from 
the  point  of  view  of  a  practicing  physician. 

The  current  system  is  alienating  more  and  more  of  my  colleagues.  A  prominent 
British  medical  journal  called  US  physicians  "the  most  second-guessed,  paper-work 
laden,  and  litigated  against  physicians  in  the  western  world."  A  recent  poll  found  that 
American  physicians  identified  excessive  paper-work  as  the  number  one  complaint  of 
practicing  medicine.  We  are  suffocating  under  the  tons  of  billing  forms,  requests  for 
insurance  authorization,  and  bureaucratic  requirements  emanating  from  our  needlessly 
complicated  and  disorganized  health  insurance  system.  We  look  enviously  at  our 
colleagues  in  Canada  and  Europe  who  are  spared  virtually  all  of  these  administrative 
hassles  under  unified  insurance  programs.  Many  of  us  would  sacrifice  some  control 
over  physician  fees  to  retain  autonomy  in  the  content  of  our  clinical  practices. 

Any  system  that  ill-serves  the  public  also  ill-serves  physicians.  Physicians  despair 
over  each  patient  afflicted  with  a  stroke  because  he  or  she  couldn't  afford  the 
medications  to  control  high  blood  pressure,  over  every  child  who  succumbs  to  measles 
because  of  barriers  to  immunizations.  Cherished,  longstanding  relationships  with 
patients  are  frequently  severed  when  families  are  forced  to  accept  a  new  insurance  plan 
that  restricts  choice  of  physician.  Payment  methods  have  introduced  financial  incentives 
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of  dubious  ethical  propriety  that  create  conflict  of  interest  between  patients'  clinical 
needs  and  physicians'  earnings.  Particularly  among  primary  care  physicians-family 
physicians,  general  internists,  and  general  pediatricians-there  is  strong  sentiment  that 
our  system  has  become  top-heavy  with  elaborate  hi-tech  gadgets  and  subspecialists.  We 
need  to  reaffirm  a  notion  of  quality  in  medical  care  measured  not  by  how  many 
surgeries  we  perform  and  by  simplistic  expectations  that  more  must  always  mean  better, 
but  by  how  well  we  treat  the  whole  person  to  promote  well-being  and  quality  of  life. 
We  must  place  a  greater  emphasis  on  preventive  care,  on  home  care  for  the  aged  and 
disabled,  on  building  teamwork  among  health  professional  to  create  a  fully-dimensional 
model  of  health  care. 

Most  other  nations  perform  far  better  in  these  areas  than  does  the  United  States. 
Unfortunately,  much  of  the  attention 

given  Canada  and  other  nations  dwells  on  misplaced  concerns  with  "rationing."  We 
have  all  heard  stories  about  Canada's  waiting  lists.  But  do  these  waits  for  elective 
procedures  really  affect  people's  health?  Canada  has  a  lower  infant  mortality  and  longer 
life  expectancy  than  the  US.  Coronary  bypass  surgery  is  one  of  the  main  surgeries  that 
force  Canadians  onto  a  waiting  list  But  studies  in  the  US  have  shown  that  one-third  or 
more  of  all  coronary  bypass  operations  in  the  US  may  be  medically  inappropriate-not 
beneficial  to  the  patient.  One  might  wonder  if  Canadians  have  too  few  coronary  bypass 
operations  or  if  US  residents  have  too  many.  Regional  analysis  within  the  US  has  found 
many  areas  where  the  rates  of  coronary  bypass  surgery  are  much  lower  than  the  average 
Canadian  rate,  yet  we  haven't  heard  any  complaints  about  US  residents  in  these  areas 
suffering  from  "rationing"  or  dying  at  alarming  rates  from  coronary  artery  disease. 

At  a  minimum,  the  US  will  continue  to  fund  health  services  at  the  12%  of  GNP 
we  are  now  spending,  not  at  the  Canadian  level  of  8,5%  of  GNP.  Within  that  12%,  we 
should  be  able  to  reduce  administrative  costs,  reduce  inappropriate  care,  and  provide 
generous  increases  in  beneficial  care  without  confronting  an  immediate  specter  of 
rationing. 

Conclusion 

There  is  no  perfect  health  care  system.  Yet  there  is  no  question  that  most  nations 
have  systems  far  less  imperfect  than  ours.  A  unified  system  of  public  financing  of  health 
care  has  proven  to  be  the  most  satisfactory— and  probably  the  only—  method  of 
simultaneously  achieving  universal  coverage  and  acceptable  control  of  costs.  Despite 
considerable  rhetoric  about  America  having  the  "finest  quality  of  health  care  in  the 
world,"  public  satisfaction  with  the  health  care  system  in  the  United  States  ranks  among 
the  lowest  in  the  industrialized  world.  The  current  system  is  not  failing  "just"  the  35 
million  Americans  who  are  uninsured  at  any  given  point  in  time.  Sixty-three  million 
Americans  lack  insurance  at  least  part  of  the  time  over  a  2  year  time  span.  Tens  of 
millions  of  Americans  with  insurance  still  face  catastrophic  out-of-pocket  costs  due  to 
uncovered  benefits,  such  as  long  term  care,  or  to  other  limits  on  coverage.  At  the 
workplace,  conflicts  over  health  insurance  benefits  now  account  for  over  three-quarters 
of  major  strikes.  The  relentless  inflation  of  health  insurance  costs  eats  away  at  the 
budgets  of  middle  class  families,  businesses,  and  government.  We  are  all  victims  of  the 
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profound  waste  in  the  current  system,  getting  far  less  value  for  our  health  care  spending 
than  we  could  under  a  unified,  public  plan. 

It  is  no  wonder  that  there  is  widespread  public  support  for  the  type  of  national 
health  insurance  plan  we  have  proposed.  The  growing  movement  for  national  health 
insurance  is  manifested  in  the  over  20  bills  for  single-payer  health  plans  that  have  been 
introduced  in  state  legislatures,  and  in  Congressman  Russo's  single-payer  bill.  We 
believe  that  many-if  not  the  majority-of  American  physicians  are  also  ready  for  changes 
of  this  order.  It  is  rime  for  our  elected  officials  to  respond  not  by  promoting  halfhearted, 
half-way  measures  destined  for  failure,  but  by  enacting  a  visionary  program  of  health 
security  for  all  Americans. 
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Mr.  Conyers.  We  turn  now  to  Dr.  Johnson. 
Welcome  to  our  hearing. 

You  are  the  last  witness,  but  certainly  not  the  least  because  you 
represent  more  underserved  people  than  anybody  else  as  president 
of  the  National  Medical  Association. 

I  think  you  see  this  problem  from  a  very  unique  perspective  and 
we  welcome  your  presence  on  the  panel. 

STATEMENT  OF  CHARLES  JOHNSON,  PRESIDENT,  NATIONAL 
MEDICAL  ASSOCIATION 

Dr.  Johnson.  Thank  you,  Mr.  Chairman. 

We  are  very  pleased  that  you  invited  us  to  appear  before  this  dis- 
tinguished committee. 

We  are  on  the  front  line  of  all  of  those  inequities  that  you  have 
heard  so  eloquently  presented  here  this  morning. 

I  would  like  to  thank  you  personally  and  on  behalf  of  the  Na- 
tional Medical  Association  for  this  opportunity  to  address  our  per- 
spective on  the  health  care  crisis,  including  cost  and  access  prob- 
lems and  our  reaction  to  the  findings  of  the  report  issued  by  the 
General  Accounting  Office  on  Canadian  health  insurance:  Lessons 
for  the  United  States. 

You  saw  me  jump  up  and  shake  Vic  Stoughton's  hand.  He  is  the 
new  chief  executive  officer  at  Duke  University  Medical  Center 
where  I  am  on  the  faculty,  and  he  doesn't  take  his  position  until 
July  1. 

I  was  trying  to  make  myself  easily  accessible  and  friendly  usable 
before  he  met  the  other  groups. 

As  president  of  NMA,  I  am  here  on  behalf  of  an  organization  that 
was  founded  in  1895,  which  represents  over  16,000  physicians  from 
throughout  the  United  States,  the  Virgin  Islands,  and  Puerto  Rico, 
who  are  among  the  primary  providers  to  the  medically  underserved 
and  low-income  minority  populations. 

The  NMA  primary  care  providers  are  painfully  aware  of  the  dis- 
parity between  the  health  status  of  uninsured  and  underinsured 
minority  populations  in  comparison  to  the  general  populations  of 
this  nation. 

We  view  first  hand  disproportionately  higher  rates  of  infant  mor- 
tality, cancer,  heart  disease,  AIDS  and  other  diseases,  particularly 
among  the  indigent  segment  of  the  minority  community. 

The  1985  "Report  of  the  Secretary's  Task  Force  on  Black  and  Mi- 
nority Health,"  better  known  as  the  Heckler  Report,  indicated  that 
60,000  excess  deaths  among  blacks  and  minorities  could  have  been 
prevented  if  they  had  received  health  care  received  by  most 
nonminorities. 

Health  care  must  become  more  accessible  in  both  costs  and  avail- 
ability to  all  citizens  in  this  great  nation. 

The  cost  of  health  care  continues  to  rise  three  times  faster  than 
the  consumer  price  index. 

Last  year,  health  care  costs  consumed  $600  billion  to  $650  bil- 
lion—approximately 12  percent  of  the  gross  national  product. 

There  are  several  factors  that  have  contributed  to  the  rise  in 
cost. 

The  fear  of  tort  liability  is  one  such  factor. 
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Canadian  physicians  are  not  saddled  with  the  high  malpractice 
premiums  that  are  confronted  by  U.S.  physicians. 

There  are  approximately  900  new  malpractice  suits  filed  every 
day  in  the  United  States  with  the  average  award  of  $300,000. 

Many  American  physicians,  of  all  races,  are  simply  being  forced 
out  of  business  because  of  high  malpractice  premiums. 

Others  practice  defensive  medicine  by  ordering  more  tests,  and 
requiring  more  folio wup  visits. 

During  the  1980,s,  medical  liability  insurance  as  the  fastest 
growing  component  of  a  physician's  practice  expense,  rising  at  an 
average  annual  rate  of  21.9  percent. 

The  direct  cost  of  insurance,  litigation,  settlements,  as  well  as 
the  indirect  cost  of  practicing  defensive  medicine,  play  a  significant 
role  in  the  rapid  growth  in  health  care  spending. 

The  medically  underserved  and  low-income  minority  members  of 
our  society  do  not  receive  adequate  health  care  primarily  because 
they  are  uninsured  and  underinsured. 

What  the  NMA  has  known  and  has  stated  for  many  years  was 
pointed  out  in  a  recent  editorial  in  the  Journal  of  the  American 
Medical  Association,  that  the  inequity  in  access  to  health  care  is 
a  result  of  "longstanding,  systematic,  institutionalized  racial  dis- 
crimination." 

The  most  interesting  comparison  made  by  the  editorial  was  the 
fact  that  the  United  States  and  South  Africa  are  the  only  two  de- 
veloped countries  that  do  not  have  a  national  health  policy,  and  are 
also  the  only  two  industrialized  nations  that  have  substantial  num- 
bers of  underserved  people  who  are  different  ethnically  from  the 
controlling  group. 

The  most  significant  aspect  of  the  Canadian  system  is  that  it 
provides  universal  access  to  all  citizens. 

NMA  has  and  continues  to  be  a  strong  proponent  of  universal  ac- 
cess to  adequate  health  care  for  all  Americans. 

In  Canada,  universal  access  is  provided  to  all  citizens  regardless 
of  employment  or  economic  status. 

In  this  country,  we  find  that  both  employment  and  economic  sta- 
tus determines  the  availability  and  adequacy  of  insurance. 

Health  insurance  in  this  country,  particularly  among  the  working 
segment,  is  provided  primarily  by  the  employer. 

Because  African-Americans  and  Hispanics  have  higher  levels  of 
unemployment  and  low-level  jobs,  they  tend  to  have  less  employ- 
ment-related health  insurance  and  are,  therefore,  less  likely  to  re- 
ceive medical  care. 

Universal  access,  which  assures  that  all  residents  have  health  in- 
surance regardless  of  employment  or  economic  status,  is  an  aspect 
of  the  Canadian  model  that  we  embrace  and  encourage  the  legisla- 
tors of  this  country  to  implement. 

We  also  recognize  the  findings  by  the  GAO  that  the  Canadian 
model  eliminates  administrative  waste  and  generates  enough  sav- 
ings to  cover  the  33  million  Americans  who  are  currently  unin- 
sured. 

Our  present  system  simply  generates  burdensome  paperwork 
and  requires  many  manhours. 
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There  are  approximately  1,500  different  health  insurance  pro- 
grams in  this  country,  and  each  has  its  own  set  of  rules  and  regula- 
tions, claims  processing,  mechanism  and  marketing  department. 

Critics  of  the  Canadian  model  also  propose  that  we  would  lose 
our  lead  in  the  area  of  medical  technology  if  the  Canadian  model 
were  adopted. 

Canada  spends  much  less  of  its  GNP  on  medical  research  and  de- 
velopment than  does  the  United  States. 

It  is  a  legitimate  concern  that  the  United  States  should  continue 
to  advance  in  the  field  of  medical  technology. 

We  applaud  Canada  in  its  efforts  to  provide  universal  access  to 
all  of  its  citizens,  however,  we  recognize  that  the  differences  be- 
tween the  two  societies  must  be  considered. 

Although  NMA  does  not  fully  endorse  the  Canadian  model,  we 
support  the  principle  of  universal  access  to  adequate  health  care 
for  all  Americans. 

We  believe  that  any  restructuring  of  the  health  care  system  in 
this  country  should  also  be  based  on  that  principle. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Dr.  Johnson  follows:] 
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I.  INTRODUCTION 

GOOD  AFTERNOON  CHAIRMAN  CONYERS  AND  MEMBERS  OF  THIS 
DISTINGUISHED  COMMITTEE.    I  WOULD  LIKE  TO  THANK  YOU  PERSONALLY  AND 
ON  BEHALF  OF  THE  NATIONAL  MEDICAL  ASSOCIATION  ("NMA")  FOR  THIS 
OPPORTUNITY  TO  ADDRESS  OUR  PERSPECTIVE  ON  THE  HEALTH  CARE  CRISIS, 
INCLUDING  COST  AND  ACCESS  PROBLEMS  AND  OUR  REACTION  TO  THE 
FINDINGS  OF  THE  REPORT  ISSUED  BY  THE  GENERAL  ACCOUNTING  OFFICE 
("GAO")  ON  CANADIAN  HEALTH  INSURANCE:  LESSONS  FOR  THE  UNITED 
STATES. 

LET  ME  FIRST  OF  ALL  COMMEND  YOU  CHAIRMAN  CONYERS,  AND 
THE  MEMBERS  OF  THIS  COMMITTEE  FOR  REQUESTING  THAT  SUCH  A  STUDY  BE 
UNDERTAKEN.    I  THINK  WE  CAN  ALL  AGREE  THAT  AN  OVERHAUL  OF  THE 
HEALTH  CARE  SYSTEM  IN  THIS  COUNTRY  IS  NECESSARY  AND  AN  EXAMINATION 
OF  ANOTHER  HEALTH  CARE  SYSTEM  IS  A  GOOD  PLACE  TO  BEGIN.    I  ALSO 
COMMEND  THE  COMPTROLLER  GENERAL,  THE  HONORABLE  CHARLES  BOWSHER,  ON 
THE  EFFORTS  UNDERTAKEN  BY  HIS  OFFICE.    THE  GAO  REPORT  IS  BOTH 
COMPREHENSIVE  AND  OBJECTIVE.    WE  LOOK  FORWARD  TO  SIMILAR  REPORTS 
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FROM  THE  GAO  LATER  THIS  SUMMER  WITH  RESPECT  TO  HEALTH  CARE  SYSTEMS 
IN  OTHER  COUNTRIES. 

AS  PRESIDENT  OF  NMA,  I  AM  HERE  ON  BEHALF  OF  AN 
ORGANIZATION  THAT  WAS  FOUNDED  IN  1895,  WHICH  REPRESENTS  OVER 
16,000  PHYSICIANS  FROM  THROUGHOUT  THE  UNITED  STATES,  THE  VIRGIN 
ISLANDS  AND  PUERTO  RICO,  WHO  ARE  AMONG  THE  PRIMARY  PROVIDERS  TO 
THE  MEDICALLY  UNDERSERVED  AND  LOW  INCOME  MINORITY  POPULATIONS. 
THE  MAJORITY  OF  NMA  MEMBERS  ARE  AFRICAN- AMERICANS,  HOWEVER,  WE 
WELCOME  AS  ACTIVE  PARTICIPANTS  ANY  HEALTH  PROFESSIONAL  WHO  IS 
INTERESTED  IN  PROMOTING  THE  SCIENCE  OF  MEDICINE  AND  BETTER  HEALTH 
CARE  FOR  ALL  AMERICANS. 

II.     HEALTH  CARE  CRISIS 

THE  NMA  PRIMARY  CARE  PROVIDERS  ARE  PAINFULLY  AWARE  OF 
THE  DISPARITY  BETWEEN  THE  HEALTH  STATUS  OF  UNINSURED  AND 
UNDERINSURED  MINORITY  POPULATIONS  IN  COMPARISON  TO  THE  GENERAL 
POPULATIONS  OF  THIS  NATION.    WE  VIEW  FIRST  HAND  DISPROPORTIONATELY 
HIGHER  RATES  OF  INFANT  MORTALITY,  CANCER,  HEART  DISEASE,  AIDS  AND 
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OTHER  DISEASES  PARTICULARLY  AMONG  THE  INDIGENT  SEGMENT  OF  THE 
MINORITY  COMMUNITY.    THE  1985  "REPORT  OF  THE  SECRETARY'S  TASK 
FORCE  ON  BLACK  AND  MINORITY  HEALTH"  (BETTER  KNOWN  AS  THE  HECKLER 
REPORT)  INDICATED  THAT  60,000  EXCESS  DEATHS  AMONG  BLACKS  AND 
MINORITIES  COULD  HAVE  BEEN  PREVENTED  IF  THEY  HAD  RECEIVED  HEALTH 
CARE  RECEIVED  BY  MOST  NON-MINORITIES.    THE  NATIONAL  INSTITUTE  OF 
HEALTH  IN  NOVEMBER  1990  REPORTED  STATISTICAL  DATA  TO  SHOW  THAT  THE 
LIFESPAN  FOR  BLACKS  HAD  CONTINUED  TO  DECREASE  DESPITE  THE 
LENGTHENING  LIFESPAN  FOR  THE  MAJORITY  POPULATION,    HEALTH  CARE 
MUST  BECOME  MORE  ACCESSIBLE  IN  BOTH  COSTS  AND  AVAILABILITY  TO  ALL 
CITIZENS  IN  THIS  GREAT  NATION. 
A.  COSTS 

THE  COST  OF  HEALTH  CARE  CONTINUES  TO  RISE  THREE  TIMES 
FASTER  THAN  THE  CONSUMER  PRICE  INDEX.    LAST  YEAR  HEALTH  CARE  COSTS 
CONSUMED  $600  TO  $650  BILLION  --  APPROXIMATELY  12  PERCENT  OF  THE 
GROSS  NATIONAL  PRODUCT  ("GNP") .    OTHER  COUNTRIES,  HOWEVER,  HAVE 
STABILIZED  THE  SHARE  OF  THEIR  GNP  SPENT  ON  HEALTH  CARE  WHILE  THE 
PACE  OF  THE  UNITED  STATES  HEALTH  CARE  COSTS  HAS  ACCELERATED  IN 
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RECENT  YEARS.    INFLATION,  ADJUSTED  BY  PER  CAPITA  SPENDING,  FOR 
HEALTH  CARE  GREW  BY  4  PERCENT  PER  YEAR  FROM  1970  TO  1980,  AND  BY 
4.6  PERCENT  PER  YEAR  FROM  1980  TO  1986.    THE  HEALTH  CARE  FINANCING 
ADMINISTRATION  ESTIMATES  THAT  HEALTH  CARE  COSTS  WILL  REACH 
15  PERCENT  OF  THE  GNP  BY  THE  YEAR  2000,  WHICH  TRANSLATES  INTO 
APPROXIMATELY  $1.5  TRILLION. 

ACCORDING  TO  THE  BUREAU  OF  LABOR  STATISTICS,  ONE  MILLION 
AMERICANS  ANNUALLY  LOSE  THEIR  HEALTH  INSURANCE.    IT  IS  ESTIMATED 
THAT  37  MILLION  AMERICANS  HAVE  NO  INSURANCE  --  ONE  THIRD  OR  MORE 
THAN  12  MILLION  OF  THEM  ARE  CHILDREN.    THE  37  MILLION  AMERICANS 
REPRESENT  A  SEGMENT  OF  OUR  POPULATION  THAT  HAS  INCREASED  BY  25 
PERCENT  SINCE  1980.    AN  ADDITIONAL  26  MILLION  AMERICANS  WILL  HAVE 
NO  INSURANCE  FOR  SUBSTANTIAL  PERIODS  OF  TIME.    THERE  ARE  ALSO  60 
MILLION  AMERICANS  WHO  HAVE  INADEQUATE  INSURANCE  TO  FULLY 
ACCOMMODATE  THEIR  NEEDS.    THOSE  OF  US  TODAY,  WHO  ARE  ADEQUATELY 
INSURED  DURING  A  RECESSION  AND  AN  UNCERTAIN  ECONOMIC  FUTURE,  MAY 
ONLY  BE  A  HEARTBEAT  FROM  LOOSING  OUR  COVERAGE  OR  ALTERNATIVELY  IF 
WE  HAD  TO  BE  ADMITTED  TO  THE  HOSPITAL  FOR  A  LONG  PERIOD  OF  TIME, 
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OUR  ENTIRE  ECONOMIC  STATUS  WOULD  BE  EASILY  DESTROYED.  VIRTUALLY 
ALL  AMERICANS  ARE  AT  RISK,  HOWEVER.  IT  IS  THE  LOW  AND  MIDDLE- 
INCOME  FAMILIES  WHO  ARE  SUBJECT  TO  THE  GREATEST  THREAT.  THE 
NUMBERS  OF  UNDER INSURED  AND  UNINSURED  ARE  UNFORTUNATELY.  EXPECTED 
TO  INCREASE  DURING  THE  1990'S  AS  EMPLOYERS  STRUGGLE  TO  CURB 
SKYROCKETING  MEDICAL  COSTS  BY  REDUCING  STAFF  AND  CUTTING  BENEFITS. 
THE  MIDDLE  CLASS  HAS  AND  CONTINUES  TO  BE  DISENFRANCHISED  FROM 
HEALTH  CARE  BY  WHAT  IN  ECONOMIC  TERMS  IN  CALLED  "COST  SHIFTING" 
WHICH  REALLY  MEANS  THAT  THE  WAY  HEALTH  CARE  INSTITUTIONS  RECOUP 
THEIR  RED- INK  LOSSES  BY  INCREASING  THE  PREMIUMS  TO  THE  MIDDLE 
CLASS.    BOTH  THE  MIDDLE  CLASS  AND  CORPORATE  AMERICA  ARE  NOW 
REBELLING  BECAUSE  THE  COST  OF  HEALTH  CARE  HAS  GOTTEN  COMPLETELY 
OUT  OF  CONTROL. 

SOME  REASONS  FOR  INCREASES  IN  THE  UNDER INSURED  AND 
UNINSURED  POPULATION  CAN  BE  ATTRIBUTED  TO  MEDICAID'S  FAILURE  TO 
KEEP  PACE  WITH  THE  NUMBER  OF  PERSONS  BELOW  THE  POVERTY  LEVEL;  HIGH 
UNEMPLOYMENT  DURING  THE  REAGAN  ERA  FOLLOWED  BY  SHIFTS  IN 
EMPLOYMENT  AWAY  FROM  MANUFACTURING  TO  LOW  PAYING  SERVICE  SECTOR 
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JOBS;  AND  THE  CURRENT  RECESSION.    FURTHERMORE,  THE  GROWTH  IN  THE 
NUMBER  OF  SMALL  BUSINESSES  WHICH  FREQUENTLY  DO  NOT  PROVIDE 
ADEQUATE  INSURANCE,  ALONG  WITH  THE  PART-TIME  WORKERS  WHO  GENERALLY 
DO  NOT  RECEIVE  ANY  INSURANCE,  ALSO  CONTRIBUTES  TO  THE  INCREASE  IN 
THE  UNINSURED  POPULATION. 

WHILE  NEARLY  ALL  THE  UNINSURED  ARE  POOR,  NOT  ALL  ARE 
POOR  ENOUGH  TO  QUALIFY  FOR  MEDICAID.    TODAY,  MEDICAID  COVERS  ONLY 
45  PERCENT  OF  THOSE  BELOW  THE  POVERTY  LINE,  COMPARED  WITH 
66  PERCENT  A  DECADE  AGO.    THE  HEALTH  CARE  ECONOMY  IS  INFLATIONARY 
BECAUSE  IT  IS  DOMINATED  BY  FEE  FOR  SERVICE  PAYMENT  OF  DOCTORS  AND 
HOSPITALS  BY  THIRD-PARTY  INTERMEDIARIES  WITH,  WHAT  ARE  GENERALLY 
PERCEIVED  TO  BE,  OPEN-ENDED  SOURCES  OF  FINANCE.    A  FEE  FOR  SERVICE 
SYSTEM  DOES  NOT  ALLOW  A  BUDGET  TO  BE  SET  IN  ADVANCE  FROM  WHICH 
PROVIDERS  COULD  MANAGE  THE  CARE  OF  PATIENTS  AS  RELATED  TO  THE 
COSTS.    WITHOUT  A  BUDGET,  PROVIDERS  DO  NOT  HAVE  ANY  INCENTIVE  TO 
FIND  AND  USE  MEDICAL  PRACTICES  THAT  PRODUCE  THE  SAME  HEALTH 
OUTCOMES  AT  LESS  COST.    IT  IS  THE  HOPE  OF  THE  FEDERAL  GOVERNMENT 
THAT  THE  NEW  SYSTEM,  THE  RESOURCE  BASED  RELATIVE  VALUE  SCALE  WHICH 
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IS  TO  BE  INTRODUCED  IN  1992  WILL  HELP  IN  MAKING  SPECIFIC  BUDGETS 
IN  ADVANCE. 

THE  FEAR  OF  TORT  LIABILITY  IS  ANOTHER  FACTOR  THAT 
INCREASES  THE  COST  OF  HEALTH  CARE.    CANADIAN  PHYSICIANS  ARE  NOT 
SADDLED  WITH  THE  HIGH  MALPRACTICE  PREMIUMS  THAT  ARE  CONFRONTED  BY 
UNITED  STATES  PHYSICIANS.    AS  WE  EXAMINE  THE  CANADIAN  HEALTH  CARE 
MODEL.  WE  MUST  ALSO  REVIEW  THE  TORT  REFORM  SYSTEM  IN  THIS  COUNTRY. 
THERE  ARE  APPROXIMATELY  900  NEW  MALPRACTICE  SUITS  FILED  EVERY  DAY 
WITH  THE  AVERAGE  AWARD  OF  $300,000.    MANY  AMERICAN  PHYSICIANS.  OF 
ALL  RACES.  ARE  SIMPLY  BEING  FORCED  OUT  OF  BUSINESS  BECAUSE  OF  HIGH 
MALPRACTICE  PREMIUMS.    OTHERS  PRACTICE  DEFENSIVE  MEDICINE  BY 
ORDERING  MORE  TESTS.  AND  REQUIRING  MORE  FOLLOW-UP  VISITS. 

DURING  THE  1980'S.  MEDICAL  LIABILITY  INSURANCE  WAS  THE 
FASTEST  GROWING  COMPONENT  OF  A  PHYSICIANS  PRACTICE  EXPENSE.  RISING 
AT  AN  AVERAGE  ANNUAL  RATE  OF  21.9%.    THE  DIRECT  COST  OF  INSURANCE. 
LITIGATION.  SETTLEMENTS.  AS  WELL  AS  THE  INDIRECT  COST  OF 
PRACTICING  DEFENSIVE  MEDICINE.  PLAY  A  SIGNIFICANT  ROLE  IN  THE 
RAPID  GROWTH  IN  HEALTH  CARE  SPENDING. 
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B.  ACCESS 

THE  MEDICALLY  UNDERSERVED  AND  LOW  INCOME  MINORITY 
MEMBERS  OF  OUR  SOCIETY  DO  NOT  RECEIVE  ADEQUATE  HEALTH  CARE 
PRIMARILY  BECAUSE  THEY  ARE  UNINSURED  AND  UNDERINSURED,    WHAT  THE 
NMA  HAS  KNOWN  AND  HAS  STATED  FOR  MANY  YEARS  WAS  POINTED  OUT  IN  A 
RECENT  EDITORIAL  IN  THE  JOURNAL  OF  THE  AMERICAN  MEDICAL 
ASSOCIATION  ("JAMA") ,    --    THAT  THE  INEQUITY  IN  ACCESS  TO  HEALTH 
CARE  IS  A  RESULT  OF  "LONGSTANDING..  SYSTEMATIC,  INSTITUTIONALIZED 
RACIAL  DISCRIMINATION."   THE  MOST  INTERESTING  COMPARISON  MADE  BY 
THE  EDITORIAL  WAS  THE  FACT  THAT  THE  UNITED  STATES  AND  SOUTH  AFRICA 
ARE  THE  ONLY  TWO  DEVELOPED  COUNTRIES  THAT  DO  NOT  HAVE  A  NATIONAL 
HEALTH  POLICY,  AND  ARE  ALSO  THE  ONLY  TWO  INDUSTRIALIZED  NATIONS 
THAT  HAVE  SUBSTANTIAL  NUMBERS  OF  UNDERSERVED  PEOPLE  WHO  ARE 
DIFFERENT  ETHNICALLY  FROM  THE  CONTROLLING  GROUP, 

III.       LONG  TERM  CARE 

OUR  HEALTH  CARE  SYSTEM  MUST  ALSO  ADDRESS  AND  BE 
RESPONSIVE  TO  THE  NEEDS  OF  THE  ELDERLY.    PERSONS  REACHING  65  YEARS 
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OF  AGE  HAVE  AN  AVERAGE  LIFE  EXPECTANCY  OF  16.9  ADDITIONAL  YEARS. 
A  RAPID  INCREASE  IN  OUR  ELDERLY  POPULATION  IS  EXPECTED  BETWEEN  THE 
YEARS  2010  AND  2030.  WHEN  THE  "BABY  BOOM"  REACHES  AGE  65. 
UNIVERSAL  ACCESS  MUST  THEREFORE  BE  AVAILABLE  TO  THE  ELDERLY  WITH 
RESPECT  TO  LONG  TERM  CARE  IN  HOSPITALS.  NURSING  HOMES,  AND  AT 
HOME.    MOREOVER.  WE  NEED  TO  ENSURE  THAT  THE  ELDERLY  HAVE  ACCESS  TO 
MEDICATIONS.  WITHOUT  THE  BURDENSOME  REQUIREMENTS  THAT  PRESENTLY 
EXIST  UNDER  THE  MEDICARE  PROGRAM. 

AFRICAN-AMERICAN  ELDERLY  TEND  TO  SUFFER  FROM  HIGHER 
RATES  OF  POVERTY  AND  ILLNESSES  DURING  THEIR  ELDERLY  YEARS  THAN 
THEIR  WHITE  COUNTERPARTS.    ALTHOUGH  THE  MEDICARE  SYSTEM  PROVIDES 
SOME  RELIEF.  THE  PROSPECTIVE  PAYMENT  SYSTEM  IS  PRESSURING 
HOSPITALS  TO  DISCHARGE  PATIENTS  EARLIER.  AND  OFTEN  SICKER  THAN 
BEFORE.    FURTHERMORE.  THE  AFRICAN-AMERICAN  ELDERLY  OFTEN 
EXPERIENCE  GREAT  DIFFICULTY  OBTAINING  ACCESS  TO  A  QUALITY  NURSING 
HOME  FACILITY  DUE  TO  THEIR  LIMITED  INCOMES.    ONCE  THEY  DO  OBTAIN  A 
BED  IN  A  FACILITY.  THE  NURSING  HOME  IS  OFTEN  MANY  MILES  AWAY  FROM 
RELATIVES,  FRIENDS  AND  LOVED  ONES.    MOST  ELDERLY  INDIVIDUALS  WOULD 
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RATHER  BE  CARED  FOR  IN  THE  HOME.  THUS,  OUR  HEALTH  CARE  SYSTEM 
ALSO  NEEDS  TO  ADDRESS  IMPROVING  THE  QUALITY  OF  HOMEBOUND  CARE. 

OUR  ELDERLY  CITIZEN  SHOULD  NOT  HAVE  TO  BE  CONCERNED  WITH 
WHETHER  OR  NOT  ENOUGH  MONEY  IS  AVAILABLE  TO  GET  MEDICATION  OR  HAVE 
A  MEDICAL  PROCEDURE.    NEITHER  SHOULD  THEY  HAVE  TO  BE  CONCERNED 
WITH  FILLING  OUT  NUMEROUS  INSURANCE  FORMS  AND  PAYING  MEDICAL 
BILLS.    HEALTH  CARE  FOR  THE  ELDERLY  SHOULD  BE  SIMPLE  AND 
ACCESSIBLE. 

IV.      CANADIAN  PLAN 

THE  MOST  SIGNIFICANT  ASPECT  OF  THE  CANADIAN  SYSTEM  IS 
THAT  IT  PROVIDES  UNIVERSAL  ACCESS  TO  ALL  CITIZENS.    NMA  HAS  AND 
CONTINUES  TO  BE  A  STRONG  PROPONENT  OF  UNIVERSAL  ACCESS  TO  ADEQUATE 
HEALTH  CARE  FOR  ALL  AMERICANS.    IN  CANADA,  UNIVERSAL  ACCESS  IS 
PROVIDED  TO  ALL  CITIZENS  REGARDLESS  OF  EMPLOYMENT  OR  ECONOMIC 
STATUS.    IN  THIS  COUNTRY,  WE  FIND  THAT  BOTH  EMPLOYMENT  AND 
ECONOMIC  STATUS  DETERMINES  THE  AVAILABILITY  AND  ADEQUACY  OF 
INSURANCE.    HEALTH  INSURANCE  IN  THIS  COUNTRY,  PARTICULARLY  AMONG 
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THE  WORKING  SEGMENT,  IS  PROVIDED  PRIMARILY  BY  THE  EMPLOYER. 
BECAUSE  AFRICAN-AMERICANS  AND  HISPANICS  HAVE  HIGHER  LEVELS  OF 
UNEMPLOYMENT  AND  LOW-LEVEL  JOBS,  THEY  TEND  TO  HAVE  LESS  EMPLOYMENT 
RELATED  HEALTH  INSURANCE  AND  ARE  THEREFORE  LESS  LIKELY  TO  RECEIVE 
MEDICAL  CARE. 

UNIVERSAL  ACCESS  WHICH  ASSURES  THAT  ALL  RESIDENTS  HAVE 
HEALTH  INSURANCE  REGARDLESS  OF  EMPLOYMENT  OR  ECONOMIC  STATUS,  IS 
AN  ASPECT  OF  THE  CANADIAN  MODEL  THAT  WE  EMBRACE  AND  ENCOURAGE  THE 
LEGISLATORS  OF  THIS  COUNTRY  TO  IMPLEMENT. 

WE  ALSO  RECOGNIZE  THE  FINDINGS  BY  THE  GAO  THAT  THE 
CANADIAN  MODEL  ELIMINATES  ADMINISTRATIVE  WASTE  AND  GENERATES 
ENOUGH  SAVINGS  TO  COVER  THE  33  MILLION  AMERICANS  WHO  ARE  CURRENTLY 
UNINSURED.    OUR  PRESENT  SYSTEM  SIMPLY  GENERATES  BURDENSOME 
PAPERWORK  AND  REQUIRES  MANY  MAN  HOURS.    THERE  ARE  APPROXIMATELY 
1,500  DIFFERENT  HEALTH  INSURANCE  PROGRAMS  IN  THIS  COU.YlRY,  AND 
EACH  HAS  ITS  OWN  SET  OF  RULES  AND  REGULATIONS,  CLAIMS  PROCESSING 
MECHANISM  AND  MARKETING  DEPARTMENT. 

/ 
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AMONG  THE  CRITICISMS  OF  THE  CANADIAN  PLAN,  HOWEVER,  IS 
THE  FACT  THAT  THERE  ARE  WAITING  LINES  FOR  CERTAIN  TYPES  OF 
SURGERY.    PATIENTS  MUST  WAIT  THREE  (3)  TO  SEVEN  (7)  MONTHS  FOR 
HEART  SURGERY;  TWO  (2)  TO  FIVE  (5)  MONTHS  FOR  DISC  SURGERY;  UP  TO 
FIVE  (5)  MONTHS  FOR  HAND  SURGERY;  AND  SEVEN  (7)  MONTHS  FOR 
CATARACT  REMOVALS, 

CRITICS  OF  THE  CANADIAN  MODEL  ALSO  PROPOSE  THAT  WE  WOULD 
LOSE  OUR  LEAD  IN  THE  AREA  OF  MEDICAL  TECHNOLOGY  IF  THE  CANADIAN 
MODEL  WERE  ADOPTED.    CANADA  SPENDS  MUCH  LESS  OF  ITS  GNP  ON  MEDICAL 
RESEARCH  AND  DEVELOPMENT  THAN  DOES  THE  UNITED  STATES,    IT  IS  A 
LEGITIMATE  CONCERN  THAT  THE  UNITED  STATES  SHOULD  CONTINUE  TO 
ADVANCE  IN  THE  FIELD  OF  MEDICAL  TECHNOLOGY.    BUT  AS  WE  BOAST  ABOUT 
OUR  TECHNOLOGY  AND  THE  NUMBER  OF  MEDICAL  TREATMENT  CENTERS  WE  HAVE 
AVAILABLE,  MUST  ALSO  RECOGNIZE  WHY  THE  TECHNOLOGY  AND  TREATMENT 
CENTERS  ARE  NECESSARY.    WOULD  WE  NEED  THE  GROWING  NUMBER  OF 
MEDICAL  CENTERS  IF  OUR  CITIZENS  ENGAGED  IN  PREVENTIVE  MEDICINE  AT 
AN  EARLY  STAGE?   FOR  EXAMPLE.  LAST  YEAR  THE  COST  FOR  THE  USE  OF 
DIALYSIS  MACHINES  WAS  APPROXIMATELY  $4  BILLION.  DESPITE 
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ADVANCEMENTS  IN  MODERN  MEDICINE,  THERE  COMES  A  POINT  WHERE  ORGANS 
CANNOT  BE  REPAIRED  AND  IN  THE  SITUATION  OF  KIDNEY  FAILURE, 
DIALYSIS  IS  THE  ONLY  ANSWER.    HOWEVER..  THE  USE  OF  DIALYSIS 
MACHINES  AND  VISITS  TO  DIALYSIS  CENTERS  WOULD  NOT  BE  NECESSARY  IF 
PROPER  HEALTH  MAINTENANCE  OCCURS  EARLY  ON.    FRONT  END  TREATMENT 
NOT  ONLY  RESULTS  IN  BETTER  HEALTH  CARE,  IT  ALSO  SAVES  MONEY  IN  THE 
LONG  RUN. 

V.  CONCLUSION 

WE  APPLAUD  CANADA  IN  ITS  EFFORTS  TO  PROVIDE  UNIVERSAL 
ACCESS  TO  ALL  OF  ITS  CITIZENS,  HOWEVER,  WE  RECOGNIZE  THAT  THE 
DIFFERENCES  BETWEEN  THE  TWO  SOCIETIES  MUST  BE  CONSIDERED. 
ALTHOUGH  NMA  DOES  NOT  FULLY  ENDORSE  THE  CANADIAN  MODEL,  WE  SUPPORT 
THE  PRINCIPLE  OF  UNIVERSAL  ACCESS  TO  ADEQUATE  HEALTH  CARE  FOR  ALL 
AMERICANS.    WE  BELIEVE  THAT  ANY  RESTRUCTURING  OF  THE  HEALTH  CARE 
SYSTEM  IN  THIS  COUNTRY  SHOULD  ALSO  BE  BASED  ON  THAT  PRINCIPLE. 
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Mr.  Conyers.  Thank  you  all  very  much. 
This  has  been  very  important. 

Dr.  Todd,  I  am  happy  the  AMA  is  moving  along  in  a  fine  way, 
but  you  know,  I  remember  when  AMA  opposed  Medicare.  You  were 
not  in  office  then. 

I  notice  you  made  some  remarks  about  it  now  as  being  an  exam- 
ple of  why  you  would  have  reservations  about  the  single  payer. 
May  I  point  out  to  you  that  Medicare  costs  go  up  because  the  hos- 
pital and  medical  fees  go  up,  not  the  administrative  costs. 

The  GAO  has  shown  us  that  Canadian  administrative  costs  are 
1.2  percent;  Medicare,  2  percent;  but  11  percent  for  insurance  com- 
panies in  the  private  sector. 

So  it  seems  to  me  that  we  may  be  rushing  a  little  bit  pre- 
maturely to  a  judgment  that  "Don't  let  Government  do  it,"  when  in 
Canada,  the  administrative  costs  are  lower.  In  the  United  States, 
under  Medicare,  these  administrative  costs  are  lower.  The  expenses 
are  being  fueled  in  other  areas. 

So  it  seems  to  me  that  rising  Medicare  costs  in  itself  would  not 
be  a  reason  for  moving  away  from  an  experiment  of  this  mag- 
nitude. In  addition,  we  are  talking  about  a  planned  health  access 
system. 

There  is  the  back  door  to  the  costs  that  keep  going  up.  So  it 
seems  to  me  that  your  proposal  is  not  going  to  solve  the  problem 
that  we  have.  It  is  going  to  shift  the  burden  and  unfortunately  the 
suggestion  is  it  is  going  to  shift  it  more  to  the  employee  than  to 
the  employer. 

So  I  am  approaching  this  as  you  can  tell  with  some  misgivings 
and  would  like  your  reaction. 

Dr.  Todd.  I  would  not  for  a  moment  argue  that  the  problems 
with  Medicare  have  anything  to  do  with  the  administrative  costs. 
They  do  indeed  process  the  claims,  and  that  is  what  we  are  meas- 
uring when  we  talk  about  transaction  costs. 

If  you  go  back  to  1965  and  read  the  testimony  by  the  prede- 
cessors of  those  of  us  at  the  table,  the  concern  with  the  Medicare 
program  was  that  it  would  foster  unbridled  utilization  as  the  popu- 
lation aged,  as  technology  advanced,  and  as  more  and  more  people 
came  into  the  system. 

We  see  the  same  thing  happening  with  an  all-payer  system  that 
has  no  restrictions  whatsoever  on  utilization  by  patients.  We  know 
that  anything  that  appears  to  be  free  is  going  to  be  used  with  much 
greater  frequency  than  something  that  individuals  have  to  think 
about  before  doing.  Our  use  of  deductibles,  and  I  would  emphasize 
that  they  are  nondisabling  deductibles,  would  encourage  appro- 
priate use  of  health  services.  We  have  progressive  everything  in 
this  country,  and  we  believe  that  there  ought  to  be  progressive  pay- 
ment for  the  health  care  system. 

A  Rand  study  done  not  too  long  ago  showed  that  the  imposition 
of  a  nondisabling  deductible  on  an  insurance  policy  would  reduce 
utilization  by  39  percent  without  showing  any  significant  effect  on 
the  health  status  of  the  population  studied.  Therefore,  this  becomes 
an  extremely  important  cost  containment  mechanism  for  those  who 
can  afford  it. 

For  those  who  couldn't  afford  it,  of  course  they  shouldn't  have 
deductibles  or  copayments. 
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Mr.  Conyers.  I  agree,  but  the  copayments  and  the  deductibles 
are  what  is  busting  the  budget  in  the  families;  that  is,  what  is 
causing  the  kind  of  problems  that  have  led  us  to  come  back  to  the 
table. 

It  is  not  unbridled  utilization— and  I  don't  know  what  a  good 
copayment  or  a  good  deductible  looks  like  as  opposed  to  a  bad  one. 

If  the  family  can't  afford  it,  then  they  are  out  of  luck  and  it  is 
this  unacceptable  circumstance  that  is  really  leading  a  lot  of  people 
to  do  what  Congressman  Stark  of  California  pointed  out,  which  is 
that  when  you  just  talk  about  the  system  without  suggesting  that 
it  is  Canadian,  people  say  that  is  what  we  need. 

We  can't  achieve  universality  by  merely  modifying  the  current 
system  to  create  an  employer-mandated  system. 

I  have  got  a  particular  case  in  my  office  in  Detroit.  An  employer 
with  five  workers  was  telling  us  about  her  inability  to  provide 
health  benefits  to  her  staff  which  includes  one  mother  who  made 
less  than  $9,000  a  year. 

That  is  too  much  for  Medicaid  benefits,  and  they  probably  won't 
meet  the  eligibility  requirements  for  the  deductible  waivers,  and 
they  can't  pay  out  of  pocket.  That  is  the  typical  case  of  somebody 
that  is  going  to  fall  in  the  middle. 

They  are  doing  it  now  and  there  won't  be  any  way  that  the  pro- 
posal the  AMA  brings  to  the  table  here  is  going  to  nelp  that  class 
of  worker,  of  which  there  are  many.  The  small  employers  aren't 
going  to  be  able  to  handle  this  kind  of  a  system  that  you  have 
brought  before  us  today. 

Dr.  Todd.  The  health  access  America  proposal  does  discuss  in 
some  detail  the  very  issues  about  which  you  speak. 

Pluralism  has  made  this  country  great.  Competition  has  made 
our  research  institutions  and  our  health  care  system  the  envy  of 
the  world,  and  yet  we  have  a  lot  of  problems  within  this  country. 

We  believe  that  it  makes  sense  to  build  upon  the  strengths  of 
those  procedures  and  fix  what  is  broken  rather  than  trying  to 
change  the  whole  culture  of  the  United  States  which  is  really  quite 
different  from  that  of  Canada. 

An  all-payer  system  may  work  very  well  for  26  million  people, 
but  when  you  talk  about  250  million  people  with  far  more  violence 
and  drug  use  and  the  AIDS  epidemic — the  number  of  AIDS  pa- 
tients in  this  country  is  three  times  that  in  Canada — can  we  really 
afford  to  place  this  in  a  single  source,  all-payer  system  that  is  able 
to  ratchet  down  payment  as  happened  in  the  DRG  system? 

When  the  DRG  prospective  payment  system  began,  it  was  a  per- 
fectly adequate  pay  system,  but  as  budget  problems  increased,  pay- 
ment has  been  ratcheted  down  until,  if  you  believe  the  statistics, 
there  are  a  lot  of  hospitals  in  this  country  that  are  in  economic  dif- 
ficulty, that  are  closing  their  emergency  rooms  because  they  can  no 
longer  handle  the  uncompensated  care. 

The  GAO  report  says  that  a  reformed  U.S.  system  should  also  re- 
tain and  build  upon  the  unique  strengths  of  the  structure. 

Mr.  Conyers.  That  is  what  we  are  trying  to  do.  You  talk  to  me 
as  if  you  don't  know  that  there  are  34  million  people  not  getting 
care  and  tens  of  millions  of  others  with  insurance  who  aren't  get- 
ting adequate  care. 


487 

So  I  don't  see  anything  so  sacred  about  a  pluralistic  system  or 
any  other  kind  because  this  is  what  we  have  come  to  fix.  We  are 
not  talking  philosophically  now.  We  are  talking  about  the  people 
that  need  service  from  a  failed  system. 

You  approach  it  from  a  philosophical  point  of  view.  I  approach 
it  from  the  little  lady  with  five  employees  whose  staff  she  is  wor- 
ried about  because  this  lady  working  for  her  is  not  going  to  qualify 
for  Medicaid. 

She  is  over  that  income  limit  and  she  can't  qualify  for  anything 
else.  So  I  can't  tell  her  that  a  pluralistic  system  is  what  America 
wants,  when  we  have  Pete  Stark  telling  us  when  you  take  the  la- 
bels off  and  say,  "Here  is  what  is  in  it.  There  is  nothing  Canadian 
about  the  concept  of  universal  coverage." 

Universal  coverage  is  not  a  Canadian  notion  as  opposed  to  an 
American  notion. 

It  wasn't  invented  there. 

There  is  nothing  Canadian  about  a  single-payer  system.  That  is 
not  a  peculiar  northern  medical  insurance  invention.  We  are  talk- 
ing about  what  are  its  features. 

So  when  you  tell  me  that  crime  and  AIDS  and  violence  are  going 
to  ratchet  costs  up  and  that  we  have  a  far  larger  population,  I 
agree,  but  we  are  examining  a  $650  billion  expenditure  and  are 
now  talking  about  how  to  rearrange  it. 

So  what  we  are  talking  about  is  spending  the  same  money  being 
spent  now  and  eliminating  the  $67  billion  in  administrative  costs. 

So  I  can't  buy  into  the  fact  that  a  pluralistic  system  is  a  notion 
that  should  take  precedence  over  the  needs  of  Americans  who  are 
crying  out  for  change. 

Dr.  Todd.  I  don't  think  you  should  assume  for  a  moment  that  the 
American  medical  profession  is  unconcerned  about  the  33  million 
people  who  are  uninsured.  Every  one  of  us  here  has  been  a  practic- 
ing physician  who  has  seen  the  consequences  of  that  and  the  Amer- 
ican medical  profession  does  want  to  see  these  defects  taken  care 
of.  Our  concern  is  not  that  there  be  universal  access.  Everybody 
agrees  with  the  concept.  The  question  is  how  do  you  finance  it? 

Mr.  Conyers.  The  AMA  has  lately  come  to  that  agreement.  That 
hasn't  been  always  the  case,  and  you  know  it  and  so  do  I. 

Dr.  Todd.  The  medical  profession  of  this  country  has  always 
been  concerned  about  its  patients. 

Mr.  Conyers.  I  don't  quarrel  with  that,  but  the  whole  idea  is 
that  we  have  come  down  to  the  crunch  in  America.  I  can't  keep 
going  back  to  my  constituents  talking  about  pluralistic  systems  and 
what  I  don't  like  about  Canada.  I  can  take  the  labels  off  these  pro- 
grams and  throw  them  away.  It  doesn't  matter  to  me. 

If  Canada  never  had  this  system,  we  would  still  be  in  trouble  and 
we  would  be  looking  for  some  change  and  that  to  me  is  what  we 
are  about  right  now. 

All  I  am  suggesting  to  you  as  we  examine  these  variety  of  plans, 
and  you  have  one,  is  that  yours  is  going  to  continue  the  same  prob- 
lem. 

There  is  no — you  never  once  talked  about  restraining  medical 
fees,  and  I  understand  why.  You  tell  me  that  the  hospital  costs 
aren't  even  going  up  and  that  is  contrary  to  most  of  the  evidence 
that  we  have  here. 
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They  are  the  two  places,  plus  administrative  costs,  that  we  need 
cost  containment  and  we  now  have  proposals  that  will  deal  with 
that. 

So  I  will  continue  to  review  your  testimony,  the  AMA's  position, 
the  hospital's  as  well,  but  I  think  we  are  going  to  have  to  break 
out  of  the  stalls  and  try  something  new  and  different. 

Dr.  Todd.  I  hope  you  will  study  our  proposal  because  to  our  way 
of  thinking  the  issue  is  not  change.  Clearly,  that  has  to  occur.  The 
issue  is  how  best  to  accomplish  that  change.  You  have  to  look  at 
the  history.  Great  Britain  has  had  45  years  of  a  national  health 
svstem,  a  single  payer.  They  are  trying  to  find  a  way  to  privatize 
that  because  they  cannot  longer  afford  it.  They  have  already 
reached  the  point  where  700,000  individuals  are  awaiting  nec- 
essary surgical  care  in  the  United  Kingdom  today.  They  have  a  se- 
verely limited  introduction  of  new  technology,  and  do  not  give  cer- 
tain treatments  that  are  routine  in  this  country. 

We  are  looking  at  change  that  will  perpetuate  the  best  of  our 
system.  We  have  in  our  proposal  at  least  12  items  that  would  help 
restrain  the  cost,  utilization,  and  diffusion  of  technology  in  this 
country.  We  are  not  unaware  of  the  costs  that  are  involved.  The 
issue  we  are  debating  is  whether  a  single  payer  with  absolute  con- 
trol over  the  dollars  and  cents,  absolute  control  over  the  tech- 
nology, is  really  the  best  way  for  this  country  to  go. 

Mr.  Conyers.  I  knew  somebody  would  bring  up  the  English  sys- 
tem sooner  or  later. 

I  am  sorry  that  it  was  you  because  the  English  system  does  not 
have  private  choice,  private  doctors,  private  selection,  and  nobody 
has  compared  it  to  what  we  would  want  to  adopt  in  this  country. 

It  gives  the  idea  that  the  Government  is  the  bad  guy,  that  Medi- 
care didn't  work  when  your  organization  opposed  it  in  1965 — you 
are  still  slamming  it  now,  but  will  you  acknowledge  that  Medicare's 
administrative  costs  are  five  times  less  than  the  private  sector's  ad- 
ministrative costs  in  handling  these  programs. 

I  respect  your  position  and  we  want  to  keep  the  door  open  for  di- 
alog, but  I  have  to  reject  bringing  up  the  English  svstem  as  a  rea- 
son implied  that  we  shouldn't  want  to  examine  the  new  courses 
that  we  are  doing  right  now. 

I  yield  to  the  gentleman  from  New  York,  Mr.  Horton. 

Mr.  Horton.  Thank  you,  Mr.  Chairman. 

Dr.  Todd,  you  said  that  87  percent  of  the  Americans  are  covered. 
Now,  that  sounds  pretty  good,  but  there  is  still  13  percent  that 
isn't. 

As  I  understand  the  AMA  proposal,  you  would  have  this  87  per- 
cent which  is  now  covered,  that  would  continue  to  be  covered 
through  the  employment-based  insurance  system,  and  then  you 
have  what  you  call  a  health  access  program. 

What  makes  you  think  that  that  health  access  program  is  going 
to  bring  in  the  other  13  percent? 

Dr.  Todd.  Because  there  are  several  factors  involved.  Clearly,  we 
are  not  talking  about  leaving  the  87  percent  insured  under  nec- 
essarily the  same  provisions  under  which  they  are  insured.  One  of 
the  keystones  of  the  health  access  America  program  is  first  to  de- 
fine a  level  of  health  care  to  which  every  American  ought  to  have 
access.  You  are  going  to  have  to  do  that  no  matter  what  system  you 
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put  in  place.  Then,  once  you  have  done  that,  you  have  a  better  idea 
of  how  much  it  is  going  to  cost  and  what  populations  are  going  to 
need  support. 

We  favor  Federalizing  Medicaid  to  develop  standard  eligibility  re- 
quirements, and  standard  benefits  so  that  every  citizen  in  every 
State  can  expect  to  get  the  same  level  of  care.  For  those  who  are 
working  uninsured,  uninsurable  and  above  the  poverty  level,  we 
would  create  State-risk  pools — there  are  27  States  that  have  insur- 
ance-risk pools  in  order  to  provide  community  rated  coverage  for 
those  who  need  it.  By  far,  the  greatest  percentage  of  people  are  in- 
sured under  their  employer.  A  recent  poll  by  the  AMA  showed  that 
80  percent  of  the  respondents  favored  continuing  employment- 
based  health  insurance  in  this  country. 

Mr.  Horton.  The  GAO  indicated  that  the  hospital  costs,  the  in- 
surance costs,  and  the  doctor  costs  in  the  United  States  had  gone 
up  substantially  higher  than  in  Canada. 

The  U.S.  system  only  covers  87  percent. 

You  are  saying  let's  give  it  back  to  the  Federal  Government,  the 
other  13  percent,  and  we  will  have  some  sort  of  a  system  that  will 
take  care  of  those  people  who  have  fallen  through  the  so-called 
cracks.  But  there  are  a  lot  of  people  that  have  fallen  through  those 
cracks,  and  I  am  not  sure  that  your  health  access  program  is  going 
to  cover  it. 

Dr.  Todd.  We  don't  suggest  that  all  that  13  percent  be  given 
back  to  the  government.  There  is  an  area  in  the  risk  pool  manage- 
ment group  where  considerable  numbers  could  be  covered  without 
having  to  come  under  government  programs. 

Mr.  Horton.  What  is  a  risk  pool? 

Dr.  Todd.  Where  all  the  insurance  companies  in  a  State  set  up 

a  risk-sharing  activity  and  spread  the  risk  across  

Mr.  Horton.  Who  would  be  the  beneficiaries  of  that? 
Dr.  Todd.  The  uninsurables  who  are  now  denied  insurance  be- 
cause of  preexisting  conditions,  the  unemployed  who  are  above  the 
poverty  level- 
Mr.  Horton.  Wouldn't  that  be  counterproductive?  Doesn't  that 
set  up  sort  of  a  caste  system  for  the  people  who  are  not  going  to 
be  covered  with  the  employment-based  insurance  system? 

Dr.  Todd.  Part  of  the  foundation  of  our  health  access  America 
program  is  that  the  government  should  do  for  those  who  cannot  do 
for  themselves,  and  those  who  are  able  to  take  care  of  themselves 
should,  so  that  it  is  a  progressive  system. 

Mr.  Horton.  We  had  some  testimony  earlier  on  another  subject, 
technology  control. 

We  don't  have  any  "technology  control"  in  this  country,  and  there 
is  a  lot  of  duplication,  which  is  expensive. 

Every  hospital  wants  to  have  a  cat  scan.  Every  hospital  wants 


there  is  an  awful  lot  of  duplication,  and  a  lot  of  expense.  Unless 
there  is  some  sort  of  a  system  that  would  control  that  type  of  thing, 
it  seems  to  me  that  this  is  another  one  of  those  areas  in  which 
costs  can't  be  controlled  at  all. 

Dr.  Todd.  I  am  not  sure  it  is  fair  to  say  there  is  no  technology 
assessment  in  this  country.  We  have  the  Federal  Office  of  Tech- 
nology Assessment.  The  AMA  has  a  Department  of  Technology  As- 


to  have  every  latest  technology 


result  is  that 
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sessment  using  2,500  physicians  across  the  country  to  assess  new 
technology  and  report  assessments  to  the  insurance  companies  and, 
in  some  instances,  payment  is  no  longer  made  after  an  assessment 
is  done. 

Mr.  HORTON.  The  only  system  we  have  to  control  it  is  inability 
to  pay  or  inability  to  be  covered. 

In  other  words,  if  you  can't  afford  it,  then  you  don't  get  the  bene- 
fit of  the  system. 

Dr.  Todd.  I  am  not  really  sure  that  technology  assessment  and 
the  payment  for  it  are  one  and  the  same. 

Mr.  Horton.  They  are  not. 

In  this  country,  there  are  many  people  denied  the  coverage  be- 
cause they  are  not  able  to  pay  or  because  they  are  not  employed 
or  whatever  so  they  are  not  getting  the  technology  that  is  being 
provided.  The  technology  is  duplicative,  it  is  very  costly,  and  there 
is  no  control. 

Aside  from  what  you  have  said  with  regard  to  the  Federal  Gov- 
ernment, I  don't  know  of  any  decisionmaking  body  that  says  X  hos- 
pital shall  get  a  catscanner  and  Y  hospital  shall  not. 

Nobody  does  that. 

Dr.  Todd.  That  is  true. 

Mr.  Horton.  Shouldn't  we  have  something  like  that? 

Dr.  Todd.  We  had  it  for  a  while.  It  was  called  certificate  of  need 
and  it  was  finally  abandoned  because  it  didn't  fulfill  

Mr.  Horton.  Certificate  of  need  was  used  in  the  definition  of 
physician  services,  and  I  think  the  way  it  was  used  was  very 
faulty. 

That  is  not  the  solution,  in  my  judgment,  to  what  we  are  talking 
about. 

We  are  talking  about  more  hospitals  adding  costs  because  they 
have  to  have  all  of  these  extra  added  features  so  that  they  can  com- 
pete with  the  next  hospital.  It  is  a  very  competitive  market  out 
there  and  everybody  wants  to  have  the  latest  equipment.  I  asked 
Mr.  Stoughton,  who  was  here  from  the  Toronto  General  Hospital, 
about  this.  For  example,  in  my  district,  there  is  a  hospital  in  a  lit- 
tle town  of  Sodus  and  hospitals  in  Rochester.  It  is  easier,  and  ev- 
erybody wants  to  go  to  Sodus  Hospital.  So  it  has  to  have  all  the 
equipment  and  everything  else  in  our  system.  That  is  pretty  costly. 

If  those  people  could  go  to  Rochester,  they  would  have  that  and 
we  wouldn't  have  that  kind  of  duplication. 

There  is  no  procedure  in  the  Federal  or  State  governments  that 
says  we  are  not  going  to  spend  that  extra  money,  but  rather  we  are 
going  to  provide  better  patient  care  and  that  sort  of  thing. 

That  is  one  of  the  cost  containment  areas  that  I  think  is  some- 
what faulty  in  our  system. 

Now  I  am  not  pushing  for  the  Canadian  system,  but  I  think  it 
is  helpful  to  have  the  GAO's  analysis.  I  think  it  is  essential  that 
we  have  some  kind  of  a  system  tnat  is  going  to  give  coverage  to 
everybody. 

I  have  some  very  serious  questions  as  to  whether  the  AMA's 
health  access  program  would  cover  the  13  percent  who  wouldn't  be 
covered  under  employment  plans.  I  would  hope  the  medical  associa- 
tion would  take  a  hard  look  at  that  and  try  to  come  up  with  some- 
thing that  you  feel  can  be  constructive  and  can  be  helpful  as  this 
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dialog  goes  on,  because  I  think  Congress  is  going  to  have  to  move 
on  this. 

This  is  a  very  serious  problem. 

Dr.  Todd.  I  appreciate  what  you  are  saying  and  share  many  of 
your  feelings.  Technology  assessment  and  diffusion  need  controls 
placed  upon  it. 

In  many  respects,  we  live  in  a  somewhat  schizophrenic  system. 
There  is  a  city  in  this  country  where  one  hospital  had  an  MRI  and 
the  other  hospital  didn't.  A  severe  trauma  patient  was  brought  to 
the  hospital  that  didn't  have  the  MRI.  The  patient  was  transported 
across  the  city  to  get  the  MRI,  and  the  original  hospital  was  sued 
because  it  didn't  have  an  MRI. 

All  of  this  has  to  fit  together.  There  are  these  major  cultural  dif- 
ferences. 

From  the  point  of  view  of  the  AMA,  health  access  America  has 
been  our  best  shot  based  on  what  we  believe  is  the  tradition  of 
America  and  the  issues  that  need  to  be  addressed,  but  let  me  also 
assure  you  that  the  AMA  is  not  going  to  be  slow  to  look  at  any  pro- 
posal or  possibility  that  is  going  to  improve  access  to  health  care, 
make  it  more  efficient,  restrain  costs  and  give  us  better  outcomes. 

This  is  our  initial  best  shot  that  says  we  believe  based  on  the 
history  and  needs  of  this  country  and  based  on  the  fact  that  for  the 
last  8  years  we  have  been  living  in  competitive  society  that  says 
compete,  compete,  compete,  that  competition  is  essential.  As  you 
also  have  suggested,  that  competition  has  to  be  changed  somewhat. 
But,  competition  is  in  some  respects  healthy. 

Mr.  HORTON.  Thank  you. 

Mr.  Conyers.  Mr.  Chris  Shays. 

Mr.  Shays.  I  thank  all  four  of  you  gentlemen  for  being  here.  I 
feel  I  owe  three  of  you  an  apology. 

Dr.  Todd,  you  basically  have  taken  a  position  that  is  a  little 
against  the  flow  of  the  hearing  we  have  had  so  it  is  logical  that  we 
would  be  asking  you  some  questions,  but  I  welcome  anyone  else 
jumping  in.  I  believe  we  are  going  to  have  universal  coverage.  I  see 
the  movement  in  a  host  of  different  ways,  many  different  parts  all 
moving  in  the  same  direction.  I  am  not  convinced  that  we  will  have 
a  system  that  will  be  beneficial  when  we  are  done.  That  concerns 
me.  It  seems  to  me  that  even  the  medical  association,  in  particular, 
is  going  to  have  to  make  sure  that  they  are  not  left  out  of  the  loop 
and  therefore  don't  have  the  influence  that  might  be  helpful  to  this 
process. 

One  of  the  things  that  concerns  me  is  just  trying  to  determine 
who  is  the  winner  and  who  is  the  loser.  In  other  words,  who  is  ulti- 
mately going  to  pay  and  who  is  going  to  get  away  with  not  having 
to  pay  whereas  before  they  were  paying  retirement  systems.  Busi- 
nesses have  committed  that  they  will  pay  the  retirement  benefits, 
health  care  benefits  of  their  employees,  and  so  forth.  You  don't 
have  the  answer  to  this  question,  but  it  is  going  to  be  one  that  we 
are  going  to  have  to  wrestle  with. 

I  guess  the  questions  I  want  to  ask  you  are  first,  the  uninsured 
are  receiving  some  health  care  services.  They  receive  health  care 
services  when  they  go  to  a  hospital  and  they  have  an  acute  need. 
A  hospital  does  not  turn  someone  away.  That  says  the  hospital  is 
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picking  up  the  cost  and  passing  it  on  to  those  who  are  insured.  Is 
that  a  true  statement? 

Dr.  Todd.  Yes.  Absolutely. 

Mr.  Shays.  Do  you  all  agree? 

Dr.  Addington.  Yes. 

Mr.  Shays.  What  are  the  uninsured  not  getting? 

Dr.  Todd.  Let  me  first  respond  to  the  fact  that  I  think  we  agree 
that  we  are  going  to  have  a  national  system  of  access.  I  am  reluc- 
tant to  call  it  national  health  insurance  because  that  has  connota- 
tions that  go  back  to  another  area.  We  believe  and  are  committed 
to  trving  to  work  toward  universal  access. 

What  the  uninsured  don't  get:  Early  access  to  care,  preventive 
care,  inoculations,  prenatal  care,  and  child  health  care.  They  are 
late  getting  to  the  physicians  therefore  and  not  being  treated  for 
mild  hypertension.  The  early  diabetes  are  not  being  treated  until 
they  can  no  longer  get  along  without  seeking  some  sort  of  care,  and 
then  they  go  to  the  hospital  as  a  last  resort — those  such  as  Dr. 
Young  and  Dr.  Addington  are  involved  in  in  Chicago  that  are  pub- 
licly sponsored,  because  the  uncompensated  care  load  has  made  it 
very  difficult  for  the  proprietary  hospitals  to  provide  any  more  of 
that  uncompensated  care. 

Mr.  Shays.  I  am  left  with  a  question  as  it  relates  to — besides  the 
cost,  the  other  issue  that  concerns  me  the  most — Dr.  Todd,  you 
made  a  very  accurate  statement  I  think  and  expressed  a  very  le- 
gitimate concern  about  whether  our  government  will  live  up  to  its 
obligations.  One  of  them  is  that  Medicaid  and  Medicare  don't  cover 
the  full  cost  of  the  services  provided.  I  have  had  physicians  who 
have  expressed  tremendous  anger  to  me  when  someone  trots  down 
in  a  limousine,  gets  out  of  the  limousine  and  then  becoming  a  Med- 
icare patient  and  that  physician  is  asked  to  reduce  his  or  her  rate 
to  service  that  person. 

So  the  government  chooses  not  to  fully  fund  Medicare  and  Medic- 
aid for  two  reasons.  One  is  a  legitimate  reason  to  control  costs  and 
to  encourage  hospitals  to  do  it  for  less  than  doctors.  The  other  is 
we  have  a  budgetary  crises  so  we  are  not  going  to  make  the  hard 
decision  of  putting  the  money  up  front  and  paying  for  it.  What  is 
to  say  that  that  won't  continue  after  we  adopt  this  universal  cov- 
erage? 

Tne  other  issue  is  that  in  order  to  be  successful  in  the  sense  that 
the  Canadians  have  been  relatively  successful,  we  are  going  to 
have  to  decide  who  gets  what  in  hospitals,  what  technical  equip- 
ment we  will  be  getting.  We  have  to  decide  within  the  medical  pro- 
fession who  can  be  a  specialist  and  who  can't  or  if  you  are  a  spe- 
cialist are  you  legitimately  allowed  to  charge  more.  And  I  see  tre- 
mendous battles  tnere. 

We  will  have  to  tell  drug  companies  that  they  cannot  continue 
to  increase  the  cost  of  something  they  have  already  developed  and 
then  say  it  costs  20  percent  more  when  they  have  already  done  all 
the  research  and  they  realize  they  are  the  only  show  in  town  and 
they  charge  more. 

We  are  going  to  be  putting  a  lot  of  insurance  companies  out  of 
business. 

Other  than  that,  it  is  going  to  be  a  very  easy  task.  What  concerns 
me  in  the  process  is  that  in  making  these  decisions  compromise  is 
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going  to  be  the  result,  and  we  will  have  tried  to  create  a  horse  and 
it  will  look  like  a  camel.  That  is  a  concern  that  all  of  us  have. 

Dr.  Todd.  Let  me  turn  the  coin  over.  You  talk  about  the 
deductibles  and  copayments  that  have  been  steadily  increased  in 
the  Medicare  program  because  of  the  increasing  expense.  If  you 
turn  the  coin  over,  the  government  has  not  shown  sensitivity  in 
protecting  the  poor  elderly,  and  there  are  poor  elderly  for  whom  the 
deductibles  and  copayments  are  a  burden.  What  we  are  trying  to 
develop  is  a  health  care  system  responsive  to  the  multiple  demands 
and  needs  of  the  individuals  who  are  going  to  have  to  seek  care  in 
the  future. 

When  you  talk  about  specialists,  we  cannot  talk  about  health 
manpower  or  we  are  going  to  get  a  prompt  call  from  the  Federal 
Trade  Commission.  But  it  is  going  to  be  very  difficult. 

You  asked  earlier  whether  there  are  going  to  be  winners  or  los- 
ers. We  would  hope  that  there  would  be  a  lot  of  winners — those 
currently  uninsured  who  have  lacked  access  to  the  system.  The  los- 
ers would  be  those  who  ought  to  be  participating  today  and  who 
are  not  participating  in  helping  achieve  affordable  health  care  for 
all. 

Mr.  Shays.  What  I  am  leading  to  in  terms  of  who  pays  is  that 
I  just  want  to  make  sure  that  people  today  who  are  paving  for  the 
system  who  can  afford  to  pay  for  the  system,  will  and  it  is  hard 
for  me  to  visualize.  The  statement  that  has  been  made  in  both  of 
our  hearings  has  been  that  there  is  a  set  amount  that  we  spend 
on  health  care,  and  if  we  have  an  all-payer  system  we  will  not  have 
to  spend  more  because  we  will  have  savings  and,  therefore,  include 
the  uninsured  in  the  system.  That  makes  little  sense  to  me. 

Where  I  have  trouble  is  deciding  where  we  get  who  pays  for  this 
service  all  together.  How  are  we  going  to — in  a  sense — tax  the 
American  people  so  that  we  can  do  tnat?  My  biggest  concern  is  how 
do  we  control  costs? 

Dr.  Addington.  The  issue  of  cost  containment  has  been  well  ad- 
dressed by  the  American  College  of  Physicians.  Certainly,  the 
overutilization  of  expensive  tests  and  adding  a  second  MRO  in- 
creases that. 

We  have  developed  practice  guidelines.  We  strongly  advocate 
that,  as  pointed  out  in  the  Canadian  system  where  they  have  50 
percent  primary  care  physicians,  and  here  30  percent,  we  should 
emulate  Canada. 

Also,  perhaps  most  fundamentally  there  should  be  health  care 
planning,  regions  should  plan  expensive  equipment  like  the 
lithotrip,  for  example,  of  Toronto. 

I  feel  very  strongly  that  the  medical  expertise  is  available  in  this 
country  where  consensus  can  be  reached  about  technology  utiliza- 
tion, and  this  would  improve  access.  It  would  save  a  tremendous 
amount  of  money  and  is  long  overdue  in  the  competitive 
nonplanned  environment  that  now  exists. 

Dr.  YOUNG.  I  think  you  are  asking  highly  pertinent  questions.  I 
like  them  most  of  all  because  there  is  a  presumption  we  are  going 
to  get  where  we  have  to  go. 

As  to  the  important  question  of  the  vulnerability  of  the  budget 
to  other  demands  of  the  national  system,  I  think  that  is  valid  and 
would  suggest  that  it  be  isolated  even  better  than  the  Social  Secu- 
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rity  funds,  that  the  sources  of  payment  be  identified.  And  I  will 
give  you  a  list  and  that  that  money  be  untouchable.  Ratcheting 
down  should  not  be  possible  in  that  sense. 

I  commend  a  superb  article  in  the  Journal  of  American  Medical 
Association,  May  15,  which  has  our  proposal  on  the  source  of 
money  and  shows  the  money  is  essentially  a  transfer.  The  govern- 
ment today  spends — 42  percent  of  all  the  money  comes  from  gov- 
ernment sources,  mostly  Federal,  of  course.  An  additional  10  per- 
cent at  least  comes  from  the  tax  structure  which  excuses  medical 
expenditures  in  various  ways  from  taxation.  So  you  are — well,  of 
course,  the  biggest  other  one  is  the  employer-based  arrangements 
which  are  very  variable,  and  most  tragic  is  the  small  employer  who 
cannot  afford  it,  and  yet  a  huge  variation  among  the  big  employers, 
some  of  whom  get  unfair  competitive  advantage  from  this  very  fact. 

We  have  not  talked  about  the  de stabilization  of  the  larger  econ- 
omy. It  has  been  implied  but  it  is  very  important.  The  government 
moneys  would  still  be  forthcoming.  We  would  propose  to  reduce  the 
toll  from  payroll  and  employers  by  12  percent  from  $259  billion  to 
$228  billion.  There  is  a  winner. 

Some,  of  course,  who  are  paying  nothing  will  have  to  get  in  the 
game.  This  is  simply  a  payroll  tax  of  9  percent  on  employers  and 
2  percent  for  employees  and,  for  those  with  less  than  20  employees, 
half  that  rate. 

We  know  that — you  have  pointed  out  the  report  points  out  $67 
billion  we  now  have  that  we  did  not  have  before  by  savings.  That 
is  not  new  money.  It  is  old  money  now  available  for  good  use. 

We  also  have  sin  taxes  although  we  don't  propose — — 

Mr.  Shays.  I  can  get  the  lists. 

Let  me  focus  

Dr.  Young.  It  is  just  that.  I  think  you  will  see  it  is  doable.  I  want 
to  reiterate  as  we  get  closer  to  the  solution  of  this  problem  we  have 
to  safeguard  those  moneys.  The  point  made  about  vulnerability  to 
overdemands  is  very  valid,  and  we  don't  want  to  make  that  mis- 
take. 

Mr.  Shays.  The  issue  that  I  have  to  resolve  is  the  recognition 
that  if  you  have  an  all  payer,  one  payer  and  no  copayments,  you 
have  obviously  less  paperwork,  but  I  basically  agree  with  Dr. 
Todd's  comments — I  strongly  agree  that  a  service  that  we  have  that 
is  free  will  be  used  more  than  it  should.  The  question  is,  by  having 
an  income  sensitive  deductible,  will  we  encourage  cost  containment 
more  than  by  simply  not  having  a  deductible  and  not  having  the 
administrative  costs  of  having  the  deductible?  The  tradeoff  between 
the  two? 

Dr.  Todd.  That  is  a  tough  one  to  answer,  but  from  our  point  of 
view  it  would  seem  that — again,  you  cannot  isolate  any  one  of  these 
items.  We  clearly  have  to  have  reform  of  the  insurance  industry. 

Mr.  Shays.  The  question  is  if  you  have  a  deductible  do  we  add 
more  paperwork  costs  than  we  save  by  encouraging  people  not  to 
use  the  service  as  much?  Or  in  the  end  is  it  just  better  simply  to 
have  no  copayment  because  we  will  have  less  administrative  costs? 
That  is  the  question. 

If  you  don't  have  an  answer  either  way  

Dr.  Todd.  I  really  can't  reach  a  judgment  on  that. 
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Dr.  Young.  I  emphatically  think  the  negative  is  the  correct  an- 
swer. You  gain  nothing  by  the  deterrent.  There  is  no  way  to  say 
that  that  copayment,  as  far  as  it  inhibits  use,  will  not  inhibit  the 
person  who  really  needs  it.  That — to  me  as  a  physician,  I  don't  see 
unnecessary  utilization,  even  among  patients  who  are  well  insured. 
There  is  a  disease  called  hypochondriasis  which  is  a  disease  

Mr.  Shays.  If  I  didn't  have  to  go  to  the  dentist  I  wouldn't,  but 
I  have  to  so  I  go.  But  people  do  overutilize  health  services.  I  wish 
you  wouldn't  make  that  statement. 

Dr.  Young.  I  feel  I  could  make  the  case  based  on  personal  expe- 
rience and  others.  There  are  abuses  of  the  system,  but  they  are,  I 
think,  primarily  provider  abuse  and  patients  in  my  experience  who 
are  well  educated  and  understand  the  needs  who  are  not  in  that 
small  group  of  people  who  are  overutilizers  because  they  have  a 
disease  don't  do  it. 

Dr.  Johnson.  I  am  a  practitioner.  Have  been  all  my  life.  To  real- 
ly get  at  the  heart  of  the  deductible,  we  are  trying  to  reduce  the 
barrier.  We  see  the  patients  in  the  communities  where  they  are 
and  the  more  barriers  you  put  up — most  Americans,  you  have  to 
recognize,  have  a  terrible  hostility  toward  means  testing  to  achieve 
anything,  and,  therefore,  many  will  not  accept  Medicaid.  They 
would  rather  be  sick  and  die  first. 

In  the  Constitution  it  says  life,  liberty,  and  pursuit  of  happiness 
and  providing  for  the  general  welfare,  which  the  Congress  is 
charged  to  provide,  adequate  health  care  with  no  barriers.  The  bar- 
rier should  be  on  the  basis  of  the  provider  who  knows  what  is  nec- 
essary and  determines  in  his  best  judgment  and  not  have  someone 
trying  to  legislate  or  determine  at  a  distance  what  each  person 
needs.  That  would  be  an  impossibility  in  a  country  of  over  200  mil- 
lion folks. 

How  do  we  remove  barriers  where  no  one  dies — and  Health  and 
Human  Services  has  documented  the  death  of  60,000  minorities, 
and  I  am  sure  there  are  others  that  are  not  included  who  do  not 
have  ordinary  access  to  health  care.  And  the  reason  they  do  not  is 
the  reason  we  are  here  discussing  it.  And  if  we  increase  more  bar- 
riers, we  will  have  more  deaths  because  the  persons  don't  want  to 
be  means  tested. 

I  think  all  deductibles  and  everything  should  be  removed,  and 
everyone  should  have  access  to  health  care.  They  should  be  able  to 
go  anywhere  to  any  doctor,  and  that  is  the  end  of  the  discussion. 

Mr.  Shays.  It  is  the  end  of  the  discussion  in  one  sense.  We  could 
take  life,  liberty  and  the  pursuit  of  happiness  and  not  find  a  way 
to  control  costs.  I  make  that  point  to  you. 

I  want  universal  coverage,  and  I  would  like  it  as  quickly  as  pos- 
sible. I  want  it  to  be  a  system  that  works  and  that  later  on  we  are 
not  clamoring  to  repeal  because  it  is  so  expensive  and  we  are  irre- 
sponsible in  not  containing  costs. 

Dr.  Addington.  The  answer  I  would  give  would  be  if  you  had  the 
proper  system  that  was  properly  governed  that  copayments  would 
be  unnecessary  on  the  part  of  cost  containment. 

Mr.  Shays.  Thank  you. 

Mr.  Conyers.  Gentlemen,  we  thank  you.  Your  views  are  diver- 
gent, but  so  are  ours.  This  is  only  the  second  hearing.  We  have  to 
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examine  a  lot  of  our  statements.  We  are  going  to  continue  our  re- 
search. 

I  think  this  has  been  a  very  helpful  dialog  for  the  American  peo- 
ple in  terms  of  how  we  move  away  from  a  system  that  is  obviously 
in  big  trouble.  I  thank  you  for  your  time  and  your  cooperation. 

[Whereupon,  at  2:05  p.m.,  the  committee  adjourned,  to  reconvene 
Tuesday,  June  18,  1991.] 


EFFICIENCY  AND  COST  EFFECTIVENESS 
OF  THE  U.S.  HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 


TUESDAY,  JUNE  18,  1991 

House  of  Representatives, 
Committee  on  Government  Operations, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:45  a.m.,  in  room 
2154,  Rayburn  House  Office  Building,  Hon.  John  Conyers,  Jr. 
(chairman  of  the  committee)  presiding. 

Present:  Representatives  John  Conyers,  Jr.,  Glenn  English,  Doug 
Barnard,  Jr.,  Matthew  G.  Martinez,  Ray  Thornton,  Collin  C.  Peter- 
son, Rosa  L.  DeLauro,  Christopher  Shays,  Dick  Zimmer,  and  Wil- 
liam H.  Zeliff,  Jr. 

Staff  present:  Julian  Epstein,  staff  director;  Frank  Clemente, 
senior  policy  advisor;  Verita  Custis,  professional  staff  member; 
Ellen  Rayner,  chief  clerk;  Marilyn  Jarvis,  staff  member;  Jared  Bur- 
den, minority  counsel;  and  Danny  Wedding,  congressional  fellow. 

Mr.  Conyers.  The  hearing  will  come  to  order. 

This  is  the  committee's  third  hearing  reviewing  the  economy  and 
efficiency  of  the  U.S.  health  care  system,  and  comparing  it  with 
Canada.  The  General  Accounting  Office  study  prepared  for  the 
committee  and  the  many  witnesses  in  the  first  two  hearings  have 
shown  that  the  U.S.  system  is  neither  very  economical  nor  efficient. 

Strictly  on  the  basis  of  cost,  we  have  found  that  the  United 
States  spends  40  percent  more  per  person  than  Canada  does  to  pro- 
vide health  care,  and  Canada  has  the  next  most  expensive  health 
care  system  in  the  world.  The  United  States  spends  85  percent 
more  than  the  French,  91  percent  more  than  the  West  Germans, 
and  127  percent  more  than  the  Japanese. 

Today's  hearing  is  designed  to  round  out  the  record  on  the  Unit- 
ed States-Canada  comparison.  Panel  one  will  give  us  the  business 
community's  perspective.  Their  views  are  critical  given  the  cost  to 
employers  of  health  care,  and  the  general  decline,  both  in  U.S.  com- 
petitiveness abroad  and  workers'  wages  and  benefits  at  home. 

We  have  been  told  in  Detroit,  where  40  Members  of  Congress  vis- 
ited the  auto  industry,  that  a  Chrysler  automobile  has  a  $500  in- 
crease for  health  benefits  alone  when  it  is  made  in  Detroit  as  op- 
posed to  being  made  across  the  border  in  Canada. 

Our  witnesses  have  been  asked  to  discuss  the  feasibility  of 
achieving  universal  access  to  health  care  by  requiring  employers  to 
provide  health  insurance  as  a  benefit — so-called  employer  man- 
dates. Employer  mandates  are  the  backbone  of  the  Senate  Demo- 
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cratic  leadership  health  reform  proposal  and  of  others  offered  in 
the  House. 

I  have  also  asked  the  witnesses  to  share  their  views  about  an  all- 
payer  system,  which  would  maintain  multiple  payers  but  require 
that  they  offer  the  same  benefits  and  adhere  to  a  uniform  payment 
system. 

I  would  like  the  panels  to  contrast  this  with  the  advantages  of 
a  single-payer  plan.  Of  course,  we  also  seek  your  opinions  on  the 
need  for  strong  cost  containment  measures,  such  as  global  budgets 
on  hospitals  and  established  fees  for  doctors,  no  matter  what  the 
overall  system  we  choose. 

Panel  two  will  also  deal  with  these  issues  as  well  as  look  at  qual- 
ity of  care  issues  in  Canada.  At  our  last  hearing,  one  witness,  from 
the  point  of  view  of  an  American,  said  health  care  quality  and 
queues  are  the  achilles  heel  of  the  Canadian  system. 

But  we  have  heard  some  testimony— and  I  believe  the  GAO  anal- 
ysis confirms  it— that  queues  and  rationing  in  Canada  are  rel- 
atively minor  problems,  especially  when  compared  to  economic  ra- 
tioning in  the  United  States. 

Americans  like  to  believe  we  have  the  best  health  care  in  the 
world.  They  may  be  right — for  those  who  have  access  to  it.  But  we 
surely  have  the  worst  health  care  delivery  system  in  the  developed 
world — 32  million  Americans  are  uninsured  and  tens  of  millions  of 
others  underinsured. 

I  look  forward  to  our  witnesses'  testimony  today. 

[The  prepared  statement  of  Mr.  Conyers  follows:] 
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OPENING  STATEMENT  OP  JOHN  CONYERS,   JR.,  CHAIRMAN 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
HEARING  ON  THE  ECONOMY  AND  EFFICIENCY  OF  THE  U.S.   HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 
TUESDAY,   JUNE  18,  1991 


The  hearing  will  come  to  order.     This  is  the  Committee's 
third  hearing  reviewing  the  economy  and  efficiency  of  the  U.S. 
health  care  system,  and  comparing  it  with  Canada.     The  General 
Accounting  Office  study  prepared  for  the  Committee  and  the  many 
witnesses  in  the  first  two  hearings  have  shown  that  the  U.S. 
system  is  neither  very  economical  nor  efficient. 

Strictly  on  the  basis  of  cost,  we've  found  that  the  U.S. 
spends  40  percent  more  per  person  than  Canada  does  to  provide 
health  care,  and  that  country  is  the  next  most  expensive  health 
care  system  in  the  world.     The  U.S.  spends  85  percent  more  than 
the  French,  91  percent  more  than  the  West  Germans,  and  127 
percent  more  than  the  Japanese. 

Today's  hearing  is  designed  to  round  out  the  record  on  the 
U.S. -Canada  comparison.     Panel  one  will  give  us  the  business 
community's  perspective.     Their  views  are  critical  given  the  cost 
to  employers  of  health  care,  and  the  general  decline  both  in  U.S. 
competitiveness  abroad  and  workers  wages  and  benefits  at  home. 
Witnesses  have  been  asked  to  discuss  the  feasibility  of  achieving 
universal  access  to  health  care  by  requiring  employers  to  provide 
health  insurance  as  a  benefit  —  so  called  employer-mandates. 
Employer-mandates  are  the  backbone  of  the  Senate  Democratic 
Leadership  health  reform  proposal  and  of  ethers  offered  in  the 
House . 

I've  also  asked  the  witnesses  to  share  their  views  about  an 
all-payer  system,  which  would  maintain  multiple  payers  but 
require  that  they  offer  the  same  benefits  and  adhere  to  a  uniform 
payment  system.     I'd  like  the  panels  to  contrast  this  with  the 
advantages  of  a  single-payer  plan.     Of  course,  we  also  seek  your 
opinions  on  the  need  for  strong  cost  containment  measures,  such 
as  global  budgets  on  hospitals  and  established  fees  for  doctors, 
no  matter  what  the  overall  system  we  choose. 

Panel  two  will  deal  with  these  issues  as  well,  and  also  look 
at  quality  of  care  issues  in  Canada.     At  our  last  hearing  one 
witness  said  health  care  quality  and  queues  are  the  achilles  heel 
of  the  Canadian  system  —  from  the  point  of  view  of  an  American. 
But  we've  heard  some  testimony  —  and  I  believe  the  GAO  analysis 
confirms  it  —  that  queues  and  rationing  in  Canada  are  relatively 
minor  problems,  especially  when  compared  to  economic  rationing  in 
the  U.S. 
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Americans  like  to  believe  we  have  the  best  health  care  in 
the  world.     They  may  be  right  —  for  those  who  have  access  to  it. 
But  we  surely  have  the  worst  health  care  delivery  system  in  the 
developed  world  --  32  million  Americans  are  uninsured  and  tens  of 
millions  of  others  under insured. 

I  look  forward  to  our  witnesses  testimony  today. 
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Mr.  CONYERS.  This  is  an  important  panel  here  today.  The  first 
panelist  represents  one  of  our  largest  corporations,  Dayton  Hudson 
Corp.,  Mr.  Kenneth  Macke,  chairman  and  chief  executive  officer, 
who  is  also  a  board  member  with  other  corporations  and  banks.  We 
look  forward  to  your  contribution. 

And  our  second  panelist  is  Mr.  John  Galles  representing  the 
small  businessperson,  executive  vice  president  of  the  National 
Small  Business  United,  responsible  for  planning  and  administering 
programs  and  policies  of  50,000  member  associations  of  small  busi- 
ness owners  and  previously  an  executive  director  to  the  Small 
Business  Association  in  Michigan.  We  welcome  Michigan  input 
here. 

We  also  welcome  Dr.  Katherine  Swartz  of  the  Urban  Institute, 
senior  research  associate  who  has  spent  a  number  of  years  focusing 
on  health  insurance  and  what  happens  to  people  that  don't  have 
it.  She  has  been  a  research  associate  with  the  health  policy  center 
at  the  institute  since  1982. 

We  look  forward  to  the  important  contributions  of  all  of  the  wit- 
nesses and  we  ask  Mr.  Macke  to  lead  off  the  discussion. 

Please  summarize  your  statement  because,  without  objection,  all 
your  printed  material,  your  written  statement  will  be  included  into 
the  record  in  its  entirety. 

Good  morning  and  welcome  to  the  committee. 

STATEMENT  OF  KENNETH  A.  MACKE,  CHAIRMAN  AND  CHIEF 
EXECUTIVE  OFFICER,  DAYTON  HUDSON  CORP. 

Mr.  Macke.  Thank  you.  Good  morning.  I  certainly  appreciate  the 
opportunity  to  be  heard  by  this  committee  and  be  part  of  the  na- 
tional health  care  debate. 

As  chairman  of  the  board  of  Dayton  Hudson  and  chief  executive, 
I  feel  a  genuine  need  to  be  a  part  of  this  growing  debate  on  health 
care  reform. 

Dayton  Hudson  is  the  Nation's  16th  largest  employer  in  the  pri- 
vate sector,  which  is  why  I  am  here  today.  We  have  161,000  em- 
ployees. Of  these,  60,000  work  24  hours  or  more  per  week.  They 
and  their  dependents  are  covered  by  medical  insurance. 

During  the  7  years  that  I  have  been  CEO,  our  corporation's  med- 
ical expenses  have  grown  from  $60  million  to  $115  million  a  year. 
Our  per-covered-employee  cost  has  increased  from  $1,100  to  $1,650. 

In  1985,  an  appendectomy  cost  about  $2,500.  Today,  it  is  $6,000. 
Normal  childbirth  was  $2,000.  Today  it  is  $4,500.  To  put  it  in  per- 
spective, we  have  to  sell  over  39,000  ninja  turtle  action  figures  to 
pay  for  one  appendectomy. 

In  self-defense,  in  the  early  1980's,  we  began  a  major  cost  con- 
tainment program.  We  are  self-insured.  We  use  claims  manage- 
ment. We  do  utilization  reviews.  We  make  use  of  managed  care  and 
bargained  rates.  We  use  our  size  to  influence  HMO  practices. 

We  have  increased  dramatically  the  administrative  require- 
ments. We  have  asked  our  employees  to  participate  more  heavily 
in  the  costs. 

And  yet,  in  1990,  our  medical  expenses  per  covered  employee  in- 
creased 15  percent.  This  picture  is  even  darker  for  smaller  compa- 
nies. For  that  group,  premiums  increased  a  minimum  of  23  per- 
cent. 


502 

We  have  learned,  we  believe  the  hard  way,  that  voluntary  cost 
control  efforts  and  market  forces  do  not  solve  the  problem.  Experts 
project  that  if  we  don't  do  something  about  costs  now,  annual  medi- 
cal expenses  in  our  country  will  go  from  the  current  $735  billion 
per  year,  or  12.4  percent  of  GNP,  to  over  $2  trillion  and  over  20 
percent  of  GNP  by  the  year  2000. 

I  am  equally  alarmed  that  an  estimated  35  million  Americans  do 
not  have  access  to  medical  insurance.  And  the  truth  is,  universal 
coverage  can  be  afforded  only  if  basic  reform  removes  inefficient 
and  unnecessary  costs. 

The  need  for  systematic  reform  is  abundantly  clear.  There  is  con- 
sistent evidence  that  one-third  of  the  health  care  is  not  of  value  be- 
cause of  excessive  and  inappropriate  treatment.  Malpractice  costs— 
that  is,  defensive  medicine,  costly  litigation,  malpractice  insur- 
ance— represent  billions  of  dollars. 

The  Federal  Government  has  used  it  power  to  make  decisions 
relative  to  the  Medicare  costs  and  to  enforce  those  decisions.  How- 
ever, the  result  has  been  that  providers  have  shifted  charges  to  the 
private  sector. 

The  study  of  the  Canadian  health  care  system,  which  your  com- 
mittee requested  from  GAO,  is  certainly  a  step  in  the  right  direc- 
tion. It  focuses  both  on  the  need  for  access  as  well  as  the  need  for 
reform. 

The  GAO  found  three  elements  worthy  of  our  consideration:  Uni- 
versal access,  a  uniform  payment  system,  and  expenditure  controls. 
What  is  critical  is  the  combination  of  access  and  cost  control,  to 
which  I  would  add  the  need  for  major  improvements  in  the  quality 
and  efficiency  of  care  as  well  as  malpractice  reform. 

I  think  the  recent  Senate  Democratic  leadership  proposal  on 
health  care  also  took  an  important  step  by  combining  universal  ac- 
cess with  some  cost  control  elements.  Their  cost  control  measures 
are  voluntary. 

I  think  the  lessons  we  have  learned  from  other  countries  which 
are  doing  a  better  job  of  it  than  we  are  is  that  these  measures  must 
be  mandatory,  must  be  formally  built  into  the  system  to  create  a 
level  playing  field,  and  must  have  the  force  of  law. 

As  evidence  of  my  own  commitment,  I  serve  as  the  chairperson 
on  health  care  reform  in  the  Minnesota  Business  Partnership,  and 
have  directed  my  management  team  to  be  active  and  persistent  in 
this  national  endeavor. 

Why  are  we  so  convinced  that  we  need  national  rather  than 
State  by  State  reform?  We  are  a  national  economy.  Employers  and 
medical  providers  alike  operate  across  State  lines.  We  have  a  mo- 
bile population. 

If  50  States  form  50  separate  systems,  we  will  have  even  greater 
chaos  then  we  have  now.  We  are  so  convinced  that  nationwide  re- 
form is  essential  that  we  are  an  active  member  in  the  National 
Leadership  Coalition  for  Health  Care  Reform. 

For  more  than  a  year,  that  coalition  has  been  developing  a  strat- 
egy for  major  reform  of  the  health  care  system.  The  American  Col- 
lege of  Physicians  is  working  with  us,  as  are  other  major  medical 
organizations,  including  the  Association  of  Academic  Health  Cen- 
ters, the  American  Academy  of  Pediatrics,  and  the  American 
Nurses  Association. 
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Our  group  consists  of  over  35  of  the  largest  U.S.  corporations, 
nine  major  labor  unions,  and  the  Nation's  largest  consumer  groups. 
All  together,  we  represent  over  100  million  Americans.  A  list  of  our 
membership  is  attached  for  your  information. 

We  expect  to  have  the  coalition's  complete  strategy  developed  by 
the  end  of  the  summer.  I  can  assure  you  it  will  contain  competitive 
and  regulatory  elements,  including  strong  financial  and  tax  incen- 
tives. It  will  also  propose  the  creation  of  a  comprehensive  delivery 
systems  that  will  compete  on  the  basis  of  quality,  efficiency,  and 
price. 

We  will  emphasize  wellness  and  prevention  and  strong  cost  con- 
tainment provisions,  limiting  payment  to  scientifically  appropriate 
care.  We  will  propose  a  system  of  technology  assessment,  standards 
setting,  and  quality  assurance,  building  further  on  current  medical 
protocol. 

We  will  recommend  policies  which  stop  cost  shifting,  as  well  as 
insurance  reform,  strong  proposals  for  medical  malpractice,  admin- 
istrative simplification,  and  universal  access  based  on  ability  to 
pay.  A  statement  of  the  basic  purpose  of  the  Coalition  is  attached 
to  my  written  statement. 

We  believe  we  have  a  chance  to  mobilize  the  private  sector  and 
to  work  with  government  to  achieve  these  necessary  reforms.  All 
segments  of  our  economy  are  culpable  for  our  present  cir- 
cumstance— business,  unions,  the  medical  profession,  government — 
and  it  will  take  all  of  us  to  reform  it. 

I  urge  you  to  lead  the  Nation  in  this  great  need  to  bring  about 
reform.  I  urge  other  businesses  to  join  us  in  the  work  of  the  Na- 
tional Leadership  Coalition  for  Health  Care  Reform  as  we  wade 
into  this  momentus  national  debate. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Macke  follows:] 
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Kenneth  A.  Macke 
Chairman  of  the  Board 
and  Chief  Executive  Officer 
Dayton  Hudson  Corporation 


Before  the  House  Committee  on  Government  Operations 

June  18, 1991 
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Summary  of  Principal  Points 
From  Remarks  Before  the  House  Committee 
on  Government  Operations 

by  Kenneth  A.  Macke 
Chairman  and  Chief  Executive  Officer 
Dayton  Hudson  Corporation 


Dayton  Hudson  Corporation  is  one  of  America's  largest 

general  merchandise  retailers.     We  operate  more  than  700 
discount  and  department  stores  in  3  3  states  under  the  names 
of  Target,  Mervyn's,  Dayton's,  Hudson's  and  Marshall 
Field's. 

Dayton  Hudson  is  the  nation's  16th  largest  employer  in  the 
private  sector.     We  have  60,000  employees   (those  working  24 
hours  or  more  per  week)   and  their  dependents  covered  by 
medical  insurance. 

Our  medical  expenses  have  grown  from  $60  million  in  1985  to 
$115  million  in  1990. 

We  are  self-insured  and  have  established  strong  cost 

containment  for  all  but  HMO  coverage.     In  1990  alone,  our 
total  medical  expenses  per-covered-employee  increased  15%. 

An  estimated  35  million  Americans  do  not  have  access  to 

medical  insurance.     And  the  truth  is,  universal  coverage  can 
be  afforded  only  if  basic  reform  removes  inefficient  and 
unnecessary  costs. 

One  third  of  health  care  treatment  is  excessive  and 

inappropriate .. .malpractice  costs  are  draining  billions  of 
dollars. . .hospitals  invest  excessive  amounts  for 
equipment ...  research  and  development  is  often  inconclusive 
and  unusable. .. the  federal  government  has  caused  providers 
to  shift  charges  to  the  private  sector.     The  cure  is  reform, 
which  gives  everyone  access  and  provides  only  necessary 
quality  care  at  the  lowest  cost. 

We  are  a  national  economy.     We  are  so  convinced  that 

nationwide  reform  is  essential  that  we  are  an  active  member 
in  the  National  Leadership  Coalition  for  Health  Care  Reform. 

Our  strategy  will  contain  competitive  and  regulatory  elements, 
including  strong  financial  and  tax  incentives  to  create 
comprehensive  delivery  systems.     It  will  emphasize  wellness 
and  prevention. . .propose  a  system  of  technology  assessment, 
standard  setting  and  quality  assurance ...  recommend  policies 
which  will  stop  cost  shifting. .. include  insurance  reform 
...proposals  for  malpractice  reform  and  administrative 
simplification  of  the  system... and  provide  for  universal 
access  based  on  ability  to  pay. 
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Remarks  by 

Kenneth  A.  Macke 
Chairman  and  Chief  Executive  Officer 
Dayton  Hudson  Corporation 
Before  the  House  Committee  on  Government  Operations 

June  18,  1991 

Good  Morning. 

I  appreciate  the  opportunity  to  be  heard  by  this 
committee  about  one  of  our  country's  most  perplexing 
issues...     Health  Care.     As  chairman  of  the  board  of 
directors  and  chief  executive  officer  of  Dayton  Hudson 
Corporation,  I  feel  a  genuine  need  to  be  a  part  of  the 
growing  national  debate  on  Health  Care  Reform. 

Dayton  Hudson  is  the  nation's  16th  largest  employer  in 
the  private  sector.     Which  is  why  I  am  here  today.     We  have 
161,000  employees. . .of  these,  60,000  work  24  hours  or  more 
per  week.     They  and  their  dependents  are  covered  by  medical 
insurance. 

During  the  seven  years  that  I  have  been  CEO,  our 
corporation's  medical  expenses  have  grown  from  $60  million 
to  $115  million  a  year.     Our  per-covered-employee  cost  has 
increased  from  $1,108  to  $1,649.     In  1985,  an  appendectomy 
cost  about  $2,500.     Today,  it  is  $6,000.     Normal  childbirth 
was  $2,000.     Today  it  is  $4,500.     To  put  it  in 
perspective. . .we  have  to  sell  over  39,000  Ninja  Turtle 
action  figures  to  pay  for  one  appendectomy. 
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Remarks  by  Kenneth  A.  Ma eke 
Page  2 

In  self-defense,   in  the  early  1980's...  we  began  a 
major  cost  containment  program, 

—  We  are  self-insured. 

—  We  use  claims  management. 

—  We  do  utilization  reviews. 

—  We  make  use  of  managed  care  and  bargained 

rates. 

—  We  use  our  size  to  influence  HMO  practices. 

—  We  have  increased  dramatically  the 

administrative  requirements, 

—  We  have  asked  our  employees  to  participate  more 

heavily  in  the  costs. 
And  yet. . .   In  193  0  our  medical  expenses  per-covered-employee 
increased  15  percent.     This  picture  is  even  darker  for 
smaller  companies.     For  that  group,  premiums  increased  a 
minimum  of  23  percent. 

We  have  learned  the  hard  way  that  voluntary  cost 
control  efforts  and  market  forces  DO  NOT  solve  the  problem. 
Experts  project  that  if  we  don't  do  something  about  costs 
NOW,  annual  medical  expenses  in  our  country  will  go  from  the 
current  $735  billion  per  year  or  12.4  percent  of  GNP  to  over 
$2  trillion. .. and  over  20  percent  of  GNP  by  the  year  2000. 
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Remarks  by  Kenneth  A.  Macke 
Page  3 

I  am  equally  alarmed  that  an  estimated  35  million 
Americans  do  not  have  access  to  medical  insurance.     And  the 
truth  is,  universal  coverage  can  be  afforded  only  if  basic 
reform  removes  inefficient  and  unnecessary  costs. 

The  need  for  systematic  reform  is  abundantly  clear. 
There  is  consistent  evidence  that  one-third  of  health  care 
is  not  of  value  because  of  excessive  and  inappropriate 
treatment.     Malpractice  costs  —  that  is,  defensive 
medicine,  costly  litigation,  malpractice  insurance  — 
represent  billions  of  dollars. 

The  Federal  government  has  used  its  power  to  make 
decisions  relative  to  Medicare  costs  and  to  enforce  those 
decisions.     However,  the  result  has  been  that  providers  have 
shifted  charges  to  the  private  sector.     The  study  of  the 
Canadian  health  care  system  which  your  committee  requested 
from  GAO  is  certainly  a  step  in  the  right  direction.  It 
focuses  both  on  the  need  for  access  as  well  as  the  need  for 
reform. 

The  GAO  found  three  elements  worthy  of  our 
consideration:    universal  access,  a  uniform  payment  system, 
and  expenditure  controls.     What  is  critical  is  the 
combination  of  access  and  cost  control... to  which  I  would 
add  the  need  for  major  improvements  in  the  quality  and 
efficiency  of  care  as  well  as  malpractice  reform. 
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Remarks  by  Kenneth  A.  Macke 
Page  4 

I  think  the  recent  Senate  Democratic  Leadership 
proposal  on  health  care  also  took  an  important  step  by 
combining  universal  access  with  SOME  cost  control  elements. 
Their  cost  control  measures  are  voluntary.     I  think  the 
lesson  we  have  learned  from  other  countries  which  are  doing 
a  better  job  of  it  than  we  are  is  that  these  measures  must 

be  mandatory  must  be  formally  built  into  the  system  to 

create  a  level  playing  field... and  must  have  the  force  of 
law. 

As  evidence  of  my  own  commitment,  I  serve  as  the 
chairperson  on  health  care  refrom  in  the  Minnesota  Business 
Partnership,  and  I  have  directed  my  management  team  to  be 
active  and  persistent  in  this  national  endeavor. 

Why  are  we  so  convinced  that  we  need  national  rather 
than  state  by  state  reform?    We  are  a  national  economy. 
Employers  and  medical  providers  alike  operate  across  state 
lines.     We  have  a  mobile  population.     If  50  states  form  50 
separate  systems,  we  will  have  even  greater  chaos  then  we 
have  now.     We  are  so  convinced  that  nationwide  reform  is 
essential  that  we  are  an  active  member  in  the  National 
Leadership  Coalition  for  Health  Care  Reform. 

For  more  than  a  year,  that  coalition  has  been 
developing  a  strategy  for  major  reform  of  the  health  care 
system.     The  American  College  of  Physicians  is  working  with 
us,  as  are  other  major  medical  organizations,  including 
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Remarks  by  Kenneth  A.  Macke 
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The  Association  of  Academic  Health  Centers,  The  American 
Academy  of  Pediatrics,  and  The  American  Nurses  Association. 
Our  group  consists  of  over  35  of  the  largest  United  States 
corporations ...  9  major  labor  unions... and  the  nation's 
largest  consumer  groups.     Altogether  we  represent  over  100 
million  Americans.     A  list  of  our  membership  is  attached  for 
your  information. 

We  expect  to  have  the  coalition's  complete  strategy 
developed  by  the  end  of  the  summer.     I  can  assure  you  it 
will  contain  competitive  and  regulatory  elements,  including 
strong  financial  and  tax  incentives.     It  will  also  propose 
the  creation  of  comprehensive  delivery  systems  that  will 
compete  on  the  basis  of  quality,  efficiency  and  price.  We 
will  emphasize  wellness  and  prevention  and  include  strong 
cost  containment  provisions. .. limiting  payment  to 
scientifically  appropriate  care.    We  will  propose  a  system 
of  technology  assessment,  standards  setting,  and  quality 
assurance. . .building  further  on  current  medical  protocals. 

We  will  recommend  policies  which  stop  cost  shifting,  as 
well  as  insurance  reform. . .strong  proposals  for  medical 
malpractice. . .administrative  simplification. .. and  universal 
access  based  on  ability  to  pay.    A  statement  of  the  basic 
purpose  of  the  Coalition  is  attached  to  my  written 
statement. 
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We  believe  we  have  a  chance  to  mobilize  the  private 
sector  and  to  work  with  government  to  achieve  these 
necessary  reforms.     All  segments  of  our  economy  are  culpable 
for  our  present  circumstance  —  business,  unions,  the 
medical  profession,  government  —  and  it  will  take  all  of  us 
to  reform  it. 

I  urge  you  to  lead  the  nation  in  this  great  need  to 
bring  about  reform.     I  urge  other  businesses  to  join  us  in 
the  work  of  the  National  Leadership  Coalition  for  Health 
Care  Reform  as  we  wade  into  this  momentus  national  debate. 
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THE  NATIONAL  LEADERSHIP  COAUTION  FOR  HEALTH  CARE  REFORM 

Current  Membership  -  1991 


Atlantic  Richfield  Corporation 
AT&T 

Amalgamated  Clothing  and  Textile  Workers  Union 
American  Academy  of  Pediatrics 
American  Association  of  Retired  Persons 
American  College  of  Physicians 

American  Federation  of  State,  County  and  Municipal  Employees 
American  Federation  of  Teachers 
American  Nurses'  Association,  Inc. 
Ameritech 

Association  of  Academic  Health  Centers 

Association  of  Minority  Health  Professional  Schools 

Bell  Atlantic  Corporation 

BellSouth  Corp. 

Bethlehem  Steel  Corporation 

Chrysler  Motors  Corporation 

Cincinnati  Bell  Telephone 

Communications  Workers  of  America 

Dayton  Hudson  Corporation 

Du  Pont 

Eastman  Kodak 

Families  USA  Foundation 

Ford  Motor  Company 

General  Electric 

Georgia-Pacific  Corporation 

W.R.  Grace  &  Co. 

International  Association  of  Machinists 

and  Aerospace  Workers 
International  Brotherhood  of  Electrical  Workers 
International  Union  of  Electrical  Workers  - 
Lincoln  Telephone  &  Telegraph  Co. 
Lockheed  Corporation 

National  Leadership  Commission  on  Health  Care 

National  Small  Business  United 

Northern  Telecom  Limited 

Norwest  Corporation 

NYNEX  Corporation 

Pacific  Gas  &  Electric 

Pacific  Telesis  Group 

Pillsbury-Burger  King  Corporation 

Rochester  Telephone  Corporation 

Service  Employees  International  Union 

W.C.  Smith,  Inc. 

Southern  California  Edison  Company 

Southwestern  Bell  Telephone 

3M 

Time  Warner,  Inc. 
U.S.  West,  Inc. 

United  Steel  workers  of  America 
United  Way  of  America 
Wal-Mart 

Westinghouse  Electric  Corporation 
Weyerhaeuser  Company 
Xerox  Corporation 


April  10,  1991 
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PURPOSES  OF  THE  NATIONAL  LEADERSHIP  COALITION  FOR  HEALTH  CARE  REFORM 

The  National  Leadership  Coalition  for  Health  Care  Reform  finds  the  health  care  system  in 
crisis:  access  is  severely  limited  for  millions,  costs  are  soaring  out  of  control,  and  the 
quality  of  care  is  too  often  uncertain.  For  everyone  involved  in  the  system-patients, 
providers,  and  payers-there  is  a  strong  undercurrent  of  dissatisfaction  with  the  state  of 
health  care.  Further,  rapidly  rising  health  care  costs  are  having  a  major  negative  impact 
on  both  government  and  the  private  sector.  The  national  deficit,  high  health  costs,  and 
industrial  competitiveness  are  interrelated.  There  is  an  urgent  need  for  comprehensive 
health  system  reform. 

Realizing  greater  value  for  our  nation's  health  care  expenditures  and  restraining  the 
growth  of  health  care  spending,  while  at  the  same  time  meeting  the  health  care  needs  of 
all  citizens,  will  require  a  public-private  partnership  working  together  in  the  context  of  an 
agreed-upon  health  policy  for  the  nation.  This  policy  should  include  a  process  which  both 
determines  the  appropriate  level  of  national  health  expenditures  and  helps  assure  that  the 
health  system  accomplishes  its  patient  care  and  fiscal  responsibilities. 

Achieving  a  solution  will  require  immediate  system  reform  efforts,  federal  and  possibly 
state  enabling  legislation,  and  a  mix  of  the  best  competitive  and  regulatory  strategies. 

The  Coalition's  primary  goals  are: 

A  healthy  society  in  a  healthy  environment. 

Universal  access  to  affordable  health  care,  providing  a  continuum  of  care,  including 
necessary  preventive,  acute,  chronic,  public  health,  and  mental  health  services. 

Better  informed  consumers  armed  with  information  to  enable  them  to  take  a  high 
level  of  personal  responsibility  for  health  and  medical  care,  such  as  selection  of 
appropriate  providers  and  treatment  (including  no  treatment). 

New  types  of  organized  health  care  delivery  systems,  which  would  be  the  primary 
vehicle  for  the  delivery  of  health  services. 

Controlled  costs. 

Financing  of  a  reformed  health  care  system  which  would  be  allocated  equitably 
across  the  economy  and  among  all  people. 

Appropriate  care,  efficiently  delivered. 

Reduced  defensive  medicine  and  malpractice  litigation. 

Qualified  and  dedicated  caregivers  attracted  to  a  system  that  balances  constraints 
and  opportunities,  limits  red  tape,  and  enhances  flexibility  and  mobility  for  all 
caregivers. 

A  strong,  on-going  relationship  between  patients  and  providers  based  on  earned 
trust,  the  patient's  best  interest,  and  readily  available  information  on  treatments. 
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Mr.  Conyers.  Thank  you  very  much,  Mr.  Macke.  You  have  got 
quite  a  coalition  here  of  labor  and  business — I  have  never  quite 
seen  these  groups  coming  together  before.  And  I  think  that  your 
role  will  be  very  helpful  and  I  am  glad  you  agreed  to  join  us  in  this 
initial  discussion,  which  tells  me  that  most  people  have  arrived  at 
the  decision  that  we  have  got  to  make  a  change. 

And  we  are  now  examining  what  kinds  of  changes  will  really  be 
made.  And  your  comments  are  helpful.  We  hope  that  perhaps  we 
can  get  down  to  what  direction  we  ought  to  go  in  and  where  we 
shouldn't  go  as  this  hearing  proceeds. 

We  are  now  pleased  to  call  on  Mr.  John  Galles.  You  have  been 
in  Michigan  with  your  business  organizations  and  we  welcome  you 
to  the  hearing  this  morning. 

STATEMENT  OF  JOHN  GALLES,  EXECUTIVE  VICE  PRESIDENT, 
NATIONAL  SMALL  BUSINESS  UNITED 

Mr.  Galles.  Thank  you,  Mr.  Chairman. 

It  was  a  privilege  to  visit  with  you  and  many  of  our  small  busi- 
ness members  when  I  was  with  that  organization.  You  were  always 
very  attentive  to  our  needs  and  we  appreciate  your  attention  to 
this  crisis  which  is  building  in  the  United  States. 

Anxiety  over  health  care  is  at  an  all-time  high  and  it  is  impor- 
tant for  us  to  think  about  small  business  in  this  problem  of  health 
care  delivery  and  health  care  cost  containment  and  health  care  ac- 
cess in  a  different  direction  than  this  town  has  known  to  approach 
problems  as  they  have  in  the  past. 

I  think  small  business  has  suffered  from  some  of  the  old  theories 
of  trickle  down  that  once  we  deal  with  some  of  the  larger  problems, 
whatever  trickles  down  and  effects  small  business  they  will  live 
with  and  they  will  survive,  in  spite  of.  In  fact,  small  business  is  a 
very  adaptable  and  flexible  group  of  employers.  Essential  to  the 
growth  of  this  economy,  essential  to  the  innovation,  and  our  inter- 
national competitive  position. 

But  we  are  terribly  concerned,  Mr.  Chairman,  about  the  assump- 
tions that  are  made,  the  quick  assumptions  and  conclusions  that 
are  reached  because  of  the  way  people  have  grown  comfortable 
with  our  current  health  care  system. 

For  many  years,  we  have  provided  a  tax  preferred  status  to 
health  care  premiums.  They  have  been  deductible  for  a  long  time, 
and  we  have  left  them  in  a  situation  where  employers  took  advan- 
tage of  that  and  provided  those  benefits  to  their  employees. 

We  are  concerned  that  because  of  that,  reliance  on  an  employer- 
based  health  care  system,  we  are  overlooking  the  individual  needs 
and  the  individual  responsibility  that  ought  to  be  returned  to  our 
health  care  system. 

We  have  many,  many  consumers  of  health  care  in  this  country 
who  have  very  little  responsibility  for  paying  for  that  health  care. 
And  we  need  to  return  some  of  that  individual  responsibility  if  we 
every  expect  to  contain  some  of  the  costs  that  are  mounting  so  dra- 
matically. 

I  think  it  is  important  to  look  at  the  fact  that  many,  many  busi- 
nesses, in  fact  most  businesses  are  providing  health  care  right  now. 
The  ones  that  people  seem  to  be  overly  concerned  about  tend  to  be 
the  very  small  businesses  who  simply  do  not  have  access  to  health 
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care  and  in  some  cases,  if  they  have  access,  cannot  afford  the 
health  care  that  is  available  to  them. 

We  have  to  look  at  not  only  limiting  the  administrative  costs  that 
the  GAO  report  talked  about,  but  it  is  important  to  talk  about  roll- 
ing back  some  of  the  huge  costs  that  are  passed  to  payers  and  to 
consumers  by  doctors  and  hospitals. 

We  have  a  great  system  that  suggests  that  in  post-insurance  sit- 
uations, the  insurance  will  provide  80  percent  of  the  coverage,  the 
employee  provides  20  percent  of  the  coverage  up  to  a  certain  maxi- 
mum amount,  but  beyond  that,  individuals  are  now  called  to  pay 
for  substantial  billings  that  go  beyond  what  insurance  companies 
find  as  reasonable  and  customary  expenses. 

It  is  becoming  a  national  dilemma  and  we  hope  Congress  will  act 
before  we  jump  to  huge  conclusions  about  delivering  a  national  sys- 
tem, instead  of  appreciating  how  competition  can  act  if  we  turn  the 
institutions  in  the  direction  for  competition  to  work. 

We  have  respected,  for  a  long  time,  the  doctor/patient  relation- 
ship and  have  expected  that  that  relationship  delivers  the  highest 
quality  health  care.  We  are  terribly  concerned  that  we  don't  know 
whether  we  are  getting  the  highest  quality  care.  Is  the  care  being 
delivered  by  the  physician  population  of  the  community,  or  the  pa- 
tient population  of  a  community? 

Is  the  cost  of  health  care  delivered  in  a  community  determined 
by  what  payers  are  willing  to  pay  for  care,  or  because  of  rampant 
competition  that  runs  prices  beyond  anybody's  expectation? 

You  may  be  aware,  Mr.  Chairman,  in  Michigan  the  Wall  Street 
Journal  wrote  a  great  story  about  Kalamazoo  and  the  two  hospitals 
that  exist  there.  There  are  two  hospitals  with  over  400  beds.  Those 
two  hospitals  have  two  helicopters,  one  for  each  of  their  hospitals. 
They  do  more  helicopter  delivery  of  patients  to  their  facilities  than 
you  will  find  anywhere  else  in  the  Nation. 

Now,  that  may  be  helpful  and  valuable  to  someone  lying  on  a 
highway  somewhere,  but  the  costs  of  maintaining  that  operation 
and  the  essential  differences  between  that  and  an  ambulance  that 
most  people  would  get  may  be  questionable  in  most  circumstances. 

But  the  big  question  should  be,  why  can't  some  of  those  services 
be  shared  between  facilities.  Why  can't  we  eliminate  some  of  the 
antitrust  positions  that  keep  hospitals  from  cooperating  and  identi- 
fying what  services  they  will  deliver,  and  eliminate  some  of  the  du- 
plication of  services,  some  of  the  overspecialization  that  takes 
place. 

You  might  appreciate,  also,  that  the  major  employers,  large  busi- 
nesses and  small  businesses  in  that  community  have  been  meeting 
on  a  regular  basis  in  an  attempt  to  move  the  providers  of  that  com- 
munity toward  lower  costs.  They  have  been  frustrated  because  they 
have  no  real  clout  over  those  facilities  and  those  individuals. 

We  need  to  bring  payers  of  health  care  to  the  table  with  provid- 
ers of  health  care  so  that  there  can  be  a  negotiation.  There  are  lim- 
its to  what  payers  can  pay  for  health  care  and  especially  you  are 
learning  from  the  automakers  of  Michigan  that  they  can't  maintain 
that  costs  and  remain  competitive  internationally. 

We  have  got  to  find  a  way  to  reach  some  limits  to  health  care 
spending,  and  I  would  recommend  that  we  begin  to  establish  the 
kinds  of  health  expenditure  review  boards  on  national  levels  as 
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well  as  State  and  local  levels  that  bring  this  payers  and  providers 
to  the  table  to  negotiate  what  they  are  willing  to  afford  in  future 

years. 

They  need  to  set  some  budgets.  If  they  need  more  MRI  machines, 
they  better  sit  down  and  talk  about  how  they  are  going  to  pay  for 
those,  rather  than  simply  buying  more  machines  than  they  need  for 
a  given  community.  They  need  to  make  sure  those  machines  are  lo- 
cated in  the  central  urban  areas  that  need  those  machines,  as  well 
as  rural  areas. 

Some  kind  of  health  care  planning  would  be  helpful.  We  need 
more  statistics,  we  need  more  information  so  we  can  make  more 
solid  decisions  about  where  to  send  our  health  care  dollars. 

From  the  small  business  perspective,  Mr.  Chairman,  and  mem- 
bers of  the  committee,  we  are  suffering  from  the  fact  that  most 
small  business  owners  purchase  health  care  through  insurance  pro- 
viders. 

The  insurance  community  operates  in  a  very  competitive  man- 
ner. They  don't  want  to  absorb  risk.  They  want  to  simply  provide 
coverage  to  the  most  healthy  people  within  this  country.  And  so 
they  compete  to  invite  those  healthy  employers  and  employees  into 
their  pool  of  insureds. 

We  have  got  to  make  sure  that  if  they  are  going  to  maintain 
some  of  their  status,  we — they  need  to  absorb  that  risk  and  be 
more  responsible  in  their  delivery  of  health  care,  in  their  financing 
of  health  care. 

There  are  a  number  of  insurance  reforms  that  have  been  rec- 
ommended and  they  are  in  the  paper  that  we  have  prepared  and 
we  would  call  your  attention  to  those.  But  we  have  got  to  remem- 
ber we  need  to  create  some  rules  that  work  nationwide. 

Companies  tend  to  take  advantage  of  the  fact  there  are  50  State- 
regulated  situations.  They  can  operate  in  one  State.  When  their 
costs  go  too  high  in  that  State,  they  may  choose  to  exit  that  State 
and  go  to  another  State  where  they  can  add  business  that  may  be 
less  costly. 

That  kind  of  movement  in  and  out  of  States  or  in  and  out  of  dif- 
ferent size  of  businesses  is  something  that  needs  to  be  stopped  or 
controlled  in  a  way  that  allows  businesses  to  buy  coverage  consist- 
ently priced  over  a  longer  period  of  time. 

Small  businesses  have  been  led  into  situations  where  they  pur- 
chased low-cost  health  care  in  1  year  and  in  subsequent  years  they 
discover  that  premium  escalates  dramatically  to  the  tune  of  30  and 
50  and  even  80  percent  increases.  That  can't  go  on. 

That  kind  of  experience  rating  for  small  businesses  is  putting 
many  businesses  without  health  care,  even  when  they  would  elect 
to  have  that  health  care  for  their  employees  if  they  could  afford  it. 

We  are  also  terribly  concerned  with  some  of  the  underwriting 
provisions  that  are — that  insurance  companies  use.  The  preexisting 
conditions  that  are  in  effect  leave  employers  in  a  situation  of  sim- 
ply not  covering  employees,  because  they  can't  find  the  coverage. 

I  can  give  you  an  example  in  my  own  organization  of  a  woman 
with  arthritis,  rheumatoid  arthritis  who  cannot  find  coverage.  We 
cannot  find  any  insurance  company  who  will  cover  her.  We  can't 
find  any  pools  for  her.  We  found  one  pool,  we  thought,  and  we 
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learned  she  had  to  move  outside  the  Beltway  to  join  the  Virginia 
insurance  pool. 

We  found  out,  subsequently,  that  Virginia  had  changed  the  rules 
so  even  at  that  point,  she  could  not  get  into  that  pool.  It  is  that 
kind  of  problem  that  is  becoming  more  and  more  prevalent  and  we 
have  got  to  find  ways  to  stop  that. 

The  employer  mandate,  Mr.  Chairman,  and  members  of  the  com- 
mittee, is  one  that  people  leap  to  because  they  know  government 
would  have  a  hard  time  paying  for  extending  care  to  more  people. 
And  they  expect  by  simply  passing  that  cost  onto  employers  they 
will  have  more  people  covered.  It  is  our  contention  that  any  em- 
ployer mandate  will  do  more  harm  than  good. 

We  think  that  if  you  focus  your  attention  on  the  individuals  with- 
out health  care,  you  probably  can  solve  the  problem  with  much  less 
cost  and  much  more  results. 

A  lot  of  people  have  studied  this  and  looked  at  some  of  the  public 
reactions  to  health  care  lately.  Most  people  are  terribly  concerned 
about  health  care  because  they  know  and  have  had  the  experience 
of  going  unemployed  for  a  certain  period  of  time. 

Many  of  the  30  million — 30  to  37  million  of  uninsured  individuals 
talk  about  care  in  a  period  of  unemployment  for  a  limited  period 
of  time.  We  need  to  find  ways  of  covering  people  during  those  cir- 
cumstances. We  need  to  relieve  some  of  that  anxiety  they  feel 

We  would  like  very  much  to  encourage  you  to  think  very  seri- 
ously about  an  all-payer  system.  One  of  the  major  problems  that 
we  have  is  that  costs  continually  get  shifted.  Our  public  govern- 
ments support  our  system  with  almost  40  percent  of  the  health 
care  expenditures,  yet  their  payments  of  fees  for  services  are  sub- 
stantially less  than  are  charged  to  larger  businesses  who  self-in- 
sure and  certainly  to  small  businesses  who  privately  insure. 

We  need  to  make  sure  that  we  learn  about  the  all-payer  system 
and  put  it  in  place  in  a  way  which  still  encourages  competition.  We 
are  spending  much  more  money  than  we  need  to  on  health  care  in 
this  country.  It  would  be  wise  for  us  to  establish  caps  on  rates  for 
services  and  encourage  competition  underneath  those  caps.  We  saw 
what  happened  to  our  long  distance  telephone  services  when  we 
put  caps  on  prices  on  AT&T.  There  is  a  great  deal  of  competition 
underneath  those  caps.  I  think  if  we  put  caps  into  place,  we  might 
find  more  competition  and  drive  some  costs  down  at  the  same  time. 

Mr.  Chairman,  this  problem  will  grow  as  more  people  discover 
the  limitations  of  their  health  care.  We  hope  that  the  attention  you 
are  providing  today  will  help  bring  us  to  some  guidance  from  the 
Federal  Government,  sooner  rather  than  later. 

Thank  you. 

Mr.  Conyers.  Thank  you  very  much.  There  will  be  a  couple  of 
questions  about  your  statement,  but  I  welcome  it.  It  is  a  refreshing 
view  from  the  small  businessperson's  point  of  view. 

[The  prepared  statement  of  Mr.  Galles  follows:] 
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Health  Care  Access  and  Cost 


My  name  is  John  Galles,  and  I  am  the  Executive  Vice  President  of  National  Small  Business  United.  Pre- 
viously, I  was  the  Executive  Director  of  the  Smaller  Business  Association  of  Michigan,  I  appreciate  the  oppor- 
tunity to  be  here  today. 

National  Small  Business  United  (NSBU)  is  the  oldest  trade  association  exclusively  representing  small  busi- 
nesses in  this  country — for  over  50  years  now.  NSBU  is  a  volunteer-driven  association  of  small  businesses  from 
across  the  country,  founded  from  a  merger  of  the  National  Small  Business  Association  and  Small  Business 
United.  NSBU  serves  over  60,000  individual  companies  with  members  in  each  of  the  50  states,  as  well  as  local, 
state,  and  regional  associations.  We  are  proud  to  say  that  our  surveys  show  that  approximately  80  percent  of 
NSBU  members  offer  health  coverage  for  their  employees,  although  they  are  having  increasing  difficulties  in 
paying  for  it. 

For  the  last  two  years,  we  at  NSBU  have  made  health  care  reform  our  very  top  priority  and  concern.  There 
are  two  distinct  needs  of  the  small  business  community  regarding  reform  of  the  health  care  system:  1 )  systemic 
cost  control  to  put  an  end  to  the  seemingly  endless  upward  spiral  of  health  care  costs  and  reduce  the  share  of 
GNP  going  for  health  care;  and  2)  reform  of  the  market  within  which  small  businesses  operate  in  order  to  pur- 
chase insurance  for  their  employees.  At  the  same  time,  we  do  accept  and  advocate  the  concept  of  universal  ac- 
cess, though  our  definitions  may  differ.  However,  we  believe  that  neither  an  employer-based  mandate  nor  a 
nationalized  health  care  plan  is  the  most  efficient,  equitable,  or  pragmatic  way  of  achieving  that  access. 

An  employer-based  mandate  as  it  appears  in  the  Mitchell  bill — for  instance — would  bring  great  financial 
hardship  to  many  small  business  through  a  regressive  payroll  tax;  and  create  a  huge  new  federal  program,  be- 
cause large  numbers  of  employers  would  shift  their  employees  into  the  federal  system.  An  employer  mandate 
does  not  recognize  unique  situations  and  does  little  to  equitably  address  the  problems  of  part-time,  temporary, 
and  seasonal  workers.  Essentially,  this  employer  mandate  is  a  payroll  tax-based  financing  mechanism  dis- 
guised as  employer  responsibility.  Any  reasonable  and  effective  proposal  to  seriously  address  the  health  care 
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access  problem  must  be  addressed  at  the  individual,  rather  than  the  business.  Still,  a  strong  employer  role  must 
be  continued  in  providing  as  many  employees  as  possible  with  this  very  valuable  benefit. 

I.  Health  Care  Costs 

Employers  of  all  kinds  and  sizes  are  finding  it  increasingly  difficult  to  finance  the  cost  of  the  health  care  of 
their  employees.  It  is  appropriate,  then,  that  the  health  care  debate  in  this  country  does  not  center  around 
whether  we  are  spending  enough  on  health  care;  surely  our  spending  outstrips  any  real  necessity.  The  U.S. 
spends  more  per  capita  on  health  care  than  any  other  country  in  the  world — more  than  double  what  Japan 
spends  and  40  percent  more  than  Canada,  which  is  the  second  most  expensive  country.  Twenty  five  years  ago, 
health  care  consumed  5.9  percent  of  the  GNP;  this  year,  that  number  will  top  13  percent,  for  a  total  of  more 
than  $750  billion.  This  year,  36  percent  of  the  growth  in  our  GNP  will  be  eaten  up  purely  in  increased  health 
care  costs. 

Individual  Responsibility 

Why  is  it  possible  for  these  costs  to  continue  to  escalate  in  this  way?  Because  there  are  currendy  very  few 
checks  within  the  system  to  counter  these  hikes.  Most  Americans  have  very  low  deductibles  and  co-payments 
and  have  very  few  personal  incentives  to  check  cost  increases.  And,  insurance  companies — except  to  some  de- 
gree where  there  is  a  managed  care  program — have  no  way  to  control  expenditures  and  physician  and  patient 
choices,  so  their  high  costs  are  simply  passed  on  in  the  form  of  higher  premiums.  Corporations,  large  and 
small,  have  been  unable  to  agree  on  how  to  control  rising  health  care  costs. 

In  a  sense,  then,  we  have  high  health  care  costs  largely  because  so  many  people  never  actually  face  any  mean- 
ingful part  of  their  health  care  bill.  The  combination  of  federal  tax  incentives  and  state  mandates  serves  to  en- 
courage insurance-based  financing  of  a  broad  range  of  benefits  at  fairly  low  levels  of  deductibles.  This 
arrangement  keeps  patients  insulated  and  prevents  them  from  behaving  like  normal  consumers,  who  would 
otherwise  seek  a  lower  price  for  the  same  level  of  care.  In  order  to  be  serious  about  cost  containment,  we  must 
seek  to  inject  a  greater  degree  of  consumer  responsibility  and  sensitivity  into  the  health  care  market. 
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There  are  also  other  reasons  that  health  care  costs  continue  to  rise.  For  example,  malpractice  costs  continue 
to  escalate  and  must  be  dealt  with.  Hospital  capital  expenditures  continue  to  soar;  these  costs  must  be  reduced 
because  many  of  the  purchases  are  unnecessary.  Medical  advances  continue  to  make  more  procedures  pos- 
sible, thereby  increasing  aggregate  health  care  cost.  Finally,  the  high  technology  of  these  medical  advances  is 
very  expensive  in  its  own  terms.  Clearly,  there  are  good  solutions  to  some  of  these  cost  problems,  but  not  to  all 
of  them. 

Cost  Shifting 

There  are  additional  reasons  for  cost  increases  on  the  private  sector,  other  than  the  aggregate  cost  of  health 
care.  There  are  three  major  groups  who  finance  the  costs  of  health  care  in  this  country:  1 )  the  government,  2) 
self-insured  companies — generally  big  corporations,  and  3)  businesses  which  insure  through  traditional  in- 
surance companies — generally  small  businesses.  Together  with  individuals,  these  groups  finance  virtually  all 
of  the  nation's  health  care  spending.  It  is  important  to  realize  that,  to  the  extent  that  one  of  these  groups  pays 
less,  the  others  pay  more. 

The  recendy  implemented  DRG  system  for  Medicare  expenses  has  had  good  success  in  reducing  the 
government 's  health  care  expenses.  However,  it  has  done  nothing  to  lower  the  overall  costs  of  health  care  and 
has  actually  driven  up  costs  for  the  privately  insured.  When  providers  cannot  get  adequate  compensation  from 
the  government,  they  simply  raise  the  prices  charged  to  everyone  else.  Large,  self-insured  plans  frequently  have 
a  great  deal  of  clout  in  a  given  area  and  can  negotiate  with  providers  in  order  to  reduce  the  impact  of  this  "cost 
shift"  on  themselves.  However,  small  employers  have  no  ability  to  reduce  this  cost-shift  and  must  bear  its  full 
brunt  This  same  cost-shifting  scenario  also  holds  true  for  providers'  expenses  in  delivering  uncompensated 
care,  primarily  to  the  uninsured.  For  these  reasons,  no  part  of  the  business  community  is  hit  harder  by  the  high 
costs  of  the  uninsured  than  small  business.  At  the  same  time,  small  business  is  able  to  play  almost  no  role  in  the 
community  that  decides  what  new  technology  will  be  purchased,  what  care  is  deemed  appropriate,  or  what 
rates  are  reasonable.  It  is  imperative  that  small  businesses  become  partners  in  these  vital  decisions  that  have 
such  a  large  impact  on  their  bottom  lines. 
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II.  SMALL  BUSINESS  PROBLEMS 

However,  the  health  care  cost  problems  of  small  employers  cannot  simply  be  dealt  with  at  the  macro  level. 
There  are  unique  equity  problems  faced  by  small  businesses  in  financing  the  care  of  their  employees,  which  go 
to  the  heart  of  how  health  care  should  be  paid  for — whatever  its  cost  happens  to  be.  These  issues  revolve 
around  how  small  employers  find  and  maintain  adequate  insurance  coverage  for  their  employees. 

The  insurance  market  for  small  employers  is  based  upon  individual  rating.  All  employees — and  each  of 
their  dependents — of  a  small  firm  are  screened  for  past  and  present  health  conditions,  and  their  individual 
premiums  are  set  accordingly.  If  individuals  in  these  groups  have  conditions,  those  conditions  are  routinely  ex- 
cluded from  coverage.  At  the  very  least,  dramatically  higher  rates  are  charged  for  these  employees  (and  to  some 
extent,  all  employees).  Moreover,  small  employers  with  sick  employees  are  frequently  turned  down  for 
coverage  altogether.  When  an  employee  gets  sick  while  a  given  policy  is  already  in  effect,  renewal  time  often 
finds  the  employer  faced  with  premium  increases  which  make  the  plan  unsustainable.  When  this  employer 
shops  for  a  new  plan,  other  insurance  companies  either  will  not  provide  coverage  or  they  will  exclude  from 
coverage  the  condition  of  the  sick  employee.  These  employers  are  often  faced  with  the  Hobson's  choice  of  dis- 
continuing coverage  for  a  given  individual  in  order  to  find  coverage  for  everyone  else. 

These  insurance  market  problems  are  aggravated  by  the  fact  that  small  businesses  employ  a  dispropor- 
tionate number  of  older  workers,  part-time  workers,  and  women — all  of  whom  tend  to  have  higher-than- 
average  premiums.  Small  business'  insurance  premiums  are  also  increased  by  the  very  fact  that  they  must  be 
individually  rated.  It  is  very  expensive  to  individually  rate  employees,  and  those  costs  are  passed  on  to  the  busi- 
ness. 

To  illustrate  the  gravity  of  the  problem  in  the  small  group  insurance  market,  a  survey  from  the  late  1980s 
by  the  HIAA  estimated  that  employers  with  fewer  than  25  employees  pay  about  30  percent  higher  premiums 
than  large  employers.  Further,  a  survey  by  the  National  Association  of  Manufacturers  reports  that  the 
premiums  for  those  small  employers  have  continued  to  rise  at  a  rate  50  percent  greater  than  the  rate  of  increase 
for  all  other  employers.  Therefore,  the  problem  is  not  simply  that  all  insurance — even  that  of  large  corpora- 
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tions — is  too  expensive  (though  it  is);  the  problem  is  that  small,  marginal  companies  actually  get  a  substantial 
and  discriminatory  price  hike. 

The  insurance  industry  argues  that  the  major  reasons  for  this  disparity  are  the  high  acquisition  and  ad- 
ministrative costs  for  small  firms,  combined  with  their  relatively  low  renewal  rates.  Insurers'  marketing  costs 
are  higher  per  business  (because  there  are  so  many  small  businesses  to  which  to  market,  and  so  few  who  actual- 
ly buy  from  any  particular  company)  and  must  be  continuous  because  their  book  of  small  firm  business  is  con- 
stantly revolving.  One  of  the  major  reasons  for  higher-than-average  premiums  for  small  businesses  is  that  they 
are  always  switching  insurance  companies  (called  "churning").  Why  is  this  churning  so  prevalent? 

A  major  reason  that  small  businesses  switch  insurance  companies  so  frequendy  is  that  their  premiums  are 
frequently  increased  substantially  after  the  first  year  of  coverage.  One  of  the  major  reasons  these  hikes  occur  is 
because  pre-existing  condition  exclusions  often  expire  after  the  first  12-18  months  of  coverage.  The  resulting 
premium  increases  often  push  small  companies  into  switching  plans,  which  serves  to  both  further  escalate 
costs  and  to  perpetuate  the  under-insurance  of  their  employees — because  they  suffer  a  new  round  of  pre-ex- 
isting condition  exclusions.  Also,  the  competitive  pressures  on  insurance  companies  may  encourage  them  to 
price  a  product  at  levels  that  are  not  sustainable  past  the  first  year.  Premiums  may  also  increase  if  new  employee 
conditions  have  become  present. 

These  underwriting  practices  for  small  employers  cause  a  given  employer  to  essentially  bear  the  full  cost  of 
a  particular  employee's  health  claims,  rather  than  spreading  the  costs  across  a  larger  pool.  While  this  situation 
may  be  comparatively  good  news  for  small  businesses  that  have  a  healthy  work- force,  it  can  be  devastating  for 
those  who  have  employees  with  expensive  illnesses.  We  must  move  back  toward  an  insurance  system  that 
groups  individuals  in  order  to  spread  the  risk  of  an  individually  large  loss  across  a  larger  group.  As  it  stands  now 
f  jr  many  small  employers,  insurance  is  merely  financing  their  real  costs  and  billing  them  back  to  the  business, 
rather  than  spreading  risk  across  larger  populations. 
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III.  NSBU  RECOMMENDATIONS 

NSBU's  Board  of  Trustees  has  recently  approved  a  revision  to  our  health  care  policy  stand. 

Basic  Package 

There  should  be  a  basic  federal  package  which  insurers  in  the  small  business  market  would  offer  to  small 
businesses.  First,  the  plan  would  preempt  all  cosdy  state  mandates  and  replace  them  with  federal  guidelines. 
These  state  mandates  require  all  insurance  company- issued  policies  to  cover  a  list  of  very  specific  conditions; 
individuals  are  not  allowed  to  choose  less  broad  or  cosdy  insurance.  Beyond  driving  up  insurance  prices  in  the 
obvious  ways,  these  mandates  are  also  a  problem  since  they  vary  from  state  to  state,  making  it  impossible  for 
insurance  companies  to  offer  uniform  packages.  Moreover,  state  mandates  only  apply  to  insurance  offered 
through  insurance  companies;  big  companies  which  self-insure  are  not  required  to  comply.  Therefore,  state 
mandates  should  be  replaced  with  a  more  well-defined  and  equitable  federal  basic  package.  The  basic  package 
we  would  recommend  includes  the  following: 

1)  Hospitalization 

2)  Inpatient  and  outpatient  physician  services 

3)  Surgery 

4)  Those  preventive  care  remedies  which  are  proven  cost  effective 

Deductibles  for  such  care  would  be  set  at  $1 ,000  for  individuals  or  $2,000  for  families,  with  a  75/25  co-pay 
for  costs  up  to  $6,000;  insurance  would  pay  1 00  percent  for  additional  expenditures,  capping  individuals'  max- 
imum health  care  expenditures  at  $2,500  per  year. 

The  plan  identifies  maximum  deductibles,  not  minimum  ones.  Obviously,  if  it  appears  that  this  level  of  de- 
ductibles might  not  be  sustained,  it  may  be  necessary  to  discuss  other  ways  of  encouraging  individuals  to  ac- 
cept greater  individual  responsibility  for  health  care  costs.  We  have  suggested  a  basic  package  which  has 
relatively  high  deductible  levels  essentially  because  the  current  distribution  of  health  care  expenditures  is  a 
result  of  the  large  number  of  people  having  first  dollar  health  care  coverage.  Billing  an  insurance  company 
rather  than  an  individual  allows  providers  to  charge  more  and  to  recommend  care  which  might  have  otherwise 


6 


525 


been  deemed  unnecessary.  Furthermore,  insulation  from  costs  causes  consumers  to  seek  out  and  accept  un- 
necessary care.  And,  by  and  large,  the  people  who  have  the  most  extensive  first  dollar  insurance  coverage  are 
those  people  who  could  most  afford  to  pay  for  every -day  routine  care  themselves.  What  we  essentially  have  is 
too  much  insurance  for  the  people  who  need  it  the  least.  The  solution  to  this  problem  of  over-insurance  and 
over-utilization  of  the  system  seems  to  be  to  try  to  encourage  greater  individual  responsibility  for  individual 
health  care  expenses,  but  to  also  ensure  access  to  insurance  to  guard  mainly  against  unexpected  and 
catastrophic  health  care  costs. 

We  would  recommend  that  this  basic  package  could  only  be  amended  by  a  super-majority  in  Congress 
(perhaps  3/5)  and  the  President's  signature.  The  temptation  is  simply  too  great  to  continuously  expand  this 
package,  but  to  do  so  would  be  to  incrementally  return  to  the  situation  we  have  today. 

Insurance  Reform 

The  insurance  reforms  we  recommend  would  tend  to  be  a  leveling  force  for  health  insurance  premiums 
across  the  board;  the  size  of  the  group  would  play  a  much  smaller  role  in  determining  premiums  than  is  cur- 
rendy  the  case.  The  reforms  suggested  make  a  serious  move  toward  community  rating,  yet  they  stop  short  of 
pure  community  rating;  there  would  still  be  room  to  rate  based  upon  age,  sex,  and  region  of  the  country,  for 
instance. 

Assuming  other  factors  remain  constant,  an  injection  of  community  rating  may  well  (though  not  neces- 
sarily) raise  premiums  somewhat  for  employers  who  have  a  very  healthy  workforce.  Yet,  overall,  aggregate 
premiums  paid  by  the  small  business  community  would  decline,  and  the  individual  problems  small  employers 
face  in  continuing  to  insure  someone  who  has  become  ill  would  be  erased.  It  would  also  become  much  easier 
and  less  complex  for  a  small  business  to  compare  premiums  and  shop  for  insurance  companies. 

A  potential  danger  in  the  area  of  insurance  reform  is  that  it  could  act  to  drive  insurers  out  of  the  small  busi- 
ness market.  We  must  be  very  careful  as  we  proceed  in  this  area  that  we  produce  a  product  which  insurance 
companies  will  want  to  sell  and  that  small  companies  will  be  able  to  buy.  At  the  same  time,  our  primary  objec- 
tive should  be  to  level  the  playing  field  for  the  purchase  of  health  insurance,  such  that  any  business  could  expect 
to  have  access  to  the  system. 


7 


526 


Access 

In  terms  of  access,  we  would  require  individuals,  as  a  course  of  citizenship,  to  purchase  health  insurance 
(the  basic  package)  or  to  otherwise  be  protected  against  large  health  care  expenses — in  much  the  same  way  that 
drivers  are  required  to  purchase  auto  insurance  and  individuals  are  required  to  buy  into  the  Social  Security  sys- 
tem. There  should  be  penalties  for  those  who  do  not  purchase  insurance,  though  a  subsidized  pool  should  be 
established  for  the  uninsurable.  Whether  an  individual  wishes  to  purchase  insurance  through  an  employer 
(when  it  is  offered),  through  a  spouse's  or  parent's  employer,  from  a  private  health  insurance  company,  or 
through  a  potential  pool  (if  the  individual  is  eligible)  would  be  left  up  to  the  individual. 

We  believe  that  such  a  system  will  still  allow  and  encourage  the  facilitation  of  health  insurance  through 
employers.  An  individual  requirement  will  create  additional  competitive  pressures  for  employers  to  provide 
insurance  for  their  employees,  and  this  fact  should  increase  the  provision  of  insurance  by  employers  to  levels 
significandy  above  where  they  stand  today.  Since  these  competitive  pressures  could  present  financial  hardships 
for  some  small  employers  trying  to  meet  them,  it  is  absolutely  critical  that  this  individual  mandate  only  occur 
when  accompanied  by  meaningful  cost  containment. 

Obviously,  in  order  to  facilitate  the  purchase  of  this  health  insurance,  consideration  needs  to  be  given  to 
those  individuals  who  could  not  otherwise  afford  it.  Since  it  is  obvious  that  the  poor  could  afford  neither  a 
$  1 ,000  deductible  nor  premium  expenses,  a  variable  (to  income)  tax  credit  could  help  those  without  sufficient 
resources  afford  insurance  premiums,  as  well  as  up-front  deductibles.  Up  to  some  level  of  income  (at  least  100 
percent  of  poverty),  deductibles  and  premiums  should  be  paid  from  public  funds.  Of  course,  this  credit  should 
only  be  available  to  the  poor  who  are  using  it  to  purchase  health  care  and  insurance. 

Such  an  individual  mandate  would  solve  most  of  our  cost-shifting  problems  and  should  dramatically 
reduce  the  rolls  of  thenninsured  (if  properly  paired  with  a  financing  mechanism  for  the  poor).  Moreover,  such 
a  mandate  allows  the  move  toward  community  rating  mentioned  above.  Community  rating  is  not  really 
feasible  and  efficient  if  healthy  individuals  are  allowed  to  opt  out  of  the  plan  while  the  sick  can  painlessly  opt 
in;  it  could  not  really  be  done — for  instance — in  today's  health  care  marketplace. 
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Malpractice  Reform 

In  order  to  constrain  medical  costs  and  reduce  unnecessary  care,  we  should  institute  several  reforms.  First, 
practice  protocols  should  be  established  in  order  to  give  treatment  guidelines  to  physicians,  which  would  pro- 
vide an  affirmative  defense  against  tort  claims  if  followed.  Next,  a  cap  should  be  placed  on  the  total  amount  of 
punitive  awards,  and  losers  in  malpractice  cases  should  pay  court  costs  and  attorney's  fees.  These  reforms  are 
aimed  at  reducing  the  enormous  health  care  costs  which  can  be  directly  traced  to  our  high  rate  of  malpractice 
suits.  These  suits  drive  up  health  care  costs  two  ways.  First,  they  drive  up  overall  costs  by  impelling  physicians 
to  provide  care  which  may  not  be  necessary.  Second,  the  sky-rocketing  malpractice  insurance  premiums  are 
simply  passed  on  to  patients,  insurance  companies,  and — ultimately — employers. 

Cost  Containment  and  All-Payers 

On  a  national,  state,  and  local  basis,  health  expenditure  review  boards  should  be  established  to  control 
health  care  costs.  Rather  than  leaving  it  up  to  the  negotiations  of  physicians  and  insurers,  this  board  would  play 
a  role  in  determining,  capping,  or  at  least  arbitrating  the  pricing  levels  for  "reasonable  and  customary"  care. 
In  addition,  the  review  boards  would  gather  and  analyze  data  regarding  performance,  quality  of  care,  and  out- 
comes— on  a  national,  state,  and  local  level.  This  data  would  be  used  to  measure  the  performance  of  health  care 
dollars  vis-a-vis  the  overall  health  of  the  community. 

The  boards  would  bring  together  consumers,  payers,  and  providers  to  establish  budgets  for  operation  of 
facilities  and  capital  and  equipment  investments.  Some  changes  in  the  federal  antitrust  laws  may  also  be 
needed  to  allow  cooperative  ventures  to  reduce  specialization  and  duplication  within  local  health  care  delivery 
markets. 

Further,  providers,  should  be  subject  to  mandatory  disclosure  provisions.  This  provision  would  require 
providers  to  disclose  full  costs  of  care,  where  possible,  ahead  of  time.  This  disclosure  would  allow  patients  and 
third-party  payers  to  more  discriminately  control  costs.  Also,  we  would  eliminate  the  practice  of  "balanced 
billing"  charges  to  patients  that  public  or  private  insurance  has  deemed  to  be  not  reasonable  or  customary. 
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If  we  wanted  to  design  an  all-payer  system  (which  NSBU  has  not  yet  specifically  endorsed,  however),  this 
structure  could  be  used  to  implement  it.  The  national  board  would  set  spending  targets,  within  which  states 
and  local  governments  would  bring  together  all  payers  and  providers  to  set  maximum  rate  caps.  These  caps 
would  represent  the  upper  limit  which  all  payers  would  pay.  However,  there  would  be  many  organized  delivery 
systems  and  many  payers,  so  there  would  continue  to  be  competition.  This  competition  would  be  based  upon 
cost — since  prices  could  still  be  set  below  these  caps — and  upon  quality.  In  this  way,  it  is  possible  to  impose  cost 
constraints  without  completely  ending  incentives  for  innovation  and  quality  of  care. 

Further,  it  is  not  necessarily  the  case  that  all  rates  would  rise  to  the  maximum  cap.  Under  the  current  system, 
providers  can  make  more  money  by  simply  charging  more,  which  third-party  payers  then  pay.  But  under  a 
capped  all-payers  system,  payers  would  know  the  caps  and  look  for  providers  who  price  below  them.  Essential- 
ly, providers  who  price  below  the  cap  (assuming  the  cap  is  placed  correctly),  yet  maintained  a  good  quality  of 
care,  would  get  the  most  business  and  make  the  most  money. 

III.  THE  CANADIAN  SYSTEM  AND  THE  GAO  REPORT 

First,  we  do  not  believe  that  the  Canadian  model  for  cost  containment  is  quite  as  miraculous  as  many  would 
have  us  believe.  The  graph  on  page  14  of  the  GAO  Report  illustrates  my  point.  It  shows  that  the  Canadians  have 
always  chosen  to  spend  less  on  health  care  than  Americans  have,  but  that  the  rate  of  increase  in  the  two  systems 
has  been  quite  consistent.  Since  1971,  U.S.  health  expenditures  per  capita  have  doubled  (from  about  $1050  to 
about  $2, 1 75)  while  Canada's  expenditures  per  capita  have  also  doubled  (from  $800  to  $  1 ,600).  The  American 
public  would  almost  certainly  not  support  a  large  decrease  in  health  care  expenditures  in  real  terms;  therefore, 
we  must  seek  to  dramatically  scale  back  the  rate  of  cost  increases.  But  let  us  be  clear:  the  numbers  show  that  the 

Canadians  have  had  no  more  success  at  containing  the  long-term  rate  of  health  care  cost  increases  than  we  have 

/ 

had.  \ 

Next  comes  the  argument  that  a  Canadian-type  system  would  reduce  costs  by  slashing  the  administrative 
and  paperwork  burdens  on  the  system.  This  proposition  is  certainly  correct,  and  reducing  our  inordinate  ad- 
ministrative costs  should  be  a  major  goal  of  any  comprehensive  health  care  reform.  Nevertheless,  we  do  not 
believe  that  a  Canadian-style  system  is  the  only  route  to  reducing  these  costs.  Within  our  current  system,  we 
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could  implement  standardized  claim  and  billing  forms,  create  consortia  for  smaller  insurance  companies  to 
group  together  to  streamline  their  operations,  introduce  more  uniform  insurance  packages,  and  reduce  the 
churning  and  marketing  of  insurance  products  through  insurance  reform.  We  believe  that  these  reforms  could 
produce  savings  equivalent  to  those  that  could  be  produced  through  adoption  of  the  Canadian  system — but 
without  all  of  the  quality  sacrifices. 

And  we  believe  that  the  quality  of  care  would  go  down  significandy  under  a  Canadian-type  system.  As  you 
have  heard  before,  Canadians  must  wait  substantial  amounts  of  time  before  receiving  some  types  of  care  and 
do  not  have  access  to  the  latest  procedures  or  technology.  There  is  a  great  deal  of  centralized  rationing  in  the 
Canadian  system,  which  we  reject.  While  we  do  not  argue  specifically  with  rationing — we  ration  now  and  any 
new  system  will  ration — it  is  really  a  question  of  who  does  the  rationing.  We  believe  that  empowering  in- 
dividuals and  local  communities  to  make  their  own  health  care  choices  (and  take  responsibility  for  them)  will 
ultimately  be  more  beneficial  than  a  centralized  and  uniform  plan  which  cannot  possibly  meet  every 
individual's  needs. 

We  very  much  want  to  thank  you  for  providing  the  opportunity  for  us  to  present  our  point  of  view.  If  we 
can  be  of  further  assistance  in  the  future,  or  if  you  need  any  additional  information,  we  stand  ready  to  move 
this  issue  forward  in  any  way  we  can. 
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Mr.  Conyers.  We  turn  now  to  Dr.  Swartz,  who  has  done  a  very 
compelling  examination  of  employer  mandates,  with  about  six  good 
points — and  we  would  like  her  to  wind  up  the  testimony  of  the  first 
panel,  and  then  we  would  like  to  ask  her  to  respond  to  some  ques- 
tions. 

Welcome  to  our  panel  this  morning. 

STATEMENT  OF  KATHERINE  SWARTZ,  PhJ),  SENIOR 
RESEARCH  ASSOCIATE,  THE  URBAN  INSTITUTE 

Dr.  Swartz.  Thank  you  for  inviting  me  to  comment  on  why  I  be- 
lieve that  expanding  health  insurance  coverage  in  this  country  via 
employer  "play  or  pay"  rules  is  a  bad  idea.  I  have  six  major  reasons 
for  opposing  the  extension  of  health  insurance  via  our  current  de- 
pendency on  employer  groups.  In  the  interests  of  time  this  morn- 
ing, I  will  discuss  just  the  first  three  of  these  reasons  and  submit 
discussion  of  the  other  three  reasons  in  my  full  written  testimony, 
along  with  a  copy  of  an  article  I  wrote  for  the  Journal  of  Health 
Politics,  Policy  and  Law. 

Mr,  Conyers.  We  will  be  happy  to  receive  it. 

Dr.  Swartz,  Over  the  past  10  years,  competition  in  the  insurance 
industry  has  fragmented  the  insurance  market.  Workers  in  young- 
er, healthier  groups  have  significantly  lower  premiums  than  work- 
ers in  older  and/or  less  healthy  groups.  Small  groups  are  particu- 
larly vulnerable  to  experience  rating  because  the  group  is  actually 
treated  as  a  bunching  of  individual  policies;  one  person  with  large 
medical  expenses  can  cause  the  group  premium  to  increase  by  large 
amounts  in  the  following  year.  Small  groups  have  been  largely  inef- 
fective in  joining  together  to  obtain  greater  bargaining  power  with 
insurance  companies.  Thus,  people  who  work  for  smaller  firms,  or 
firms  with  an  older  or  less  healthy  work  force,  face  much  higher 
premiums  than  their  counterparts  in  larger  firms  or  in  firms  with 
younger  or  healthy  workers.  This  fracturing  of  the  insurance  mar- 
ket does  not  spread  the  risk  of  large  medical  expenditures.  Rather, 
the  insurance  companies  are  collecting  enough  in  premiums  to  pay 
the  predictable  costs  of  each  group  plus  retain  a  profit.  While  this 
is  surely  good  business  for  insurance  companies,  we  must  recognize 
that  the  current  reliance  on  employer  groups  for  health  insurance 
encourages  insurance  companies  to  divide  us  all  into  predictable 
groups.  Communal  spreading  of  risk — -the  function  of  insurance — 
is  being  replaced  by  a  system  that  favors  the  healthy  and  no  longer 
functions  as  insurance. 

While  economists — such  as  myself — generally  prefer  systems  that 
have  incentives  to  encourage  behavior  in  a  person's  own  best  inter- 
ests, I  think  the  current  stress  on  competition  within  the  insurance 
industry  has  altered  our  sense  of  what  is  a  person's  own  best  inter- 
est. The  competition  encourages  a  very  myopic,  present  time  ori- 
ented definition  of  self-interest.  We  need  to  remember  that  if  we 
are  lucky,  all  of  us  will  grow  older  and  face  increasing  medical 
problems  as  we  age,  and  if  we  are  unlucky,  we  will  die  at  a  young- 
er age  of  some  no-doubt  expensive  disease  such  as  cancer.  Viewed 
in  this  light,  an  individual  nas  life-cycle  interests — not  just  a  focus 
on  the  current  year.  If  we  pay  less  in  health  insurance  premiums 
when  we  are  young,  the  piper  will  surely  call  the  tune  of  higher 
premiums  when  we  are  older.  Moreover,  most  of  us  have  relatives, 


531 


particularly  older  relatives,  and  neighbors  of  varying  ages.  A  per- 
son's own  interests  are,  therefore,  surely  intertwined  with  the  med- 
ical costs  faced  by  such  relatives  and  neighbors.  We  need  to  remind 
ourselves  that  our  own  individual  interests  include  the  needs  of 
others  and  the  changing  needs  of  ourselves  over  our  lifetimes.  Risk 
sharing  that  encompasses  a  larger  share  of  our  society  than  just 
our  own  workplace  provides  for  these  wider  self-interests. 

The  second  problem  I  see  with  relying  on  employer  groups  as  the 
primary  vehicle  for  expanding  health  insurance  is  that  it  does  not 
provide  portability  of  health  insurance  from  one  job  to  another.  As 
people  age,  they  are  increasingly  likely  to  have  medical  conditions 
as  well  as  preferences  for  continuing  a  relationship  with  a  physi- 
cian who  has  dealt  with  their  medical  history.  Within  the  past  2 
years,  as  the  aggregate  costs  of  AIDS  and  chronic  diseases  have 
risen,  insurance  companies  have  been  able  to  get  employers  to 
agree  that  the  policies  will  not  cover  preexisting  medical  conditions 
for  new  members  of  the  employer  group.  For  people  with  cancer, 
diabetes,  high  blood  pressure,  and  an  increasing  number  of  other 
chronic  diseases  and  conditions,  such  policies  make  it  virtually  im- 
possible to  change  jobs.  These  policies  also  cause  thousands  of  fam- 
ilies to  live  with  the  fear  of  losing  their  current  jobs  and  access  to 
health  insurance.  This  is  especially  true  in  the  current  recessionary 
environment.  If  people  feel  locked  into  their  current  jobs,  particu- 
larly as  they  age  and  their  human  capital  reaches  a  peak,  our  econ- 
omy suffers  from  lower  productivity.  When  there  is  lower  produc- 
tivity in  the  country,  we  all  suffer  from  having  a  smaller  national 
pie  to  divide  not  only  among  ourselves  but  with  future  generations 
as  well. 

A  third  reason  why  requiring  employers  to  provide  health  insur- 
ance is  a  bad  idea  is  that  it  will  impose  an  open-ended  cost  on  em- 
ployers. None  of  the  taxes  imposed  on  an  employer's  payroll — for 
example,  FICA  or  unemployment  insurance — by  either  the  Federal 
or  State  governments  are  open  ended.  Contributions  to  pension 
funds  are  similarly  confined  to  either  a  defined  contribution  or  a 
known  percentage  of  payroll.  In  the  case  of  health  insurance,  how- 
ever, mandates  to  employers  would  leave  them  exposed  to  increases 
in  health  care  costs  in  general,  and  their  own  employees'  expendi- 
tures for  health  care  in  particular,  neither  of  which  an  employer 
can  control.  The  fracturing  of  the  insurance  market  that  I  dis- 
cussed earlier  will  lead  to  otherwise  identical  employers  in  the 
same  industry  having  different  health  insurance  costs  if  one  em- 
ployer has  one  or  two  employees  with  high  medical  bills  1  year. 
Currently,  health  insurance  benefits  are  the  most  expensive  of  the 
nonwage  benefits  paid  to  workers.  In  this  situation,  employers 
would  be  acting  quite  rationally  if  they  opted  to  pay  the  tax  penalty 
rather  than  providing  health  insurance  in  a  pay  or  play  situation. 
The  tax  penalty  is  at  least  defined.  The  outcome  of  the  pay  or  play 
regulations  might  be  that  more  workers  would  be  without  healtn 
insurance  from  their  employers. 

I  think  it  was  Edmund  Burke  who  said,  "God  is  in  the  details," 
a  phrase  which  public  policy  analysts  have  converted  to,  "The  good 
is  in  the  particulars."  I  firmly  believe  that  we  should  be  designing 
a  health  care  system  that  has  both  universal  coverage  and  a  struc- 
ture to  contain  costs.  To  do  one  without  the  other  is  clearly  not  re- 
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alistic.  We  will  not  be  able  to  constrain  cost  increases  without  a 
single-payer  type  of  system  that  covers  all  Americans  regardless  of 
where  and  whether  tney  work.  Toward  that  end,  we  should  be  fo- 
cusing our  creative  energies  toward  tackling  the  particulars,  the 
nitty-gritty  detail  issues  that  transcend  alternative  methods  of  fi- 
nancing such  a  system — namely,  budgeting  that  provides  room  for 
local  control,  reimbursement  methods  and  streamlined  claims 
mechanisms  that  do  not  encourage  gaming  of  the  system,  and  a 
definition  of  what  constitutes  adequate  medical  care  for  given  med- 
ical conditions.  The  system's  viability  in  the  future  will  depend  on 
providing  for  further  tinkering  and  changing  of  the  system  as 
America  s  health  care  needs  change. 
Thank  you. 

Mr.  Conyers.  Well,  thank  you  so  much. 

[The  prepared  statement  of  Dr.  Swartz  follows:] 
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by  Katherine  Swartz,  Ph.D.1 
Senior  Research  Associate 
The  Urban  Institute 
2100  M  Street,  NW 
Washington,  D.C.  20037 
202-857-8646 

Thank  you  for  inviting  me  to  comment  on  why  I  believe  that  expanding  health  insurance 
coverage  in  this  country  via  employer  "play  or  pay"  rules  are  a  bad  idea.  I  have  six  major 
reasons  for  opposing  the  extension  of  health  insurance  via  our  current  dependency  on  employer 
groups.  In  the  interests  of  time  this  morning,  I  will  discuss  just  the  first  three  of  these  reasons 
and  submit  discussion  of  the  other  three  reasons  in  my  full  written  testimony. 

Over  the  past  ten  years,  competition  in  the  insurance  industry  has  fragmented  the 
insurance  market  Workers  in  younger,  healthier  groups  have  significantly  lower  premiums  than 
workers  in  older  and/or  less  healthy  groups.  Small  groups  are  particularly  vulnerable  to 
experience  rating  because  the  group  is  actually  treated  as  a  bunching  of  individual  policies;  one 
person  with  large  medical  expenses  can  cause  the  group  premium  to  increase  by  large  amounts 
in  the  following  year.  Small  groups  have  been  largely  ineffective  in  joining  together  to  obtain 
greater  bargaining  power  with  insurance  companies.  Thus,  people  who  work  for  smaller  firms, 
or  firms  with  an  older  or  less  healthy  work  force,  face  much  higher  premiums  than  their 
counterparts  in  larger  firms  or  in  firms  with  younger  or  healthy  workers.  This  fracturing  of  the 
insurance  market  does  not  spread  the  risk  of  large  medical  expenditures.  Rather,  the  insurance 
companies  are  collecting  enough  in  premiums  to  pay  the  predictable  costs  of  each  group  plus 
retain  a  profit  While  this  is  surely  good  business  for  insurance  companies,  we  must  recognize 
that  the  current  reliance  on  employer-groups  for  health  insurance  encourages  insurance  companies 
to  divide  us  all  into  predictable  groups.  Communal  spreading  of  risk  ~  the  function  of  insurance 
-  is  being  replaced  by  a  system  that  favors  the  healthy  and  no  longer  functions  as  insurance. 

While  economists  (such  as  myself)  generally  prefer  systems  that  have  incentives  to 
encourage  behavior  in  a  person's  own  best  interests,  I  think  the  current  stress  on  competition 


1  Opinions  expressed  are  those  of  Dr.  Swartz  and  should  not  be  construed  as  respresenting  opinions 
or  policy  of  The  Urban  Institute  or  sponsors  of  The  Urban  Institute. 
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within  the  insurance  industry  has  altered  our  sense  of  what  is  a  person's  own  best  interest.  The 
competition  encourages  a  very  myopic,  present-time  oriented  definition  of  self-interest.  We  need 
to  remember  that  if  we  are  lucky,  all  of  us  will  grow  older  and  face  increasing  medical  problems 
as  we  age,  and  if  we  are  unlucky,  we  will  die  at  a  younger  age  of  some  no  doubt  expensive 
disease  such  as  cancer.  Viewed  in  this  light,  an  individual  has  life-cycle  interests  -  not  just  a 
focus  on  the  current  year.  If  we  pay  less  in  health  insurance  premiums  when  we  are  young,  the 
piper  will  surely  call  the  tune  of  higher  premiums  when  we  are  older.  Moreover,  most  of  us 
have  relatives,  particularly  older  relatives,  and  neighbors  of  varying  ages.  A  person's  own 
interests  are  therefore  surely  intertwined  with  the  medical  costs  faced  by  such  relatives  and 
neighbors.  We  need  to  remind  ourselves  that  our  own  individual  interests  include  the  needs  of 
others  and  the  changing  needs  of  ourselves  over  our  lifetimes.  Risk  sharing  that  encompasses 
a  larger  share  of  our  society  than  just  our  workplace  provides  for  these  wider  self-interests. 

The  second  problem  I  see  with  relying  on  employer-groups  as  the  primary  vehicle  for 
expanding  health  insurance  is  that  it  does  not  provide  portability  of  health  insurance  from  one 
job  to  another.  As  people  age,  they  are  increasingly  likely  to  to  have  medical  conditions  as  well 
as  preferences  for  continuing  a  relationship  with  a  physician  who  has  dealt  with  their  medical 
history.  Within  the  past  two  years,  as  the  aggregate  costs  of  ADDS  and  chronic  diseases  have 
risen,  insurance  companies  have  been  able  to  get  firms  to  agree  that  the  policies  will  not  cover 
preexisting  medical  conditions  for  new  members  of  the  employer-group.  For  people  with  cancer, 
diabetes,  high  blood  pressure,  and  an  increasing  number  of  other  chronic  diseases  and  conditions, 
such  policies  make  it  vitually  impossible  to  change  jobs.  These  policies  also  cause  thousands 
of  families  to  live  with  the  fear  of  losing  their  current  jobs  and  access  to  health  insurance.  This 
is  especially  true  in  the  current  recessionary  environment.  If  people  feel  locked  into  their  current 
jobs,  particularly  as  they  age  and  their  human  capital  reaches  a  peak,  our  economy  suffers  from 
lower  productivity.  When  there  is  lower  productivity  in  the  country,  we  all  suffer  from  having 
a  smaller  national  pie  to  divide  not  only  among  ourselves  but  with  future  generations  as  well. 

A  third  reason  why  requiring  employers  to  provide  health  insurance  is  a  bad  idea  is  that 
it  will  impose  an  open-ended  cost  on  employers.  None  of  the  taxes  imposed  on  an  employer's 
payroll  (for  example,  FICA  or  unemployment  insurance)  by  either  the  federal  or  state 
governments  are  open-ended  Contributions  to  pension  funds  arc  similarly  confined  to  either  a 
defined  contribution  or  a  known  percentage  of  payroll.  In  the  case  of  health  insurance,  however, 
mandates  to  employers  would  leave  them  exposed  to  increases  in  health  care  costs  in  general, 
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and  their  own  employees'  expenditures  for  health  care  in  particular  --  neither  of  which  an 
employer  can  control.  The  fracturing  of  the  insurance  market  that  I  discussed  earlier  will  lead 
to  otherwise  identical  employers  in  the  same  industry  having  different  health  insurance  costs  if 
one  employer  has  one  or  two  employees  with  high  medical  bills  one  year.  Currendy,  health 
insurance  benefits  are  the  most  expensive  of  the  nonwage  benefits  paid  to  workers.  In  this 
situation,  employers  would  be  acting  quite  rationally  if  they  opted  to  pay  the  tax  penalty  rather 
than  providing  health  insurance  in  a  pay  or  play  situation.  The  tax  penalty  is  at  least  defined. 
The  outcome  of  the  pay  or  play  regulations  might  be  that  more  workers  would  be  without  health 
insurance  from  their  employers. 

A  fourth  problem  with  relying  on  employer-provided  health  insurance  is  that  it  may  cause 
enormous  problems  within  families  if  every  worker  has  to  have  health  insurance  coverage  from 
his  or  her  own  employer.  Insurance  companies  have  their  own  procedures  for  how  a  person 
seeks  reimbursement,  along  with  different  requirements  for  copayments  and  deductibles,  and  rules 
as  to  what  types  of  benefits  are  covered.  The  paperwork  burden  for  families  dealing  with  more 
than  one  insurance  plan  could  be  awesome.  Because  the  government  is  often  sensistive  to  the 
paperwork  burden  it  imposes  on  businesses,  it  is  surprising  that  scant  attention  has  been  paid  to 
the  potential  burden  the  pay  or  play  plans  could  impose  on  families  in  America. 

The  potential  burdens  on  families  could  be  further  exacerbated  by  rules  assigning  children 
to  different  employed  parents'  insurance  plans.  Some  states  already  have  procedures  for 
assigning  children  born  on  even  dates  to  one  parent's  policy  and  children  born  on  odd  dates  to 
the  other  parent's  policy  in  the  case  of  dual  coverage  of  the  children.  If  the  two  parents' 
insurance  policies  covered  different  benefits  or  if  the  two  policies  involved  different  sets  of 
physicians  ~  which  could  happen  if  each  parent  belonged  to  a  different  HMO  --  then  the 
possibility  for  efficient  practice  of  family  medicine  is  gready  diminished. 

A  fifth  problem  with  requiring  employers  to  provide  health  insurance  to  their  employees 
is  that  many  employers  of  the  less  skilled  and  younger  workers  are  likely  to  argue  that  providing 
health  insurance  is  in  lieu  of  wage  increases.  Because  workers  with  more  education  are  already 
more  likely  to  have  health  insurance  than  workers  with  less  education,  requiring  firms  to  provide 
health  insurance  is  likely  to  hurt  the  younger  and  less  skilled  workers  than  their  older  and  more 
educated  counterparts.  In  particular,  it  will  cause  real  wages  to  decline  further  for  workers  who 
do  not  have  health  insurance  now.  The  gap  between  high  school  graduates'  wages  and  college 
graduates'  wages  will  widen  still  further. 
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In  addition,  some  workers  who  currently  do  not  have  health  insurance  will  lose  their  jobs. 
How  many  people  will  lose  employment  is  not  clear.  The  effect  of  adding  health  insurance  to 
the  employment  compensation  package  for  people  at  or  near  the  minimum  wage  is  analagous  to 
increasing  the  minimum  wage.  But  adding  health  insurance  on  top  of  the  April  1990  and  April 
1991  increases  in  the  minimum  wage  raises  the  total  "wage"  increase  beyond  previous  relative 
increases  in  the  minimum  wage.  Because  it  is  not  clear  how  elastic  the  demand  for  labor  is,  we 
cannot  forecast  how  many  people  will  lose  their  jobs  as  a  result  of  requiring  employers  to 
provide  health  insurance. 

The  sixth  and  last  concern  I  have  with  building  an  expansion  of  health  insurance  coverage 
on  the  base  of  employer- groups  revolves  around  implementation  problems.  Determining  what 
types  of  employers  and  employees  will  be  exempt  from  such  plans  is  likely  to  be  a  free-for-all 
for  lobbyists.  If  insurance  companies  are  already  raising  the  minimum  size  of  a  group  below 
which  they  require  medical  underwriting,  what  is  special  about  a  firm  with  fewer  than  six 
employees?  Enforcement  of  play  or  pay  rules  may  also  be  quite  difficult.  Firms  and  employees 
in  some  industries  already  acquiesce  to  being  paid  in  cash  and  off  payroll  books,  thereby 
avoiding  other  taxes.  We  can  only  imagine  how  employer  mandates  to  provide  health  insurance 
might  exacerbate  this  situation. 

I  think  it  was  Edmund  Burke  who  said,  "God  is  in  the  details",  a  phrase  which  public 
policy  analysts  have  convened  to,  "The  good  is  in  the  particulars".  I  firmly  believe  that  we 
should  be  designing  a  health  care  system  that  has  both  universal  coverage  and  a  structure  to 
contain  costs.  To  do  one  without  the  other  is  clearly  not  realistic.  We  will  not  be  able  to 
constrain  cost  increases  without  a  single-payer  type  of  system  that  covers  all  Americans 
regardless  of  where  and  whether  they  work.  Towards  that  end,  we  should  be  focusing  our 
creative  energies  towards  tackling  the  particulars  ~  the  nitty-gritty  detail  issues  that  transcend 
alternative  methods  of  financing  such  a  system  ~  namely,  budgeting  that  provides  room  for  local 
control,  reimbursement  methods  and  streamlined  claims  mechanisms  that  do  not  encourage 
gaming  of  the  system,  and  a  definition  of  what  constitutes  adequate  medical  care  for  given 
medical  conditions.  The  system's  viability  in  the  future  will  depend  on  providing  for  further 
tinkering  and  changing  of  the  system  as  America's  health  care  needs  change.  Thank  you. 
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Mr.  Conyers.  This  has  been  very  interesting  and  very  surprising 
testimony. 

I  want  to  say  to  Mr.  Macke,  first  of  all,  that  not  only  are  one- 
third  of  the  medical  practices  and  procedures  found  to  be  unneces- 
sary, but  we  also  find  that  there  is  also  allotted  a  $67  billion  per 
year  administrative  cost  which  has  nothing  to  do  with  whether  you 
picked  the  right  or  wrong  medical  procedures.  When  you  combine 
both  of  those  excess  costs,  you  get  enormous  added  expenses  here 
that  needs  to  be  dealt  with. 

Let  me  indicate  that  we — that  I  believe,  and  I  believe  most  of  the 
members  of  this  committee  believe — that  we  are  going  to  have  to 
reexamine  tort  reform.  It  is  a  difficult  problem  and  is  not  directly 
addressed,  but  it  does  play  a  role. 

However,  may  I  point  out  for  everybody  that  has  mentioned  tort 
reform,  that  medical  malpractice  costs  are  only  about  12  percent  of 
the  total  physician  administrative  costs,  so  it  is  not  as  enormous 
as  it  is  sometimes  characterized,  although  there  are  these  cases 
that  make  a  good  example  for  major  tort  reform. 

Mr.  Galles,  I  am  very  pleased  to  hear  you  talk  about  an  all-payer 
system.  This  is  very  encouraging.  We  are  looking  at  the  all-payer 
system,  which  would  combine  the  virtues  of  our  present  system, 
but  with  control. 

Now,  in  some  of  your  examples,  I  wasn't  sure  if  you  were  for  or 
against  voluntary  cost  controls  and  competition.  Your  examples 
showed  you  were  against  the  competition  aspect,  because  we  have 
hospitals  that  provide  helicopters.  We  have  one  hospital  that  will 
get  imaging  equipment  only  because  its  competitor  has  it.  This  is 
the  downside. 

Most  of  us,  I  think,  surely  realize  by  now  that  voluntarily  reduc- 
ing cost  is  an  impossible  dream.  I  mean,  we  cannot  voluntarily  re- 
duce it.  And  I  think  that  is  the  importance  of  Dr.  Swartz's  testi- 
mony, is  that  one  of  the  great  weaknesses  of  employer  mandates 
is  that  it  is  open  ended  and  that  there  are  also  going  to  be  some 
nice,  big  Federal  costs  brought  in  there  as  well. 

And  the  fact  that  the  small  businesses,  Mr.  Galles,  are  really 
treated  individually  and  thrown  in  a  pool — and  usually  the  pool  is 
not  a  pool  that  is  all  comprehensive — it  comes  up  on  the  short  side. 
And,  therefore,  it  is  still  not  a  universal  system  that  we  would  be 
creating. 

So  I  am  happy  to  hear  what  is  coming  from  all  three  of  you — 
and  you  can  comment  on  any  part  of  the  discussion  I  just  made — 
but  in  the  end,  the  question  becomes,  how  do  we  get  started?  And 
I  would  like  to  throw  out  something  for  you  to  think  about,  because 
there  are  two  big  systems  going  on  now. 

Suppose  instead  of  waiting  until  we  got  218  votes  in  the  House 
of  Representatives  and  51  in  the  Senate,  which  is  what  we  need 
to  go  to  any  plan,  suppose  we  said  we  can't  wait  that  long.  If  we 
agree  that  the  system  has  got  to  be  changed,  is  point  one;  if  we 
agree  that  there  should  be  universal  access — we  are  embarrassed 
that  we  are  the  only  industrial  country  that  doesn't  have  universal 
access — if  we  do  agree  there  has  to  be  some  really  serious  cost  con- 
tainment and  hospital  budgeting,  what  do  you  think  of  a  plan  that 
would  incorporate  those  features  with  either  an  all  payer  or  a  sin- 
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gle-payer  plan  and  would  start  off  by  introducing  an  incentive  to 
each  State  to  come  on  board  to  try  it  out? 

So  Michigan  would  decide  that  they  are  going  to  try  it  out,  and 
they  would  start  off  with  their  universal  access  system  for  every- 
body to  look  at  and  watch.  Other  States  would  be  debating  it,  and 
we  would  move  it  along  on  a  spectrum  of  "when  you  are  ready, 
please  join  us."  And  that  way,  we  won't  have  this  classic  political 
battle  that  might  drag  on  for  a  number  of  years. 

I  would  like  to  ask  you  to  comment  on  that,  and  any  other  of  the 
remarks  that  I  made;  and  then  I  will  yield  back  my  time. 

Mr.  Galles.  Maybe  I  can  start, 

There  were  a  couple  of  thoughts  you  just  expressed  that  I  would 
like  to  respond  to.  One  in  particular,  trying  to  figure  out  where 
competition  works  and  where  regulation  works  is  going  to  be  a  very 
tough  part  of  any  solution  to  this  problem.  Crafting  the  right  pub- 
lic-private partnership,  which  works  to  reduce  costs  in  the  midst  of 
a  voluntarily  provided  health  care  approach,  alongside  a  publicly 
provided  approach,  is  going  to  be  really  tough  to  design. 

In  some  cases,  that  requires  regulation;  and  in  some  cases,  it 
might  require  some  regular  legislation. 

When  you  talk  about  the  $67  billion  in  savings  from  administra- 
tion and  you  talk  about  one-third  unnecessary  care,  you  might  sug- 
gest that  doctors,  while  they  may  know  more  about  delivering  care, 
they  are  not  very  accurate  at  that,  and  at  the  same  time,  they  are 
probably  terrible  business  people.  They  don't — they  haven't  figured 
out  that  a  universal  claim  form  might  work  very  successfully  for 
them  and  serve  their  purposes  and  a  lot  of  payers'  purposes  at  the 
same  time.  And  we  thought  that  some  of  Senator  Mitchell's  think- 
ing in  his  bill  was  especially  appropriate  in  that  regard. 

The  kind  of  encouragement  you  offer  to  States  is  important,  but 
I  think  we  would  encourage  you  to  act  more  quickly  with  regard 
to  the  elimination  of  State  mandates  for  a  certain  core  set  of  bene- 
fits. 

We-— in  many  cases,  we  can't  wait  for  all  50  States  to  respond  to 
the  problem.  They  will  all  have  different  responses  to  the  problem. 
They  have  demonstrated  that  in  the  past — and  that  is  part  of  the 
creativity  and  the  potential  of  our  economy,  because  we  learn  from 
all  corners — but  I  think  if  there  is  some  immediate  action,  we 
ought  to  talk  very  seriously  about  a  core  set  of  benefits  with  the 
incentive  of  eliminating  those  State  mandates,  allowing  small  busi- 
nesses to  purchase  health  care  that  they  want  to  purchase  in  much 
the  same  way  large  businesses  are  now  allowed  to  self-insure  with- 
out including  many  of  those  State-imposed  mandates. 

Mr.  Conyers.  Thank  you. 

Mr.  Macke,  do  you  have  any  comments? 

Mr.  Macke.  Yes.  The  National  Leadership  Coalition  is  debating 
many  of  these  issues,  and  I  think  that  one  of  the  conclusions  that 
will  probably  come  out  when  we  have  a  recommendation  to  make 
toward  the  end  of  this  summer  is  that  the  urging  that  this  be  a 
national  program  and  not  a  State  by  State,  because  of  the  mobility 
of  our  society  and  the  say  companies  do  business. 

We  don't  think  we  need  the  University  of  Minnesota  competing 
with  the  University  of  Wisconsin  for  who  has  the  most  computers. 
We  would  urge  for  a  national  program. 
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We  like  the  fact  very  much,  we  are  studying  the  Canadian  sys- 
tem. It  would  be  our  urging  we  not  go  to  the  Canadian  system.  We 
are  looking  at  this,  and  we  will  have  recommendations  to  make. 

I  would  like  to  refer  to  this.  We  hope  we  are  going  to  win  as  a 
country.  What  we  are  finding,  every  group  that  is  part  of  the  na- 
tional coalition  is  probably  going  to  have  to  give  up  something  they 
want  in  order  for  us  to  win  in  total.  I  think  it  will  result  in  one 
of  the  few  contests  or  debates  that  ever  existed  where  everybody 
walks  away  losing  in  order  to  win. 

Mr.  Conyers.  That  happens  all  the  time  around  here. 

Mr.  Macke.  We  see  the  national  call  is  there  and  it  is  there  now. 
We  hope  it  will  be  uniform  throughout  all  the  States,  and  your 
committee  will  come  up  with  conclusions  leading  toward  that. 

As  I  said,  we  will  have  a  recommendation  by  the  end  of  the  sum- 
mer. It  probably  won't  be  perfect,  but  it  is  a  start  down  the  path. 

Mr.  Conyers.  Your  presence  here  today  indicates  you  are  looking 
at  the  testimony  that  is  coming  before  this  committee,  and  that,  to 
me,  suggests  an  open  mind  and  that  you  are  really  seriously  look- 
ing for  a  way  to  resolve  this. 

You  know,  you  could  put  a  Band- Aid  on  this  problem  very  easily, 
but  it  wouldn't  bring  costs  down  and  it  wouldn't  bring  in  all  the 
people  that  are  cut  out.  I  think  you  are  looking  at  both  of  these 
considerations. 

Dr.  Swartz,  your  comments? 

Dr.  Swartz.  I  would  add  to  what  Mr.  Macke  said  and  what  you 
said.  I  think  if  you  did  it  on  a  State-by-State  basis  with  an  invita- 
tion and  incentives,  it  would  be  difficult  to  hold  down  costs.  I  think 
it  would  invoke  the  response  like  we  have  seen  in  Oregon  to  chang- 
ing Medicaid.  Everybody  is  jumping  on  this  and  saying,  let's  ob- 
serve this. 

I  think  it  would  cause  a  delay  in  changing  our  whole  system. 
Mr.  Conyers.  Thank  you  very  much. 

Let  me  recognize  the  gentleman  from  New  Hampshire,  Mr.  Wil- 
liam ZelifT. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  I  was  very  pleased  to  see 
the  business  side  of  this  issue,  being  a  businessman  myself  for  the 
past  32  years. 

We  have  formed  a  health  care  task  force  up  in  New  Hampshire, 
some  60  people  from  across  the  State,  so  we  can  take  a  look  at  the 
total  health  care  picture,  as  you  have  done.  And  I  think  you  are 
going  to  find  some  very  interesting  things,  as  a  result  of  your 
study. 

This  past  Sunday  I  spoke  to  the  medical  society  of  New  Hamp- 
shire, and  they,  too,  are  struggling  with  health  care  reform.  I  think 
as  a  businessman— that  both  sides  of  the  aisle  are  going  to  have 
to  work  on  this  problem,  but  business  is  going  to  have  to  step  up 
to  take  their  responsible  role,  both  small  and  large  businesses, 
along  with  medical  societies  and  along  with  nurses  and  hospital  ad- 
ministrators. There  are  so  many  ramifications  to  this  problem,  that 
must  be  looked  at. 

Last  week  we  heard  from  the  GAO  about  the  Canadian  system. 
We  will  also  hear  about  the  German  system,  Great  Britain,  and 
Switzerland. 
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When  you  look  at  tort  reform,  which  according  to  our  informa- 
tion, represents  some  25  percent  of  the  total  health  care  bill — the 
problem  is  not  only  the  tort  reform  itself,  but  the  defensive  medi- 
cine practices  that  are  required,  in  the  absence  of  tort  reform — that 
is  a  big  problem.  The  bureaucracy  and  recordkeeping  is  another  25 
percent  of  the  cost. 

I  am  in  the  hopes  we  take  as  thorough  a  look  at  the  current  sys- 
tem that  we  have,  which  I  feel  is  probably  one  of  the  most,  if  not 
the  most,  sophisticated  systems  in  the  world,  to  see  if  we  can't 
make  it  work.  In  the  process  of  doing  that,  we  need  to  be  looking 
at  all  the  other  systems,  as  well  to  look  for  good  ideas 

I  would  like  it  if  each  of  the  three  of  vou  could  comment  on 
where  you  think  we  are  heading  on  tort  reform,  and  have  you  had 
a  chance  to  come  up  with  any  specifics  relative  to  tort  reform  and 
defensive  medicine,  and  what  are  your  goals  and  what  do  you  think 
will  come  out  of  that  end  of  your  study? 

Mr.  Macke.  Maybe  I  will  rush  in  where  I  shouldn't  here. 

I  think  I  can  best  reply  to  that  by  using  the  national  coalition 
and  getting  back  to  you  with  a  written  answer,  which  will  be  far 
more  thorough  than  anything  I  have  in  my  head,  and  give  you  an 
update. 

Mr.  Zeliff.  I  would  suggest,  with  a  25  percent  potential,  that  it 
certainly  deserves  a  big  chunk  of  your  study  for  savings  you  should 
take  a  look  at  it.  I  think  it  is  going  to  be  one  big  part  of  your  an- 
swer. 

Mr.  Macke.  I  think  what  you  look  at,  one  of  the  problems  we  get 
into,  this  breaks  down  and  there  are  a  lot  of  10,  12,  20,  and  15  per- 
cents  there,  but  in  total,  we  kind  of  concluded  they  still  add  up  to 
100,  and  you  almost  have  to  look  at  everything. 

I  think  that  is  one  of  the  things  we  are  dealing  with  in  the  coali- 
tion, looking  at  the  whole  package.  I  would  be  happy  to  get  back 
to  you  with  some  of  the  details. 

Mr.  Zeliff.  Would  anybody  else  like  to  comment? 

Mr.  Galles.  Certainly,  there  are  certain  outcomes  that  can  be 
expected  from  certain  practices  of  medicine,  and  there  is  a  good 
deal  of  research  in  identifying  those  outcomes  and  how  that  can  be 
applied  to  any  kind  of  tort  reform.  And  certainly,  adopting  some 
kind  of  practice  guidelines  would  be  helpful  to  doctors  who  are 
practicing  and  what  to  eliminate  their  liability. 

We  have  left  a  lot  of  tort  reform  to  the  States,  and  we  can  see 
how  quickly  they  are  rushing  in  to  address  those  problems. 

Here,  again,  we  thought  maybe  Senator  Mitchell  could  have  been 
a  bit  tougher  in  his  approach.  He  talked  about  some  incentives  for 
States  to  work  on  tort  reform.  It  may  be  wiser  to  use  something 
more  like  a  stick  instead  of  a  carrot.  It  is  one  of  those  problems 
that  we  can't  leave  for  too  long,  because  it  is  adding  substantial 
costs  right  now. 

Mr.  Zeliff.  In  1986,  the  White  House  Conference  on  Small  Busi- 
ness addressed  that,  predicted  how  far  out  of  control  it  is  getting, 
not  only  in  the  medical  area,  but  product  liability  as  well.  This  is 
another  question. 

In  the  rush  of  coming  to  a  national  health  care  system  and  hav- 
ing employers  pay  for  it,  would  you  just  comment,  do  you  think  you 
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are  heading  down  that  road,  Mr.  Macke,  or  do  you  think  you  are 
going — do  you  have  any  clear-cut  direction  at  this  point? 

Mr.  Macke.  I  don't  think  the  direction  is  clearcut.  Again,  we  will 
have  a  study  that  comes  out. 

Mr.  CoNYERS.  Pull  your  mike  up  a  little  closer,  Mr.  Macke. 

Mr.  Macke.  I  have  a  great  fear,  if  employers  are  required  to  pay 
for  health  care  for  all  short-hour  employees  or  whatever,  we  are 
going  to  end  up  with  a  lot  fewer  jobs  out  there,  if  that  is  not  spread 
across  a  broader  base  than  just  the  employer.  That  is  still  being  de- 
bated, but  my  tendency  is,  it  will  have  to  be  spread  across  a  broad- 
er base. 

Mr.  Zeliff.  Mr.  Galles. 

Mr.  Galles.  It  is  important  for  us  to  think  seriously  about  level- 
ing the  playing  field  from  a  cost  standpoint,  from  a  pricing  stand- 
point, so  doctors  and  providers  extend  a  level  set  of  costs  to  all  pay- 
ers. We  think  it  ought  to  be  leveled  in  terms  of  the  payers,  so  the 
payers  are  responsible  in  their  delivery  of  health  care  to  their  em- 
ployees. 

We  think  it  is  important  for  States  to  write  rules  that  encourage 
that  insurance  companies  not  only  cover  groups,  but  that  they  also 


pay  attention  to  that. 

And  we  also  have  to  think  about  our  tax  system  and  remember 
that  our  tax  system  needs  to  be  fair,  as  well.  Right  now,  only  incor- 
porated entities  can  get  a  full  100  percent  deduction  for  health 
care,  and  it  is  important  for  us  to  extend  that  deduction  to  unincor- 
porated entities,  as  well  as  individuals  who  might  choose  to  pur- 
chase health  care  if  they  only  could. 

Mr.  Zeliff.  I  think  vour  point  on  jobs  is  well  taken,  as  well.  I 
think  small  business'  anility  to  pay  is  critically  important. 

Just  one  last  question,  Mr.  Chairman. 

When  it  comes  to  government  intervention,  do  you  have  any  com- 
ments on  government  either  taking  over  parts  of  or  all  of  the  insur- 
ance industry,  as  a  future  solution  to  health  care? 

Mr.  Galles.  We  would  be  absolutely  opposed  to  the  government 
taking  over  that  operation.  We  think  it  is  important  for  businesses 
to  have  choices  and  for  those  choices  to  exhibit  themselves  in  the 
kinds  of  care  that  they  choose  and  the  quality  of  care  they  choose. 

We  need  to  help  purchasers  learn  more  about  what  they  are  pur- 
chasing and  be  more  intelligent  about  the  choices,  and  recognize 
the  impact  they  have  on  the  kinds  of  care  they  choose,  on  the  cost 
that  eventually  they  pay  for. 

Mr.  Macke.  My  reply  to  that,  big  business  and  small  business, 
so  often  you  have  heard  us  disagree.  I  can't  respond  any  better 
than  he  just  responded.  I  think  it  is  right  on. 

Dr.  Swartz.  I,  of  course,  would  disagree.  I  think  if  we  allow  the 
insurance  industry  to  continue  to  sell  quite  different  policies  to 
each  other,  we  end  up  in  a  situation,  some  hospital  somewhere, 
where  there  is  a  child  or  somebody  who  makes  national  TV,  saying, 
I  can't  have  such  and  such,  because  my  insurance  policy  doesn't 
cover  it.  We  are  faced  with  an  outcry. 

I  am  much  happier  with  the  Canadian  style  system  where  every- 
body has  the  same  health  policy  in  terms  of  what  is  covered  and 
what  is  not.  I  think  only  when  you  have  everyone  covered  by  the 
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same  policy,  do  you  then  get  a  situation  where  there  is  an  agree- 
ment on  what  cost-containment  measures  you  want.  Without  that, 
you  don't  get  the  cost  containment. 

I  would  rather  the  insurance  company  went  back  to  processing 
claims  on  scale  sizes  that  were  efficient  and  that  we  would  not 
have  the  insurance  industry  that  we  have  today. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

Mr.  CoNYERS.  Thank  you. 

The  Chair  notes  the  gentleman  from  California,  Mr.  Martinez, 
and  the  gentleman  from  Minnesota,  Mr.  Peterson,  were  both 
present  when  this  hearing  began. 

And  we  now  recognize  the  gentlelady  from  Connecticut,  Ms. 
DeLauro. 

Ms.  DeLauro.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
commend  the  chairman.  This  is  the  third  in  a  series  of  hearings  we 
have  held  on  health  care  and  its  comparison  to  the  Canadian  sys- 
tem, but  it  has  been  a  far-reaching  discussion,  and  I  think  the  two 
previous  hearings  and  this  one  have  carried  us  very  far  in  the  dis- 
cussion here  in  the  Congress  about  health  care  reform  and  where 
we  ought  to  try  to  be  going  with  it  in  helping  to  make  that  kind 
of  deliberation. 

It  is  very  exciting  in  many  ways  to  be  a  part  of  this  discussion, 
because  as  I  have  said  before  at  these  hearings,  the  single  biggest 
issue  I  hear  about  in  my  community  every  day  and  every  week- 
end— and  it  is  from  business,  from  families,  from  seniors — that 
what  are  going  to  do  about  health  insurance  in  this  country,  and 
particularly  the  cost  of  health  care. 

Let  me  just  ask  Mr.  Galles,  the  first  question  here  is  you  spoke 
in  your  testimony  about  trying  to  eliminate  the  administrative 
costs  or  to  curtail  administrative  costs,  which  now  take  about  one- 
quarter  of  the  costs,  or  one-quarter  of  the  cost  of  health  care  in  this 
country. 

It's  been  $120  billion  or  more  that  we  are  spending  on  the  ad- 
ministrative costs.  And  your  determination  of  moving  toward  an 
all-payer  system,  I  take  that  as  being  all-payer  system  versus  a 
single-payer  system. 

And  in  trying  to  eliminate  those  or  curtail  those  administrative 
costs.  Where  do  you  see  the  decline  in  administrative  costs  in  terms 
of  a  continued  multipayer  system  versus  a  single-payer  system? 

Mr.  Galles.  I  think  there  probably  is  more  cost  to  an  all-payer 
system,  more  administrative  cost  to  an  all-payer  system  than  there 
is  to  a  single-payer  system. 

However,  I  think  the  offsetting  impact  of  having  more  payers  in 
the  marketplace  making  choices  about  the  kinds  of  health  care  they 
seek  should  make  a  substantial  difference  in  the  quality  of  care 
being  delivered  in  the  country. 

I  do  think  at  the  same  time  you  can  reduce  substantially  the  ad- 
ministrative costs  that  are  being  borne  by  the  system  now  with  

Ms.  DeLauro.  How  would  that  occur? 

Mr.  Galles.  Certainly  a  universal  claim  form  itself  would  be 
helpful  from  two  perspectives.  One,  it  would  reduce  to  a  huge  de- 
gree the  number  of  different  types  of  paper  and  claim  forms  that 
are  used  around  the  country  that  have  to  be  interpreted,  that  have 
to  be  filled  out  in  many  different  combinations. 
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But  at  the  same  time,  that  form  could  be  used  to  help  us  analyze 
health  expenditures  around  the  country.  It  could  be  the  kind  of 
document  that  would  help  us  learn  more  about  the  kinds  of  treat- 
ment that  are  delivered  and  the  costs  that  are  incurred  in  different 
corners  of  the  country. 

We  could  look  at  them  on  a  local  level,  as  well  as  a  State  level 
and  a  national  level.  That  kind  of  data  would  be  very  helpful  to  us. 

Ms.  DeLauro.  Let  me  just  ask  what  your  objections  are  to  a  sin- 
gle-payer system  or  small  business  in  general  to  a  single-payer  sys- 
tem? 

Mr.  Galles.  Frankly,  there  is  a  lot  of  distrust  in  a  single-payer 
system.  There  is,  unfortunately  or  fortunately,  however  you  ap- 
proach it,  a  distrust  in  whether  government  could  manage  that 
kind  of  system  well. 

Certainly  the  argument  could  be  made  that  Canada  does  it  ex- 
ceptionally well,  but  I  am  not  sure  that  the  United  States  is  capa- 
ble of  that  at  this  point  in  time  based  on  our  current  mix  of  health 
care  delivery  in  this  country. 

At  the  same  time,  small  businesses  operate  in  a  very  competitive 
environment,  and  they  demand  choices,  and  they  demand  ways  of 
selecting  different  health  care.  They  will  demand  ways  of  different 
providers  of  insurance,  and  they  will  demand  different  providers  of 
health  care. 

They  want  to  keep  exploring  any  competitive  advantage  that  will 
help  them  turn  a  profit  and  stay  in  business  and  hire  more  work- 
ers. That  is  part  of  their  gut  feeling  about  life  and  the  way  they 
live. 

They  are  very  entrepreneurial.  They  are  seeking  some  advan- 
tage. But  they  also  compete  for  workers  in  the  workplace,  and  they 
are  also  looking  to  provide  benefits  that  are  as  good,  if  not  better, 
than  the  employer  down  the  street. 

So  all  of  those  elements  are  part  of  the  approach  small  business 
brings  to  that  question. 

Ms.  DeLauro.  I  proposed  this  about  a  year  ago;  I  was  not  a 
Member  of  the  Congress  at  that  time.  I  welcomed  your  comments 
on  what  large  businesses  or  incorporated  businesses  are  allowed  to 
do  in  terms  of  full  deduction  of  costs  and  whereas  small  businesses 
can  only  deduct  25  percent,  I  guess,  at  the  moment  of  their  health 
care  costs,  as  well  as  proposing  that  there  be  some  sort  of  a  fixed 
premium,  because  the  smaller  the  businesses,  the  larger  the  costs 
are. 

I  would  like  to  explore  further,  and  I  want  to  ask  a  couple  of 
other  questions,  but  the  whole  business  of  how  you  feel  that  the 
choice  is  confined  really  in  the  single-payer  system  versus  the 
multipayer  system,  and  really  the  advantages  to  small  business 
under  this  current  system  that  we  have  versus  the  single-payer 
system  and  what  we  do  so  that  I  will  have  some  additional  ques- 
tions which  I  can  get  to  you  or  we  can  make. 

Mr.  Galles.  Sure.  I  just  wanted  to  respond  to  one  of  your  pre- 
vious remarks,  and  that  is  that  it  is  interesting  that  in  this  country 
we  tend  to  focus  our  tax  preferred  status  on  health  care  premiums. 

Ms.  DeLauro.  I'm  sorry. 

Mr.  Galles.  It  is  interesting  that  we  exhibit  our  compassion  in 
this  country  by  allowing  health  care  premiums  to  be  deductible,  yet 
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as  an  individual  you  have  to  consume  7.5  percent  of  your  income 
on  health  care  expenses  before  they  become  deductible. 

If  we  were  more  concerned  about  individuals  who  have  health  ex- 
penses, we  might  turn  some  of  our  preferences  to  those  kinds  of 
treatments. 

Ms.  DeLauro.  Mr.  Macke,  I  was  impressed  with  the  list  of  peo- 
ple who  are  listed  here,  all  part  of  a  coalition  of  health  care  reform. 

On  the  other  hand,  I  think  if  you  go  through  the  list,  there  is 
a  wide  divergence  of  where  people  come  out  on  what  kind  of  system 
that  they  are  looking  for. 

Again,  I  just  wanted  to  get  some  sense  in  terms  of  business  and 
the  Mitchell  plan  of  moving  in  the  direction  of  play  or  pay,  or  a 
multiparty  system,  or  a  single-payer  system,  and  given  what  the 
GAO  talked  about  in  terms  of  what  are  advantages  of  a  Canadian 
system. 

Do  you  see  the  business  community — which  I  think  is  a  very, 
very  important  part  of  this  discussion  in  helping  us  to  move  for- 
ward. I  think  it  is  one  of  the  single  biggest  parts  of  the  discussion 
in  moving  us  toward  health  care  reform. 

Where  do  you  sense  that  the  business  community,  a  large  busi- 
ness like  yours  is  moving;  in  that  direction  of  a  single-payer  sys- 
tem, universal  access,  the  expenditure  control,  in  the  direction  of 
a  Canadian-type  system? 

Mr.  Macke.  If  you  look  at  the  national  coalition  that  we  have  got 
these  people  together,  that  that  certainly  did  not  start  with  people 
that  had  a  hundred  percent  agreement. 

I  think  right  now  we  are  looking  at  single  payer.  We  believe  it 
is  the  direction  to  go.  We  think  it  is  a  good  thing  at  this  time,  but 
it  hasn't  been  finalized  yet,  and  we  hope  to  have  that  come  about 
by  the  end  of  the  summer. 

There  is  a  great  tendency,  I  believe,  and  this  is  more  personal 
than  speaking  for  the  national  coalition,  to  want  to  treat  these  seg- 
ment by  segment. 

And  the  truth  is,  I  think  it  has  to  be  treated  in  total  and  that 
we  have  got  to  get  the  parts  to  come  together. 

And  that  is  why  we  believe  so  strongly  in  this  national  coalition, 
that  there  will  be  compromise  between  big  and  small,  between  gov- 
ernment, between  providers.  I  think  there  has  to  be. 

The  thing  that  is  the  most  common  driver  of  this  is  the  sense  of 
urgency  it  has  created,  the  fact  that  there  is  one  thing  that  we  all 
agree  on,  that  we  need  reform  and  we  need  it  fast,  that  we  simply 
cannot  afford  as  a  country  to  have  20  percent  of  our  gross  national 
product  tied  up  in  health  services. 

I  mean,  we  have  no  problem  with  anybody  agreeing  with  that, 
and  so  that  we  are  headed  down  a  path  here  that  we  hope  to  have 
recommendations  by  the  end  of  the  summer  that  would  treat  every- 
thing in  full. 

Ms.  DeLauro.  If  you  are  moving  in  that  direction  of  a  single- 
payer  system,  where  do  you  and  Mr.  Galles  get  into  a  discussion 
about  choice  or  lack  of  choice,  et  cetera? 

Mr.  Macke.  I  can  assure  you  that  this  discussion  is  taking  place. 
I  am  sure  Mr.  Galles  would  agree,  I  am  sure,  with  the  national  coa- 
lition, more  than  maybe  he  would  like  or  I  would  like.  But  we  are 
going  to  work  toward  a  solution. 


545 


Mr.  Galles.  It  is  an  interesting  debate.  You  would  appreciate 
overhearing  some  of  the  discussions  that  go  on. 

I  think  there  is  a  great  deal  more  flexibility  in  people's  positions 
than  they  might  exhibit  publicly.  When  they  are  in  a  closed  room 
working  to  find  some  middle  ground,  some  solutions,  the  focus  is 
on  a  solution  to  the  problem,  not  on  the  approach  to  the  solution. 

And  I  think  as  long  as  that  objective  is  the  primary  purpose  for 
gathering,  then  I  think  we  will  begin  to  look  at  all  of  the  options 
and  choose  the  one  that  might  hurt  the  least,  the  fewest  people. 

Ms.  DeLauro.  Let  me  just  ask,  if  I  can,  Mr.  Chairman,  Dr. 
Swartz  a  question. 

In  your  comment  you  mentioned  the  issue  of  rationing,  which  is 
one  of  the  biggest  complaints,  if  you  will,  about  a  Canadian-type 
health  system.  You  just  alluded  to  it  in  one  of  your  comments 
about  rationing  here. 

I  just  wonder  if  you  would  comment  about  the  kinds  of  rationing 
that  we  or  you  see  that  exist  in  the  system  that  we  have. 

And,  you  know,  there  has  been,  I  think,  in  my  own  view,  a  lack 
of  attention  paid  toward  the  kinds  of  rationing  that  there  might  be 
here. 

But,  you  know,  as  I  said,  you  mentioned  it.  Let  me  ask  you  to 
comment  a  little  bit  on  rationing. 
Dr.  Swartz.  Sure. 

This  is  not  a  statement  that  is  original  for  me,  but  clearly  the 
Medicaid  system  that  we  have  in  this  country  is  an  example  of  one 
form  of  rationing. 

In  some  States,  the  rationing  occurs  more  on  the  basis  of  who  is 
eligible.  That  is  to  say,  they  may  be  very  strict  in  the  criteria  for 
eligibility  for  Medicaid,  but  then  quite  generous  in  the  reimburse- 
ment rate  that  they  provide  Medicaid  care  providers  with. 

Whereas,  in  other  States  such  as  New  York,  there  is  a  far  more 
generous  eligibility  criteria  for  obtaining  Medicaid  coverage,  but 
then  very  strict  reimbursement  fees  for  the  providers. 

And  either  way  you  want  to  look  at  that,  that  is  clearly  rationing 
of  medical  care  to  the  lower  income  members  of  our  country. 

And,  of  course,  you  know,  only  40  percent  of  people  with  incomes 
below  the  poverty  level  are  currently  covered  by  Medicaid.  So  to 
say  that  we  are  covering  the  poor  in  this  country  is  stretching  the 
truth. 

That,  to  me,  is  the  main  example  of  current  rationing.  I  mean, 
there  are  a  lot  of  people  covered  by  that. 
Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 
Mr.  Conyers.  Thank  you. 

Also  from  Connecticut,  the  distinguished  gentleman  from  that 
State,  Mr.  Christopher  Shays. 
Mr.  Shays.  Thank  you,  Mr.  Chairman. 

Again,  thank  you  for  pursuing  your  efforts  in  having  these  hear- 
ings, which  I  think  are  very  interesting  and  extraordinarily  impor- 
tant. 

Maybe  I  would  start  out  with  you,  Dr.  Swartz,  and  say  that  you 
gave  six  very  strong  reasons  why  you  are  against  an  employer- 
based  health  care  system.  Can  you  tell  me  if  there  is  any  reason 
why  we  should  keep  a  program  like  that? 
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Dr.  Swartz.  I  think  the  usual  example  as  to  why  we  ought  to, 
or  the  reason  for  why  we  ought  to  continue  to  build  on  the  em- 
ployer health  insurance  program  is  that  in  one  fell  swoop,  if  we 
were  to  expand  that,  that  we  could  cover  most  of  the  people  that 
currently  do  not  have  health  insurance. 

But  to  me,  that  is  at  an  extraordinary  cost,  so  I  am  on  balance 
against  the  notion  of  expanding  our  health  insurance  coverage  in 
that  way. 

Mr.  Shays.  Let  me  put  it  in  my  own  words.  You  give  six  very 
compelling  reasons  why  not  to  have  it,  but  your  basic — the  other 
argument  would  be  that  we  already  have  that  system  right  now. 

So  to  build  on  the  system  we  have  now  and  expand  it  rather 
than  scrapping  the  whole  thing  and  starting  fresh,  some  would 
argue,  is  an  easier  way  to  go  about  insuring  the  33  million  that 
aren't  covered. 

Dr.  Swartz.  Clearly  the  position  of  a  lot  of  people  in  this  country, 
including  colleagues  of  mine  at  the  Urban  Institute. 

Mr.  Shays.  When  I  use  the  term  an  all-payer  system  as  opposed 
to  a  single-payer  system,  we  are  basically  meaning  the  system  we 
have  right  now  as  employer  based,  Medicare  and  so  on? 

Dr.  Swartz.  No.  I  think  that  an  all-payer  system  would  be  more 
like  the  one  that  has  been  proposed  in  New  York  called  UNYcare, 
whereas  a  single-payer  system  would  be  much  more  like  the  

Mr.  Shays.  I  know  what  a  single  payer  is.  I  am  having  trou- 
ble  

Mr.  Conyers.  If  the  gentleman  would  yield. 
Mr.  Shays.  Yes,  I  would  be  happy  to. 

Mr.  Conyers.  The  all-payer  system  would  allow  more  than  one 
payer,  but  they  would  all  be  under  the  same  requirements,  the 
same  form,  the  same  rules.  It  would  be  more  than  one,  but  they 
would  all  be  operating  the  same  way. 

Mr.  Shays.  OK 

And  let  me  pursue  that.  What  would  be  the  argument  to  have 
then,  as  I  have  listened,  what  would  be  the  logical  argument  why 
we  would  want  an  all-payer  system? 

Dr.  Swartz.  Why  we  would,  or  would  not? 

Mr.  Shays.  Why  would  we  want  it?  I  am  trying  to  find  something 
redeeming  in  value  of  an  all-payer  system. 
Dr.  Swartz.  I  am  in  favor  of  a  single-payer  system. 
Mr.  Shays.  I  know  that. 

Mr.  Galles.  Why  would  we  want  an  all-payer  system? 
Mr.  Shays.  Yes. 

Mr.  Galles.  So  that  more  individuals  would  have  more  choices, 
and  that  there  would  be  options  for  them  for  financing  those 
choices  and  options  for  care  that  are  delivered  by  those  choices. 

Mr.  Shays.  What  would  be  the  similar  rules  that  they  would  all 
conform  to  then? 

Mr.  Galles.  Well,  the  primary  rule  that  we  would  be  concerned 
about  

Mr.  Shays.  Let  me  make  sure  I  am  asking  the  question  that  you 
are  going  to  be  answering. 

If  an  all-payer  system  basically  is  uniform  in  certain  ways,  all 
the  different  insurance  groups  would  come  under  the  same  system, 
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what  would  be  basically  different  and  what  would  be  similar,  in 
general  terms? 

Mr.  Galles.  The  primary  concern  we  have,  which  we  hope  would 
be  addressed  by  an  all-payer  system,  would  be  the  elimination  of 
cost  shifting,  which  exists  now  in  health  care  delivery,  the  dif- 
ference in  what  a  public  payer  pays  and  a  self-insured  payer  pays 
and  a  private  insured  pays  as  a  fee  for  service. 

We  are  anxious  to  see  more  competition  in  the  marketplace 
which  will  drive  costs  down,  not  ones  which  simply  suggest  that  ev- 
erybody gets  to  pay  the  same  fee  for  a  service,  and  that  gets  ex- 
tended as  the  demands  for  health  care  grow. 

We  are  looking  for  ways  to  encourage  reduction  in  prices  by  doc- 
tors and  hospitals.  We  are  looking  for  the  innovative  approaches  to 
the  delivery  of  health  care  whicn  can  be  pursued  under  an  all- 
payer  system,  more  than  they  can  under  a  single-payer  system. 

Mr.  Shays.  Well,  let  me  just  say,  obviously  I  am  going  to  have 
to  do  my  homework  here  without  exposing  more  of  my  ignorance, 
but  it  seems  to  me  you  are  getting  involved  in  the  classic  argument 
of  whether  you  have  one  provider  without  not  duplicate  services,  or 
whether  you  have  many  providing  a  service  and  saying  competition 
is  going  to  bring  the  cost  down. 

So  it  struck  me  that  an  all-payer  system  basically  would  build  on 
the  system  we  have  today,  and  then  have  uniformity,  which  it 
seems  to  me  would  imply  that  it  would  provide  for  an  employer- 
based  program,  it  seems  to  me. 

But  I  am  probably  way  off  h  ere. 

Mr,  Galles.  No,  it  would,  that  is  true. 

Mr.  Shays.  Pardon  me? 

Mr.  Galles.  It  would  provide  for  an  employer-based  program.  It- 
would  certainly  allow  that. 

Mr.  Shays.  So  as  we  look  at  this  puzzle,  we  realize — I  realize, 
others  have  known  for  years— I  am  realizing  that  there  are  an  ex- 
traordinary number  of  different  issues  that  we  are  going  to  have 
to  agree  to. 

In  concept,  Mr.  Macke,  I  agree  with  the  second  to  last  page  of 
your  testimony,  where  you  describe  with  what  you  are  trying  to  do; 
I  mean,  your  quality  of  services,  efficiency  in  price. 

You  want  to  look  toward  tort  reform,  and  I  might  just  say  that 
although  legal  fees  are  only  12  percent  of  the  costs,  but  12  percent 
of  $600  mill  lion  is  $72  million.  And  if  it  were  $700  million,  we  are 
talking  about  $84  million. 

Obviously  we  couldn't  eliminate  all  legal  costs,  but  we  are  talk- 
ing significant  sums  of  money.  I  will  not  vote  for  any  health  care 
program  that  doesn't  provide  for  major  tort  reform.  That  is  just  one 
element. 

I  will  conclude  by  saying  the  more  I  know,  the  less  I  know.  So 
thank  you  for  making  me  realize  how  ignorant  I  am. 

Mr.  Conyers.  I  think  the  gentleman  really  hit  on  a  very  impor- 
tant point  in  his  discussion  about  single  payer  versus  all  payer; 
that  we  are  trying  to  provide  competition  among  the  providers  and 
not  the  insurers. 

And,  my  definition  of  all  payer,  is  not  the  kind  of  all  payer  that 
Mr.  Galles  proposed.  I  want  to  make  that  clear,  because  he  does 
allow  for  differences  to  arise  between  insurance  companies,  which 
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does  bring  about  competition  and  as  you  suggest,  brings  us  back 
to  where  we  are  now. 

Let  me  recognize  the  gentleman  from  Arkansas,  Mr.  Ray  Thorn- 
ton. 

Mr.  Thornton.  Thank  you,  Mr.  Chairman. 

I  also  want  to  thank  you  for  scheduling  this  important  set  of 
hearings  on  one  of  the  most  serious  issues  facing  our  country  today. 
It  is  very  difficult  to  grapple  with  the  complex  issues  which  these 
and  previous  witnesses  have  raised. 

And  we  have  to  guard  against  looking  for  the  easy  solution  where 
there  may  be  none.  I  am  reminded  of  H.L.  Menkin's  statement  that 
to  every  complex  and  difficult  question,  there  is  a  simple  answer, 
and  it  is  wrong. 

And  I  think  that  sometimes  we  err  in  going  for  this  simple  an- 
swer to  very  difficult  questions.  How  do  we  get  from  where  we  now 
are  into  a  greatly  needed  improvement  of  health  care  delivery  serv- 
ices? 

Those  questions  have  been  addressed  by  members  of  this  panel 
today,  and  they  have  suggested  that  our  thrust  should  be  either 
single  payer  or  a  modification  of  the  present  system. 

I  don't  know  that  I  have  an  easy  answer.  Perhaps  in  view  of 
what  I  have  said,  it  is  good  that  I  don't. 

But  I  do  recognize  the  complexity  of  the  problem.  And  I  parallel 
it  in  a  way  to  the  delivery  of  communications  that  we  have  in  this 
country. 

We  have  a  very  fine  single  delivery  system.  It  is  called  the  post 
office.  It  does  a  whale  of  a  good  job  under  a  lot  of  difficult  cir- 
cumstances in  providing  communications,  and  yet  around  the  post 
office  have  grown  up  some  competitors,  Federal  Express,  Purolator, 
United  Parcel  Service,  and  others,  because  of  some  failings  of  the 
Postal  Service  to  delivery  as  quickly  and  promptly  as  some  people 
want. 

And  there  has  been  no  suggestion  that  fiberoptic  networks,  fac- 
simile transmissions  should  be  put  under  the  jurisdiction  of  the 
Postal  Department. 

And  I  wonder  if  we  cannot  find  some  way  of  combining  the  ex- 
traordinary excellence  and  the  highest  quality  of  health  services 
that  is  found  anywhere  in  the  world  with  a  solution  to  the  broad 
need  that  we  have  to  provide  care  for  everyone  in  this  country. 

Do  any  of  you  care  to  address  the  problem  as  I  have  outlined  it? 
Mr.  Galles? 

Mr.  Galles.  We  are  very  uncomfortable  with  any  kind  of  new 
program  that  would  attempt  to  solve  a  problem  as  monumental  as 
this  one.  There  are  in  place  an  incredible  number  of  providers,  and 
they  have  taken  advantage  of  a  system  which  allows  them  to  trans- 
fer costs  that  are  not  borne  by  the  public  sector  to  the  private  sec- 
tor. 

And  while  our  differences  on  the  definition  of  an  all-payer  system 
exist,  we  are  looking  for  a  substantial  way  to  eliminate  that  cost 
shifting. 

We  need  to  stop  cost  shifting.  We  need  to  take — we  need  to  tell 
providers  that  they  cannot  continue  to  maintain  that  practice. 
Small  businesses  cannot  afford  it. 
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You  are  hearing  that  big  businesses  cannot  afford  it.  And  they 
have  us  right  where  they  want  us  right  now.  They  can  create  all 
sorts  of  administrative  cost  mechanisms. 

They  can  transfer  those  costs  freely,  and  if  your  insurance  com- 
pany or  your  self-insured  program  won't  pay  for  it,  they  will  send 
the  balance  bill  to  you  individually,  and  you  will  have  to  bear  that, 
as  long  as  you  still  want  that  care  from  that  provider. 

Mr.  Thornton.  So  one  thing  is  to  eliminate  cost  shifting. 

Mr.  Galles.  Absolutely  essential.  And  we  have  to  find  a  way  to 
address  that  one. 

If  we  don't,  there  will  be  more  of  the  kinds  of  problems  we  have 
today. 

Mr.  Thornton.  Do  we  also  need  to  find  ways  of  reducing  admin- 
istrative costs? 

I  believe  I  heard  you,  Mr.  Macke,  address  that  pretty  thoroughly. 

Mr.  Macke.  Well,  I  think  that  when  we  are  talking  cost  shifting, 
I  think  that  some  of  our  experience  that  every  time  you  get  into 
cost  shifting,  you  raise  your  administrative  costs,  because  of  the 
duplications  of  paperwork  and  the  justification  for  shifting  the  cost, 
just  creates,  it's  almost  geometric. 

If  you  shift  the  cost,  your  administrative  costs  go  up  geometri- 
cally in  order  to  justify  the  shift,  so  we  are  in  full  agreement  that 
we  have  got  to  find  a  way  to  stop  shifting  the  cost  from  one  end 
to  the  other. 

Mr.  Thornton.  All  parties  agree  that  there  is  a  need  or  concern 
about  tort  reform,  yet  most  people  would  say  that  individuals 
should  be  protected  against  malpractice  or  significant  personal  in- 
jury. 

My  concern  is  that  we  need  to  really  zero  in  on  the  specific  ele- 
ments that  need  to  be  addressed  and  come  forward  with  a  complex 
and  detailed  solution  to  the  complex  problem  that  we  have. 

Dr.  Swartz,  I  see  you  shaking  your  head  affirmatively.  Do 
yott  

Dr.  Swartz.  I  am  nodding  my  head  affirmatively,  that  is  right. 
And  I  believe,  and  I  said  that  in  my  statement,  that  these  nitty- 
gritty  details,  the  kinds  of  things  that  we  assume  will  be  taken 
care  of  by  the  Health  Care  Financing  Administration,  it  will  be 
taken  care  of  within  HHS,  or  somehow  there  will  be  a  bureaucracy 
for  that. 

And  I  think  that  we  cannot  assume  that.  I  go  back  to  your  anal- 
ogy of  the  post  office  that  in  some  ways  one  of  the  reasons  that 
Federal  Express  and  others  grew  up  was  the  sense  in  which  the 
cost  had  been  shifted  onto  businesses  from  the  Postal  Service,  and 
they  weren't  getting  a  good  service.  They  would  rather  go  outside 
the  Postal  Service  and  pay  more  full  cost  but  get  more  reliable, 
faster  service,  too. 

And  I  think  that  there  is  a  distrust  of  the  Federal  Government 
taking  over  and  having  a  national  health  insurance  system  in  this 
country  because  we  see  the  way  primarily  Medicare  and  Medicaid 
are  managed,  and  the  rules  set  up  by  HCFA  in  terms  of  how  the 
intermediaries  respond  to  paying  claims  forms  to  physicians  and 
then  to  beneficiaries. 

But  it  seems  like  it  is  all  out  of  whack,  that  the  economies  of 
scale  there  are  missing.  And  so  I  think  that  one  of  the  nitty-gritty 
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details  that  we  ought  to  be  worrying  about  in  particular  is  finding 
what  size,  what  number  of  people  that  we  would  want  to  be  cov- 
ered by  one  particular  insurance  intermediary  paying  those  claims 
under  a  single-payer  national  system. 

Is  it  100,000?  Is  it  90,000?  Is  it  130,000?  What  number  is  it?  And 
then  do  it  well. 

We  do  that  well  in  the  private  sector,  and  I  cannot  believe  that 
we  cannot  do  it  well  within  the  Federal  sector  as  well  or  the  gov- 
ernment sector. 

Mr.  Thornton.  I  want  to  thank  you  for  that  reaffirmation  of 
your  suggestion  that  we  need  to  pay  very  close  attention  to  the  de- 
tails. And  recognize  that  our  task  is  to  come  forward  with  a  strat- 
egy or  plan  which  does  deal  with  very  important  details.  That  does 
open  the  hazard,  Mr.  Chairman,  of  also  making  available  to  oppo- 
nents opportunities  for  damaging  the  plan. 

Abraham  Lincoln  was  thought  to  have  said  that  if  you  want  to 
stop  the  construction  of  a  church,  don't  attack  the  religion,  but 
start  an  argument  over  where  the  church  should  be  located.  And 
recognizing  that  we  have  the  task  of  coming  forward  with  details 
and  careful  planning,  the  assignment  on  us  is  very  heavy,  and  I  ap- 
preciate your  leadership  in  moving  us  in  that  direction. 

Mr.  Conyers.  Thank  you  very  much.  Ray,  if  you  would  yield  for 
just  a  moment,  though,  we  are  glossing  over  one  statistic  I  think 
we  ought  to  

Mr.  Thornton.  I  would  be  pleased  to  yield. 

Mr.  Conyers  [continuing].  Just  put  into  the  account.  The  Fed- 
eral expense  of  administering  Medicare  averages  2  percent.  The 
private  sector  is  11  to  12  percent.  That  is  not  mv  figure,  that  is  the 
General  Accounting  Office.  In  other  words,  in  this  one  area  in  the 
United  States  the  administrative  costs  are  far  more  efficiently  han- 
dled by  the  government.  The  government  efficiency  is  what  elimi- 
nates all  of  the  administrative  overhead  which  now  is  zooming  into 
the  hundred  billion  dollar  plus  figure.  I  just  want  to  put  that  into 
perspective. 

Mr.  Thornton.  Thank  you,  Mr.  Chairman.  I  think  it  is  a  very 
important  point  and  should  be  noted  at  this  point  in  the  record. 
Thank  you,  sir,  and  I  would  yield  back  the  balance  of  my  time. 

Mr.  Conyers.  Could  I  call  on  Dick  Zimmer?  The  gentleman  from 
New  Jersey  is  recognized. 

Mr.  Zimmer.  Thank  you,  Mr.  Chairman.  I  also  appreciate  the  ef- 
fort that  you  have  gone  to  to  present  a  comprehensive  overview  of 
this  important  problem  of  health  care  financing  in  this  country. 

I  would  like  to  ask  Mr.  Galles  a  question  based  on  one  of  the 
starting  points  for  his  presentation,  which  is  the  observation  that 
patients  in  America  don't  act  like  normal  consumers  because  they 
don't  pay  the  largest  portion  of  their  medical  bills.  To  my  mind, 
this  is  at  the  root  of  many  of  the  problems  that  we  face  because 
if  the  person  who  uses  the  service  is  indifferent  to  the  cost  of  the 
service,  then  the  discipline  of  the  marketplace  does  not  apply.  Do 
you  believe  that  it  is  possible  in  a  meaningful  way  to  have  patients 
act  more  like  consumers? 

Obviously,  if  we  increase  copayments  and  deductibles  to  a  large 
extent  we  are  creating  hardship  for  those  that  can  least  afford  the 
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coverage.  So  I  would  like  you  to  address  that,  and  I  would  like  the 
other  members  of  the  panel  to  address  it  as  well. 

Mr.  Galles.  I  would  agree  with  you  that  the  individual  respon- 
sibility is  one  which  we  think  is  essential  to  any  reform  package. 
We  are  concerned  that  it  is  not,  that  individuals  are — individuals 
are  not  even  given  the  chance  to  know  what  those  charges  are 
ahead  of  time.  It  would  be  important  to  consider  in  any  reform  that 
takes  place  that  there  be  mandatory  disclosure  of  costs  in  advance, 
and  the  hard  part  about  doing  that  from  a  provider  perspective  is 
that  they  have  to  figure  out  what  they  are  going  to  shift  to  that 
individual  consumer  or  the  payer  for  that  consumer  based  on  who 
provides  that  coverage  to  that  consumer. 

Right  now,  under  our  current  system,  a  doctor  or  a  hospital  will 
have  a  hard  time  calculating  that  in  advance  of  the  services  that 
are  to  be  rendered.  It  might  be  wise  for  us  to  require  that  doctors 
be  more  active  from  that  perspective  as  well  as  hospitals.  Standard 
services  could  be  priced  appropriately  and  maintained  consistently 
so  that  individuals  walking  in  could  ask  questions  and  get  clear- 
ances and  in  advance  they  could  make  some  choices  about  to  whom 
they  go  and  what  services  they  are  actually  seeking. 

Mr.  Zimmer.  If  I  could  follow  up  on  that  before  the  other  mem- 
bers of  the  panel  add  their  views.  Are  there  any  jurisdictions  that 
actually  provide  on  a  medical  bill,  a  required  provision  on  a  doctor's 
bill,  the  disclosure  of  the  standard  cost  and  the  disclosure  of  what- 
ever surcharge  is  required  for  a  subsidy  to  other  patients?  I  think 
it  might  be  very  helpful  and  might  promote  the  cause  of  reform  if 
we  had  a  detailed  bill  that  a  patient  would  receive,  whether  or  not 
he  is  paying  the  bill,  which  would  disclose,  for  instance,  the  portion 
of  the  final  bill  that  is  attributable  to  administrative  costs. 

Mr.  Galles.  I  think  you  would  very  quickly  engage  more  of  the 
consumers  of  health  care  into  the  debate  if  you  did  that  sort  of 
thing.  I  would  hope  we  could  be  smarter  about  that  and  simply 
move  to  a  more  standard  capping  of  fees  for  services  and  solve  the 
problem  more  quickly. 

Mr.  Zimmer.  Do  the  other  members  of  the  panel  have  a  response 
to  the  issue  of  whether  it  is  at  all  possible  for  patients  to  perform 
like  consumers? 

Mr.  Macke.  My  only  comment  would  be  in  our  own  company 
where  on  our  own  health  programs  that  when  we  asked  our  em- 
ployees to  pay  a  very  small  percentage  of  the  premium,  but  asked 
them  to  participate,  that  it  was  my  observation  that  they  became 
much  more  observant  of  what  the  charges  were  and  became  more 
knowledgeable  of  what  should  the  rates  be  and  where  should  we 
go  for  services. 

So  that  is  a  very  small— one  sampling.  The  consumer  in  this 
country  is — we  are  in  the  retail  business,  and  if  we  are  guilty  of 
anything  it  is  we  tend  to  underrate  the  ability  of  the  consumer  to 
determine  what  the  best  value  is.  And  I  am  confident  that  medical 
services— that  that  same  form  would  probably  apply. 

Dr.  Swartz.  I  think  it  is  very  easy  to  talk  about  consumers  being 
wise  consumers  for  more  standard,  nonemergency  medical  care 
services  that  they  might  seek.  And  I  think  many  people,  particu- 
larly when  they  are  paying  part  of  the  premium,  or  they  have 
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copayments,  do  seek  out  information  about  what  the  charges  will 
be. 

But  when  you  come  to  emergency  services  or  hospitalizations,  I 
think  that  it  is  much  more  difficult  and  complex  to  demand  of 
someone  that  they  find  out  a  lot  of  information  prior  to  entering 
the  hospital.  Many  people  don't  have  the  time  for  that,  and  they 
may  be  under  incredible  emotional  stress.  And  to  ask  them  to  step 
back  and  think  about  whether  something  should  be  done  for  their 
child  or  not  is  probably  unrealistic. 

So  we  have  to  be  conscious,  it  seems  to  me,  of  what  kind  of  medi- 
cal care  we  are  requiring  people  to  do  much  more  shopping  around 
for. 

Mr.  Zimmer.  Under  the  plan  that  you  propose,  would  there  be  an 
opportunity  for  shopping  of  any  sort?  Even  when  there  is  no  emer- 
gency or  no  emotional  crisis? 

Dr.  Swartz.  I  have  not  proposed  a  plan,  but  all  I  was  arguing 
for  was  that  we  should  be  moving  in  my  mind  toward  a  single- 
payer  system  that  looks  much  more  like  Canada's  than  a  play  or 
pay  kind  of  system  that  is  built  on  the  back  of  employers. 

In  a  single-payer  system  where  you  would  say  these  are  the  fees 
that  providers  will  get,  I  don't  think  there  would  be  the  same  ne- 
cessity for  shopping  around  for  prices.  Instead,  you  would  be  shop- 
ping around  for  quality  of  care,  going  after  the  value  that  you  per- 
ceive to  be  getting  from  your  providers. 

Mr.  Conyers.  Would  the  gentleman  yield  to  me? 

Mr.  Zimmer.  I  would  be  glad  to  yield. 

Mr.  Conyers.  Because  one  of  the  things  that  happens  after  the 
third  hearing  is  that  lights  begin  to  go  on.  In  a  single  payer  you 
have  total  freedom  of  choice.  When  you  say,  can  you  shop  around, 
you  can  go  to  any  doctor  you  want  to,  any  hospital  you  want  to, 
just  as  you  do  now,  just  as  Canada  does.  At  the  same  time,  when 
I  hear  about  these  enlightened  consumers,  please,  my  distinguished 
panel,  don't  forget  that  35  million  Americans  don't  have  any  choice 
at  all.  They  can  be  as  unenlightened  as  they  want  or  as  enlight- 
ened as  they  want.  It  is  of  no  consequence. 

But  how  much  more  education  does  someone  need  in  terms  of 
breaking  your  bill  down  when  you  get  hit  with  the  deductibles  and 
the  copayments?  I  mean  you  don't  need  to  be  a  health  specialist  to 
know  that  the  first  couple  hundred  bucks  is  going  to  be  on  you,  or 
that  as  you  point  out,  only  80  percent  is  going  to  be  covered  any- 
way with  plenty  of  expenses. 

So  I  find  this  almost  like  a  kind  of  discussion  in  a  vacuum.  When 
you — Mr.  Macke,  you  have  60,000  workers  on  your  health  insur- 
ance plan — which  is  37  percent  out  of  161,000 — what  about  the  ma- 
jority—two-thirds — that  aren't?  Are  they  unenlightened  or  are  they 
smart  enough  to  know  that  there  is  a  better  deal  somewhere  else 
or  are  they  going  without  insurance? 

I  don't  know  trie  answer  to  that,  and  I  throw  it  out  to  you  to  put 
into  the  record. 

Mr.  Macke.  Well,  I  think  that  when  we  look  at  this  through  the 
national  coalition,  I  think  the  one  thing  that  we  have  had  no  prob- 
lem getting  agreement  on  is  that  every  American  should  have  ac- 
cess to  health  care.  I  mean,  if  we  could  get  an  agreement  on  every- 
thing as  fast  as  we  got  agreement  on  that.  Now  how  we  are  going 
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to  do  that,  we  are  working  on.  As  I  said,  we  hope  to  have  a  rec- 
ommendation by  the  end  of  this  summer,  but  certainly  we  would 
have  that. 

I  think  many  of  the  part-time  employees  that  work  in  any  num- 
ber of  companies  around  this  country  are  insured  through  another 
business  wnere  the  father  works  or  the  spouse  works  or  whatever. 
And  so  that  is  not  all  uninsured. 

But  there  are  too  many  Americans,  and  they  should  have  access 
to  it.  The  question  is  where  is  the  cutoff? 

Mr.  Conyers.  Right.  Well,  I  know  that  101,000  workers  will  be 
glad  to  hear  that  that  works  for  Dayton.  I  don't  know  how  many 
of  them  are  part  time  or  insured  somewhere  else,  but  that  is  prob- 
ably a  standard  statistic,  the  one  that  your  company  represents, 
ana  I  am  happy  to  have  you  bring  that  in. 

I  am  sorry  I  interrupted  you,  Dick.  Please  continue. 

Mr.  Zimmer.  You  added  a  viable  perspective. 

I  have  no  further  questions,  Mr.  Chairman. 

Mr.  Conyers.  I  want  to  thank  the  panel.  We  could  question  you 
some  more,  but  there  is  a  second  panel  that  has  been  waiting,  and 
they  promised  to  bring  us  some  very  important  additional  informa- 
tion. 

Thank  you,  Mr.  Macke,  Mr.  Galles,  and  Dr.  Swartz.  You  have 
been  very  helpful. 

We  now  are  happy  to  receive  our  panelists  for  our  panel  two,  Dr. 
Rachlis,  a  Canadian  himself;  Dr.  Theodore  Marmor  from  Yale  Uni- 
versity, political  science  and  public  policy;  an  old— young  friend, 
Linda  Ldpsen,  legislative  counsel  for  Consumer's  Union;  and  Robert 
Brandon,  vice  president,  Citizen  Action,  which  represents  2V2  mil- 
lion people.  We  welcome  all  the  panelists,  and  we  would  ask  you 
to  summarize  your  comments  because,  as  you  can  see,  the  ques- 
tions almost  always  exceed  the  5-minute  rule. 

Dr.  Rachlis,  you  have  talked  publicly  about  the  problems  of  the 
Canadian  health  system,  and  you  have  some  familiarity  with  our 
own,  so  we  are  delighted  to  start  off  our  discussion  with  you.  And 
I  would  like  to  invite  you  to  make  any  comments  about  any  of  the 
discussions  that  you  have  heard  here  in  the  hearing  during  the 
first  panel. 

STATEMENT  OF  MICHAEL  M.  RACHLIS,  MJ).,  CANADIAN 
PHYSICIAN,  AUTHOR,  SECOND  OPINION 

Dr.  Rachlis.  I  would  like  to  start  off  by  showing  a  videotape 
which  I  think  unfortunately  has  just  been  turned  off. 
Mr.  Conyers.  How  long  is  it? 
Dr.  Rachlis.  It  is  about  1  or  2  minutes. 

Mr.  Conyers.  Oh.  OK.  That  is  right  in  our  style.  If  you  all  have 
your  movie  tickets,  we  will  start  the  second  performance  here. 

Dr.  Rachlis.  I  would  like  to  introduce  this  by  saying  that  I  be- 
lieve that  Canada's  health  care  system  is  not  as  well  resourced  as 
the  United  States.  However,  there  have  been  some  untruths  that 
have  been  said  about  Canada's  system,  and,  in  particular,  that  Ca- 
nadians are  dying  on  lists  for  heart  surgery.  It  has  got  to  the  point 
that  I  believe  that  it  is  misleading  this  committee,  the  Congress, 
and  the  people  of  the  United  States  about  the  true  situation  of  the 
Canadian  health  care  system. 
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I  want  to  play  one  example  of  the  type  of  misleading  information 
the  American  public  has  been  subjected  to,  even  when  journalists 
try  to  do  their  job  properly.  Then  I  want  to  follow  that  up  by  ex- 
plaining why  Canadian  physicians  may  be  somewhat  less  than 
truthful  about  their  own  health  care  system  when  talking  to  Amer- 
ican audiences. 

The  tape  I  am  going  to  show  you  this  morning  is  from  the  public 
broadcasting  system  documentary,  "Borderline  Medicine,"  narrated 
by  Walter  Cronkite,  and  involves  a  segment  filmed  at  the  Van- 
couver General  Hospital  in  February  1990.  Mr.  Cronkite  introduces 
the  segment  by  showing  a  patient  who  is  having  an  angiogram 
done  at  the  Vancouver  General  Hospital,  an  exploration  of  his  coro- 
nary arteries. 

Mr.  Conyers.  All  this  in  2  minutes? 

Dr.  RACHLIS.  And  then  I  will  follow  that  up  with  my  verbal  pres- 
entation. If  we  could  roll  the  tape  now,  please.  I  think  we  will  need 
the  volume  up. 

[Videotape  played  to  committee.] 

Dr.  Rachlis.  OK  Could  we  stop  it  now,  please? 

Mr.  Conyers.  Thank  you  very  much. 

Dr.  Rachlis.  This  is  the  documentary  as  shown  to  tens  of  mil- 
lions of  Americans  earlier  this  year,  and,  unfortunately,  the  im- 
pression is  that  Mr.  Mueller,  with  a  truly  life-threatening  heart 
condition,  had  to  wait  over  5  months  for  his  surgery.  It  is  com- 
pletely false.  According  to  both  Mr.  Mueller  and  Dr.  Huckel  whom 
I  have  spoken  to  personally,  Mr.  Mueller  could  have  had  his  oper- 
ation within  2  to  3  weeks  of  his  angiogram,  even  sooner  if  he  so 
desired.  According  to  both  the  patient  and  Dr.  Huckel,  Mr.  Mueller 
saw  a  cardiac  surgeon  within  one  to  2  weeks  of  his  angiogram,  and 
he  was  offered  immediate  surgery. 

However,  Mr.  Mueller  says  that  he  felt  so  much  improved  with 
the  medication  which  had  been  prescribed  after  his  angiogram  that 
he  declined  surgery  himself.  He  then  spent  a  pleasant  spring  and 
summer  driving  through  the  western  United  States  and  Canada. 

Both  Mr.  Mueller  and  Dr.  Huckel  recall  being  contacted  at  least 
twice  by  Mr.  Libman,  who  was  an  associate  producer  of  the  pro- 
gram. They  only  recall  being  asked  whether  or  not  he  had  had  his 
surgery.  Now,  it  is  understandable  that  a  patient  who  has  perhaps 
limited  understanding  of  English  might  not  have  comprehended 
the  real  question  behind  the  documentary's  presentation.  But  clear- 
ly the  cardiologist,  Dr.  Huckel,  did  understand  that  his  country 
was  being  assessed  for  its  capability  to  perform  cardiac  surgery, 
and  it  is  not  understandable  to  me  why  he  did  not  clarify  the  point 
for  the  producers. 

To  show  how  difficult  it  can  be  for  even  educated  lay  people  to 
figure  out  when  a  doctor  may  be  misleading  the  public  in  Canada 
about  lack  of  resources,  the  producers  for  the  program  contacted 
senior  officials  within  the  British  Columbia  Ministry  of  Health,  as 
well  as  the  Commissioners  of  the  Royal  Commission  on  Health 
Services  which  is  currently  having  hearings  in  British  Columbia, 
and  neither  of  those  organizations  could  assist  the  producers  in  un- 
derstanding the  situation. 

Because  of  my  training  and  my  research  that  I  do  on  coronarv 
heart  disease  I  was  able  to  recognize  immediately  that  such  a  high 
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risk  patient  would  be  very  unlikely  to  have  delayed  surgery.  And 
making  a  few  phone  calls  investigating  the  situation,  I  found  out 
the  truth. 

I  would  suggest  to  you,  Mr.  Chairman,  that  at  least  9  out  of  10 
of  the  horror  stories  that  you  have  heard  about  the  Canadian 
health  care  system  where  patients  are  dying  for  lack  of  resources 
are  either  completely  untrue  or  gross  distortions.  I  would  be  pre- 
pared— if  the  committee  gave  me  the  resources — to  investigate  any 
story  that  this  committee  or  any  other  Member  of  Congress  has 
heard  about  Canadians  dying  on  waiting  lists  or  being  severely  in- 
jured for  waiting. 

Mr.  Conyers.  Well,  Dr.  Rachlis,  if  I  may  just  interrupt,  I  want 
to  thank  you  very  much  because  I  haven't  seen  this  program,  but 
immediately  coming  up  was  a  reference  to  Detroit  and  the  medical 
traffic  across  the  borders.  Our  borders  are  very  open.  And  it  is  the 
easiest  thing — every  time  I  talk  to  a  physician  since  these  hearings 
have  started,  they  say — yes,  you  know,  there  are  a  lot  of  people 
that  come  over  here  for  heart  transplants  from  Canada.  And  I  am 
beginning  to  wonder  how  we  go  about  quantifying  that. 

I  would  like  to  look  at  this  and  then  go  over  with  you  at  some 
other  point  precisely  all  the  kinds  of  debatable  issues  that  were 
presented  here  as  uncontrovertible  fact.  I  think  it  would  be  a  very 
good  exercise  for  the  whole  country. 

Dr.  Rachlis.  I  do  have  some  or  that  information  I  was  going  to 
give  you  next,  in  fact.  There  is  very  little  truth  to  the  stories  of 
large  numbers  of  Canadians  crossing  the  border  to  get  heart  sur- 
gery. The  GAO  has  reported  this  finding  as  well  as  the  Pepper 
Commission.  In  the  Province  of  Ontario,  the  largest  Province  with 
10  million  people,  during  the  1980's  approximately  200  patients 
sought  heart  surgery  in  the  United  States  out  of  about  5,000  or 
6,000  cases  per  year. 

In  early  1990,  doctors  in  Windsor,  across  the  border  from  the  De- 
troit River  in  Detroit,  started  referring  patients  to  Detroit  hos- 
pitals. In  fiscal  1990-91,  approximately  350  Ontario  patients  had 
heart  surgery  in  the  United  States,  which  represents  less  than  5 
percent  oi  the  almost  8,000  heart  cases  that  were  performed  on  On- 
tario residents.  Most  of  these  cases  represented  Ontario  residents 
who  became  sick  while  traveling  in  the  United  States,  particularly 
in  Florida.  And,  in  fact,  our  Prime  Minister's  mother,  Mrs. 
Mulroney,  became  sick  in  Florida  this  past  winter  and  had  urgent 
heart  surgery  there. 

So  there  is  virtually  no  truth  to  masses  of  Canadians  crossing 
the  border. 

There  is  another  reason  why  the  situation  may  appear  to  be  dire, 
particularly  in  the  Windsor  community.  I  would  like  to  quote  Dr. 
Dennis  Psutka,  who  is  a  former  Assistant  Deputy  Minister  of 
Health  with  the  Ontario  Government  and  presently  chairs  the 
Southwest  Ontario  Cardiovascular  Care  Committee.  He  said  that 
waiting  lists  have  become  places  to  hide  inoperable  patients.  Pa- 
tients are  sometimes  placed  on  waiting  lists  to  give  them  hope. 
However,  according  to  Dr.  Psutka,  they  are  never  given  surgery. 
Therefore,  it  may  appear  that  someone  has  been  on  a  waiting  list 
for  surgery  for  a  year — as  many  publicized  cases  in  Windsor — but 
have  died  without  their  surgery.  But  these  are  patients  for  whom 
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an  operation  is  never  contemplated  and  yet  the  surgeons,  to  give 
them  "hope,"  are  putting  them  on  a  waiting  list. 

I  really  cannot  make  the  point  strongly  enough  that  while  we  do 
have  some  waiting  lists  for  certain  procedures,  particularly  for  elec- 
tive procedures,  that  the  situation  is  not  nearly  as  dire  as  this  com- 
mittee or  other  Members  of  Congress  may  have  heard.  And  I  think 
that  while  I  feel  the  Canadian  system  does  have  problems,  they  are 
not  what  this  committee  and  other  Members  of  Congress  have 
heard  them  to  be. 

And  while  I  feel  that  it  is  not  sensible  for  any  country  to  wholly 
adopt  another  country's  health  care  system,  I  feel  that  you  are  not 
being  able  to  consider  the  matter  carefully  enough  because  of  these 
misleading  stories  about  the  Canadian  system. 

I  just  want  to  summarize,  then,  some  of  the  main  lessons  I  do 
feel  that  America  can  learn  from  the  Canadian  system.  First  of  all, 
the  cost  savings  are  very  real.  Canada's  system  is  much  cheaper 
than  that  of  the  United  States,  as  the  GAO  report  has  indicated, 
primarily  because  of  lower  administrative  costs,  somewhat  lower 
physician  incomes,  particularly  for  specialists  and  surgeons,  and 
lower  malpractice  costs.  There  is  very  little  evidence  that  the 
health  of  Canadians  has  suffered  at  all  because  of  lack  of  servicing. 

Second,  Canada's  system  is  not  unfunded,  but  it  is  seriously 
undermanaged.  There  are  almost  no  resources  expended  on  strate- 
gic planning,  evaluation  of  medical  practice,  quality  assurance, 
technology  assessment.  In  fact,  you  do  much  more  of  that  then  we. 
And  we  also  seriously  lack  management  information  systems. 

Now  part  of  that,  of  course,  is  our  administrative  savings,  but 
only  a  small  amount.  With  computers  these  days  we  could  have  a 
much  better  managed  system  by  spending  just  a  few  millions  more 
than  we  are  now. 

Third,  there  is  very  little  managed  care,  although  that  segment 
is  growing.  And  it  is  providing  an  interesting  example,  I  think,  par- 
ticularly tne  Province  of  Ontario  and  the  Province  of  

Mr.  Conyers.  Excuse  me.  What  do  you  mean  when  you  say  man- 
aged care? 

Dr.  Rachlis.  That  is  an  excellent  question.  What  I  mean  by  man- 
aged care  is  care  that  involves  vertical  integration  of  services.  The 
financial  linking  of  hospital  services  with  ambulatory  services.  And 
care  that  is  prospectively  guided  by  guidelines  from  medical  prac- 
tice developed  by  consensus,  primarily  by  medical  doctors.  And 
where  one  individual — who  could  be,  in  fact,  a  doctor  or  nurse  pro- 
viding services  to  the  patient — has  the  overall  responsibility  for  co- 
ordination of  that  patient's  care.  This  could  be  like  a  well-run  HMO 
or  other  co — in  fact,  in  Ontario— a  particular  type  of  organization 
called  a  comprehensive  health  organization  is  starting  to  he  funded 
this  year  which  looks  more  like  what  the  British  would  call  a  re- 
gional help  authority. 

Mr.  Conyers.  Well,  managed  care,  usually  in  my  mind  creates 
notions  of  an  HMO.  HMO  is  a  form  of  managed  care? 

Dr.  Rachlis.  Absolutely. 

Mr.  Conyers.  But  not  anywhere  to  the  detail  that  you  have  just 
described.  Thank  you  very  much. 

Dr.  Rachlis.  And  then  the  last  lesson  I  think  that  Americans 
learn  about  Canada's  system  is  that  the  United  States  could  imple- 
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ment  a  national  health  care  program  which  implements  the  effi- 
ciencies inherent — particularly  savings  to  the  administration — with 
the  efficiencies  inherent  in  managed  care. 

And  I  would  like  to  suggest  that  although  I  think  the  Canadian 
system  is  superior  in  many  ways  to  the  American  system,  it  is  cer- 
tainly far  from  perfect.  And  I  think  that  the  United  States  has  a 
unique  opportunity  as  being  one  of  the  last  kids  on  the  block,  to 
get  into  a  national  health  program  to  really  do  it  right.  You  can 
build  on  your  strengths  of  managed  care,  clinical  guidelines  devel- 
opment, technology  assessment  and  develop  a  system  which  could 
be  a  model  for  the  rest  of  the  world. 

Mr.  Conyers.  Thank  you  so  much.  Very  good  beginning. 

[The  prepared  statement  of  Dr.  Rachlis  follows:] 
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Americans  have  been  mislead  about  Canadians'  lack  of  access  to 
high-technology  health  care.  The  Public  Broadcasting  System 
documentary,  Borderline  Medicine.  claimed  that  a  high-risk 
Vancouver  heart  patient  waited  more  than  five  months  for  his 
surgery.  In  fact  he  could  have  had  his  operation  within  two  weeks 
but,  he  decided  himself  not  to  have  his  surgery.  However,  his 
cardiologist  did  not  so  inform  the  producers  of  Borderline 
Medicine . 

Dr.  Dennis  Psutka,  a  former  senior  official  with  the  Ontario 
Ministry  of  Health  and  presently  chair  of  the  Southwest  Ontario 
CArdiovascular  Care  Committee,  says  that  some  patients  who  are 
inoperable  are  put  on  waiting  lists  for  surgery.  Dr.  Psutka 
claims  that  the  surgeons  do  this  to  offer  their  patients  some 
'hope' .  However,  this  could  leave  the  impression  that  some 
patients  are  waiting  more  than  a  year  for  their  operations  but 
die  before  they  have  surgery,  when  in  fact  there  was  no  intention 
of  performing  surgery. 

The  Canadian  health  care  system  does  have  problems  but  they  are 
not  what  Americans  (or  Canadians)  perceive  them  to  be.  The 
Canadian  system  is  skewed  towards  providing  services  by  doctors 
within  hospitals.  There  are  structural  barriers  to  delivering 
more  appropriate  care  on  an  ambulatory  basis  by  non-physician 
providers.  There  is  overuse  of  diagnostic  tests  and  over- 
prescribing  of  drugs,  particularly  to  seniors.  Much  of  this 
inappropriate  care  is  related  to  the  volume-driven  fee-for- 
service  system  of  payment  for  physician  services. 

There  is  very  little  managed  care  within  the  Canadian  system  and 
there  is  less  quality  assurance  and  technology  assessment  than  in 
the  United  States.  The  major  strength  of  the  Canadian  system  is 
public  administration  of  insurance.  The  major  weakness  is  the 
lack  of  public  management.  The  problems  of  the  Canadian  system 
are  not  inherent  to  the  public  health  insurance  model. 

The  main  lesons  that  Americans  can  learn  from  Canada's  health 
care  system  are  as  follows: 

1.  The  cost  savings  are  real.  Canada's  system  is  much 
cheaper  than  the  that  of  the  US  primarily  because  of  lower 
adminstrative  costs,  lower  physician  incomes,  and  lower 
malpractice  costs.  There  is  very  little  evidence  that  the  health 
of  Canadians  has  been  particularly  affected  by  lack  of  services. 

2.  Canada's  system  is  not  underfunded  but  it  is  seriously 
undermanaged .  There  are  almost  no  resources  expended  on  strategic 
planning,  evaluation  of  medical  practice  (including  medical 
technology),  practice  guidelines,  quality  assurance  programs, 
management  information,  etcetera. 
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'3*.  There  is  very  little  managed  care  although  that  segment 
is  growing. 

4.  The  US  could  implement  a  national  health  program  which 
melded  the  efficiencies  inherent  in  public  health  insurance  with 
the  efficiencies  inherent  in  managed  care.  The  US  has  a  unique 
opportunity  to  build  upon  its  strengths  of  managed  care  and 
clinical  guideline  development  and  develop  a  system  which  could 
be  a  model  for  the  rest  of  the  world. 
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Introduction: 

I  am  honoured  to  have  been  invited  to  address  the  Committee  on 
Government  Operations  of  the  House  of  Representatives  of  the 
United  States  Congress.  I  will  be  talking  to  you  today  about  the 
problems  facing  Canada's  health  care  system.  The  Committee  has 
received  a  report  on  Canada's  health  care  system  which  it 
commissioned  from  the  General  Accounting  Office  (GAO).  I  believe 
that  report  has  fairly  outlined  the  obvious  advantages  of  cost 
and  access  for  the  Canadian  system.  Today  I  will  deal  with  the 
perceived  lack  of  access  to  high  technology  in  the  Canadian 
system,  give  my  opinion  on  the  real  problems  facing  Canada's 
health  care  system,  and  then  outline  a  few  lessons  that  the 
United  States  might  draw  from  Canada  as  you  consider  major 
reforms  to  your  health  policy.  I  will  start  my  remarks  by 
describing  an  example  of  the  the  type  of  misleading  information 
that  the  media  has  provided  Americans  on  Canadians'  access  to 
high  technology  medical  care. 

The  Misleading  of  the  American  Public  about  Canadian  Cardiac  Care 

The  Public  Broadcasting  System  broadcast  Borderline  Medicine  in 
February.  The  program  serves  as  an  example  of  how  an  honest 
attempt  to  bring  clear  information  to  the  American  public  about 
Canada's  health  care  system  has  instead  inadvertantly  mislead 
Americans  and  their  decision-makers. 

Borderline  Medicine  compares  health  services  in  the  two  countries 
for  expectant  mothers,  heart  patients,  and  cancer  patients.  The 
producers  went  to  great  lengths  to  identify  similar  patients  in 
both  countries  and  then  followed  their  care.  A  production  team 
spent  a  half  day  in  the  Vancouver  General  Hospital's  cardiac 
catheterization  laboratory  with  Dr.  Victor  Huckle,  a  staff 
cardiologist,  in  February,  1990.  Mr.  Albert  Mueller  was  one  of 
the  patients  that  morning. 

During  th®  film,  Dr.  Huckle  describes  Mr.  Mueller  as  sufering 
from  severe  angina.  Th©  angiogram  shows  that  Mr.  Mueller  has 
almost  total  occlusion  of  his  left  main  coronary  artery  and 
significant  obstruction  of  his  right  coronary  artery.  During  the 
catheterization,  Dr.  Huckle  advises  Mr.  Mueller  that  his 
condition  is  serious  and  that  he  should  have  urgent  surgery. 
However,  he  also  advises  Mr.  Mueller  that  he  might  have  to  wait 
months  for  his  operation. 

Later  the  producers  spent  a  half  day  in  Detroit  Harper  Hospital ' s 
cardiac  catheterization  laboratory.  The  American  doctors  were 
perplexed  that  a  Canadian  with  such  a  high-risk  condition  (as  Mr. 
Mueller's)  could  wait  months  for  his  surgery. 

The  documentary  follows  Mr.  Mueller  for  five  months  and  finds  him 
still  waiting  for  surgery  five  months  later.  The  audience  is  left 
with  the  impression  that  many  Canadians  must  be  dying  because  of 
lack  of  facilities  for    acute  interventional    therapies  for  heart 
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disease.  It  has  left  the  lasting  impression  that  a  Canadian- 
style  health  care  system  would  be  unpalatable  to  voters. 
Furthermore,  as  most  members  of  Congress  are  middle-aged  men,  the 
story  of  a  middle-aged  man  waiting  months  for  this  potentially 
life-saving  surgery  has  particular  meaning  for  them. 

Unfortunately,     this    impress ion  is  ialse    and  the  facts  of  Mr 

Mueller's  case  were  not  as  reported.  According  to  both  Mr. 
Mueller  and  Dr.  Huckle,  Mr.  Mueller  could  have  had  his  operation 
within  two  to  three  weeks  of  his  angiogram,  if  he  had  so  desired 
According  to  both  the  patient  and  Dr.  Huckle  Mr.  Mueller  saw  a 
cardiac  surgeon  within  one  to  two  weeks  of  his  angiogram  and  he 
was  offered  immediate  surgery.  However,  Mr.  Mueller  says  that  he 
felt  so  much  improved  with  the  medication  which  had  been 
prescribed  after  his  angiogram  that  he  declined  surgery.  He  then 
spent  a  pleasant  spring  and  summer  driving  through  the  western 
United  States  and  Canada. 

Both  Mr.  Mueller  and  Dr.  Huckle  recall  being  contacted  at  least 
twice  by  Mr.  Jeff  Libman  (an  associate  producer  of  Borderline 
Medicine)  after  the  February  angiogram.  They  recall  Mr.  Libman 
asking  if  Mr.  Mueller  had  had  his  surgery  and  they  both  claim  to 
have  replied  negatively  without  being  asked  further  questions. 
Mr.  Libman  also  talked  to  senior  civil  servants  within  the 
British  Columbia  Ministry  of  Health  and  the  British  Columbia 
Royal  Commission  on  Health  Services  and  Costs.  Unfortunately  none 
of  these  officials  suspected  that  Mr.  Mueller  might  have 
cancelled  his  own  operation.  Mr.  Libman  and  the  American  public 
were  left  with  the  impression  that  Mr.  Mueller  desperately  needed 
surgery  and  there  weren't  enough  resources  to  do  his  operation 
within  a  safe  waiting  period. 

Mr.  Mueller's  first  language  is  not  English  and  it  Is  quite 
possible  that  he  did  not  know  the  relevance  of  Mr.  Libman' s 
questions.  However,  it  is  puzzling  why  Dr.  Huckle  didn't  clarify 
the  matter  for  Mr.  Libman.  He  knew  that  Borderline  Medicine  was 
assessing  the  resources  for  cardiac  care  in  Canada.  He  knew  that 
his  answers  would  lead  the  producers  to  believe  that  there  were 
severe  constraints  on  resources  for  such  car©.  He  knew  that  Mr. 
Mueller  could  have  had  his  surgery  within  two  weeks  but  had 
declined  surgery  himself.  Furthermore,  Dr.  Huckle  sent  a  letter 
of  congratulations  to  the  Producer  of  Borderline  Medicine  after 
it  was  broadcast  and  the  letter  did  not  mention  the  misleading 
nature  of  the  cardiac  care  segment. 

Dr.  Charles  Wright,  Vice  President  Medicine  at  the  Vancouver 
General  Hospital  says  that  at  best  Dr.  Huckle 's  behaviour  was 
highly  inappropriate  and  at  worst  an  attempt  to  manipulate  the 
situation  to  gain  more  resources  for  his  specialty. 
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This  '  behaviour  might  be  classified  as  "orchestrated  outrage". 
Professor  Robert  Evans  of  the  University  of  British  Columbia 
suggested  this  term  for  the  process  by  which  physicians  attempt 
to  convince  the  rest  of  the  population  to  cut  a  larger  slice  of 
the  economic  pie  for  health  care  services  (1). 

"The  rhetoric  of  underf unding,  shortages,  excessive  waiting 
lists,  and  so  on  is  an  important  part  of  the  process  by  which 
providers  negotiate  their  share  of  public  resources  --  including 
their  own  incomes."  (1) 

According  to  data  from  the  Vancouver  General  Hospital  for  the 
period  February  to  April,  1990  almost  one-half  of  all  non- 
emergency* cardiac  surgery  cases  were  performed  within  one  week 
of  their  being  booked.  Emergency  cases  are  completed  within  hours 
or  a  few  days  of  being  booked.  These  objective  data  should  be 
contrasted  with  Dr.  Huckle's  statements  in  Borderline  Medicine, 

"The  waiting  time  for  elective  surgery  can  be  more  than  a 
year.  The  waiting  time  for  urgent  surgery  can  be  up  to  several 
months  and  the  waiting  time  for  emergency  surgery,  depending  on 
what  other  emergencies  are  waiting,  can  be  up  to  several  weeks 
time. " 

The  United  States  General  Accounting  Office  report,  Canadian 
Health  Insurance:  Lessons  for  the  United  States,  found  similar 
evidence  on  waiting  times  (2).  The  GAO  surveyed  directors  of  10 
Ontario  cardiovascular  surgery  programs  and  found  that  none 
reported  waits  for  emergency  surgery.  Three  of  ten  reported  no 
waits  for  urgent  surgery  (reported  waiting  times  for  other 
programs  varied  from  1  to  30  days).  One  of  ten  reported  no  waits 
for  elective  surgery  (reported  waiting  times  for  other  programs 
varied  from  7  to  180  days). 

There  is  no  doubt  that  Canada's  rate  of  open  heart  surgery  is 
less  than  the  United  States .  There  is  no  question  that  some 
elective  patients  of  popular  surgeons  at  certain  facilities  can 
wait  months  for  care.  However,  Americans  should  not  believe  that 
scarce  resources  result  in  heart  patients  with  emergent  or  urgent 
conditions  waiting  undue  periods. 


There  is  another  reason  why  it 
wait  unduly  for  their  operations, 
former  assistant  deputy  minister 


may  appear  that  heart  patients 
According  to  Dr.  Dennis  Psutka, 
with    the    Ontario    Ministry  of 


*  According  to  Dr.  Wright,  the  cardiac  surgeons  at  the 
Vancouver  General  have  refused  to  classify  any  of  their  patients 
as  being  elective.  They  only  use  the  terms  emergent  and  urgent. 
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Health'  and  presently  chair  of  the  Southwest  Ontario 
Cardiovascular  Care  Committee,  waiting  lists  have  become  places 
to  'hide'  inoperable  patients.  Dr.  Psutka  says  that  patients  who 
are  not  operable  are  sometimes  placed  on  waiting  lists  to  give 
them  some  hope.  However,  according  to  Dr.  Psutka,  they  are  never 
given  surgery  and  it  may  appear  that  they  wait  long  periods  of 
time . 

There  is  also  little  truth  to  the  stories  of  large  numbers  of 
Canadians  crossing  the  border  to  get  heart  surgery.  The  GAO  has 
reported  this  finding  as  well  as  the  Pepper  Commission.  In 
Ontario,  during  the  1980s  approximately  200  patients  sought  heart 
surgery  in  the  US  out  of  about  5000  to  6000  cases  per  year.  In 
early  1990,  doctors  in  Windsor  (across  the  border  from  Detroit) 
started  referring  their  patients  to  Detroit  hospitals.  In  fiscal 
1990-91  approximately  350  Ontario  residents  received  heart 
surgery  in  the  US.  This  was  less  than  5%  of  the  7650  cases  (3). 
Many  of  these  cases  represented  Ontario  residents  who  became  sick 
while  travelling  in  the  US,  not  Ontario  residents  who  chose  to  go 
to  the  US  for  their  surgery.  In  fact,  Prime  Minister  Mulroney's 
mother  became  sick  in  Florida  this  winter  and  had  urgent  surgery 
there. 

The  Real  Problems  of  the  Canadian  Health  Care  System 

The  Canadian  system*  does  have  real  and  important  problems 
although  they  are  not  what  the  American  (or  Canadian)  public 
might  think  they  are.  The  first  problem  is  that  the  health  care 
system  is  not  nearly  as  important  for  people's  health  as  we  have 
come  to  believe  in  North  America.  The  second  problem  is  that 
there  are  many  structural  inefficiencies  within  the  Canadian 
health  care  system. 

There  la  more  to  health  than  health  care 

Many  authorities  have  noted  that  while  health  care  is  very 
important  to  some  people  at  some  times,  it  is  a  relatively  minor 
determinant  of  health  status.  It  is  fairly  broadly  appreciated 
that  our  health  is  affected  by  how  we  live,  where  we  work,  what 
we  eat,  whether  we  smoke,  etc.  However,  there  is  little 
appreciation  for  the  fact  that  the  health  care  system  has 
relatively  little  ability  to  compensate  for  these  other  factors. 

One  of  the  studies  that  best  illustrates  this  latter  phenomenon 
was  conducted  in  England  in  the  late  1960s  and  early  1970s  (4). 
Over  17,000  British  civil  servants  in  London  were  examined 
between  1967  and  1969  and  then  followed.  The  civil  servants  were 
divided  into  four  classes.  The  administrative  class  was  composed 
of  senior    administrators.  The    executive/  professional  class  was 
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composed  of  raid-level  managers  and  professionals  such  as 
engineers.  The  clerical  class  was  composed  of  clerks  and  other 
white-collar  workers.  The  'other'  class  was  mainly  composed  of 
manual  labourers. 

Figure  I  from  reference  4,  shows  the  cumulative  mortality  over  10 
years  of  follow-up.  Approximately  four  percent  of  the 
administrative  class  died  over  ten  years  of  follow-up.  However, 
eight  percent  of  the  executive  professional  class,  twelve  percent 
of  the  clerical  class,  and  more  than  sixteeen  percent  of  the 
manual  labourers  died  over  ten  years. 

Great  Britain's  health  care  system  is  not  nearly  as  well 
resourced  as  Canada's  or  the  United  States'.  However,  it  does 
provide  complete  coverage  of  the  population  and  its  emergency 
care  is  of  very  high  quality.  This  study  shows  that  inequalities 
of  health  status  across  a  population*  will  persist  even  with  a 
national  health  program. 

Canada's  Health  Care  System  is  Riddled  with  Structural 
Inefficiencies 

Canada  built  up  its  public  health  insurance  by  first  providing 
coverage  for  hospital  care  (in  1957)  and  then  outpatient  medical 
care  (in  1966).  This  has  skewed  the  Canadian  system  towards 
institutional  services  provided  by  doctors.  Hospitals  are  often 
used  when  it  would  be  more  appropriate  to  use  nursing  homes.  And 
yet  Canada's  rate  of  long-term  institutionalization  of  its 
elderly  is  one  of  the  highest  of  any  OECD  country.  Although  the 
inappropriate  use  of  personnel  is  not  as  bad  as  in  the  US, 
specialist  phsyicians  see  patients  who  would  be  better  managed  by 
general  practititioners  and  GPs  see  patients  who  would  be  better 
managed  by  nurses  or  other  personnel.  Furthermore,  health 
personnel  of  all  types  see  patients  who  should  never  enter  the 
system  at  all, 

There  is  also  tremendous  overuse  of  diagnostic  tests  and 
overprescription  of  drugs.  Two  to  5%  of  all  admissions  of  the 
elderly  to  acute  care  hospitals  are  caused  by  adverse  drug 
reactions.  Much  of  this  inappropriate  care  is  related  to  the 
volume-driven,  f ee-f or-service  system  of  payment  for  physicians 
services . 


*  Of  course  the  United  States  has  marked  inequalities  in 
health  status,  particularly  between  the  white  and  black 
populations . 
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Figure  I.  Whitehall  study,  age-adjusted,  all  cause  ^rtality 
among  four  grades  of  the  British  civil  service  over  10  years  of 
follow-up.  From  reference  4. 
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Canada  has  Public  Payment  for  Private  Practice  not  Socialized 
Medicine 

Americans  (and  even  many  Canadians)  describe  the  Canadian  health 
care  system  as  socialized  medicine.  However,  the  payment  side  is 
the  part  that  has  been  'socialized' ,  the  providers  of  health 
care,  doctors  and  hospitals,  are  almost  all  private. 

In  fact,  an  easy  way  for  Americans  to  conceive  of  the  Canadian 
system  is  to  recall  the  US  system  in  1958.*  Almost  all  doctors 
are  self-employed  professionals  paid  on  f ee-f or-service  although 
some  do  work  for  hospitals,  universities,  and  community  clinics. 
Nearly  all  hospitals  are  also  private  corporations  although 
almost  all  of  these  are  non-profit.  They  are  subject  to 
regulation,  of  course,  just  like  in  the  United  States.  There  are 
no  health  maintenance  organizations  (HMOs)**  and,  in  fact,  there 
is  little  managed  care  of  any  sort.  There  are  virtually  no 
guidelines  for  clinical  practice  and  little  peer  review  or 
quality  assurance  of  any  consequence  (5).  There  is  almost  no 
strategic  planning  and  few  (if  any)  goals  or  priorities. 

The  Canadian  system  stands  in  contrast  to  the  National  Health 
Service  (NHS)  in  Great  Britain  where  all  specialist  physicians 
are  employees  of  the  NHS  and  almost  all  the  hospitals  are  owned 
by  the  NHS.  One  Canadian  physician  has  labeled  the  Canadian 
health  care  system  as  "public  payment  for  private  practice'. 

The  Implications  of  public  payment  for  private  practice 

If  individual  doctors  make  their  own  clinical  decisions,  there 
are  few  guidelines  for  practice,  and  almost  no  meaningful  peer 
review,  then  it  is  clearly  facile  to  blame  any  observed  problems 
in  patient  management  and  outcome  on  public  health  insurance. 


*  This  was  the  year  that  national  hospital  insurance  was 
implemented  in  Canada. 

**  The  Ontario  Ministry  of  Health  has  developed  a  program  to 
fund  comprehensive  health  organizations  (CHOs)  which  would  be 
non-profit  HMOs.  Other  provinces  are  investigating  these  programs 
as  well.  Ontario  does  fund  about  90  health  service  organziations 
(HSOs)  which  receive  capitation  payments  for  ambulatory  care. 
However,  even  in  Quebec,  Ontario,  and  Saskatchewan  (the  provinces 
with  the  largest  non  f ee-f or-service  sector),  the  f ee-f or-service 
segment  provides  care  to  more  than  95%  of  the  population. 
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For  example,  there  are  no  guidelines  for  which  patients  should 
have  coronary  artery  bypass  surgery  at  the  Vancouver  General 
Hospital  and  no  written  guidelines  for  priorizing  patients.*  In 
early  1990,  the  average  wait  for  non-emergency  open  heart  surgery 
at  the  Vancouver  General  Hospital  varied  fourfold  depending  upon 
the  surgeon.  Similar  variations  in  waiting  time  have  been  found 
in  Ontario  and  were  reported  in  the  GAO  report. 

Dr.  Dennis  Psutka,  a  former  senior  official  with  the  Ontario 
Ministry  of  Health,  says  that  a  long  waiting  list  is  a  matter  of 
"macho  imagery'  for  a  surgeon.  Dr.  Psutka  says  that  one  Ontario 
surgeon  with  an  exceptionally  long  list  never  informs  patients 
that  they  could  get  their  operation  much  sooner  from  another 
surgeon  in  his  own  hospital. 

Resources  in  health  care  are  usually  allocated  on  the  basis  of 
doctors'  decisions  not  government  decisions.  For  example,  in  1988 
in  the  midst  of  a  perceived  crisis  of  lack  of  resources  for 
cardiac  surgery,  the  Toronto  General  Hospital  re-allocated  one 
and  one-half  days  of  operating  room  time  from  heart  surgery  to 
general  surgery.**  This  decision  was  made  by  the  department  of 
surgery,  not  the  hospital  board  and  not  the  provincial 
government.  This  decision  may  have  resulted  from  the  cardiac 
surgeons  losing  a  political  battle  with  the  general  surgeons. 
This  was  clearly  not  a  decision  that  would  have  been  made  by  the 
ministry  of  health  which  was  under  severe  attack  at  that  time  for 
not  providing  enough  funds  for  cardiac  care.  This  type  of 
evidence  directly  refutes  the  claim  by  the  Health  Insurance 
Association  of  America  that, 

there  is  little  doubt  that  the  allocation  of  health 
care  resources  is  centrally  planned,  just  as  it  would  be  in  a 
socialist  state."  (6) 

In  ambulatory  care,  the  situation  is  even  worse.  There  is  almost 
no  quality  assurance  in  this  area  even  though  provincial 
physicians  regulatory  agencies  are  beginning  to  make  some  changes 
(5).  Policies  vary  from  province  to  province  but  there  is  almost 
no  scrutiny  of  doctors  billings.  Most  provinces  have  developed 
computerized  procedures  for  identifying    unusual  billing  patterns 


*  The  British  Columbia  ministry  of  health  has  convened  a 
consensus  panel  of  physicians  to  strike  guidelines.  Physicians  in 
Ontario  have  developed  methods  for  priorizing  patients  but  the 
system  is  voluntary. 

**  This  could  amount  to  4  to  6  cases  per  week  or  200  to  300 
cases  per  year. 
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but  there  are  major  problems  with  these  programs.  Firstly,  these 
programs  only  flag  those  doctors  whose  billing  patterns 
significantly  differ  from  the  mean  (typically  2  standard 
deviations  from  the  norm).  There  is  no  objective  assessment  as  to 
whether  the  mean  is  appropriate.  Secondly,  few  physicians  who  are 
identified  in  the  screening  process  are  subsequently  referred  for 
further  investigation. 

The  Ontario  Auditor  noted  that  less  than  10%  of  the  doctors 
identified  by  the  computer  screening  process  are  referred  for 
further  investigation.  For  the  four  fiscal  years  1986  -  1990,  the 
Ontario  Health  Insurance  Plan  referred  fewer  than  70  doctors 
annually  (out  of  over  13,000  licensed  doctors)  to  the  Medical 
Review  Committee  of  the  College  and  the  College  recommended 
recoveries  of  money  from  less  than  40  per  year.  According  to  the 
Provincial  Auditor,  during  these  four  years,  a  total  of  $3.5 
million  was  recovered.  This  was  approximately  0.03%  of  the 
billings  during  this  period.  The  doctors  involved  represented 
only  0.2%  of  the  doctors  in  the  Province  (7). 

Cost  control  is  even  more  tenuous  for  ambulatory  care  because, 
like  the  United  States,  Canada's  physician  to  population  ratio  is 
going  up  by  2  to  3%  per  year  (8)  and  almost  all  doctors  are 
reimbursed  on  a  volume-driven  ( f ee-f or-service )  system.  Costs 
have  also  escalated  markedly  for  drugs.  Most  provinces  have  drug 
plans  for  the  elderly  and  those  on  social  assistance.  Some  have 
co-payments  and  deductibles.  The  cost  of  the  Ontario  Drug  Benefit 
Plan  has  increased  at  nearly  20%  per  year  since  it  was 
implemented  in  the  1974. 

Provincial  governments  do  have  fairly  tight  control  over  high 
technology.  Typically,  they  must  authorize  new  capital 
expenditures  (beds  or  expensive  equipment  like  CAT  and  MRI 
scanners)  before  capital  and  operating  funds  are  available.*  As 
provincial  governments  find  they  have  few  controls  over  the  costs 
of  ambulatory  care,  they  tend  to  be  miserly  with  what  money  is 
discretionary.  This  latter  category  includes  high  techology  as 
well  as  public  health,  community  services,  health  promotion,  and 
to  a  certain  extent  hospital  budgets. 

Few  medical  interventions  are  thoroughly  evaluated  before  they 
diffuse  into  practice  (9,10).  Provincial  ministries  considered 
themselves  pay  agencies  up  until  recently.  Typically,  they  do  not 
have    the    personnel    necessary    to    properly      evaluate  medical 


*  In  most  provinces,  the  local  hospital  must  raise  a  portion 
of  the  capital  funds  and  then  the  ministry  will  pay  the  balance 
of  the  capital  and  all  the  operating  costs. 
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technology  or  other  health  care  programs.  As  provincial 
governments  have  become  increasingly  concerned  about  the  cost  of 
government  they  have  not  freed  up  the  money  for  these  essential 
management  functions.  Similarly,  provincial  governments  spend 
inadequately  on  management  information  systems,  strategic 
planning,  economic  evaluation,  etc.  The  institutional  division  of 
the  Ontario  Ministry  of  Health  has  only  about  60  non-clerical 
staff  to  administer  a  budget  of  nearly  $7  Billion. 

The  federal  government  and  the  provinces  have  established  a 
technology  assessment  clearing  house  and  some  provinces  have 
established  technology  assessment  councils  but  the  budgets  are 
small  and  the  task  enormous.  There  are  some  promising 
developments  in  Canada.  The  Canadian  Task  force  on  the  Periodic 
Health  Examination  publishes  regular  reports  on  screening  and 
diagnostic  tests.  Doctors  in  Ontario  have  established  a  consensus 
process  to  develop  guidelines  for  priority  for  patients  waiting 
for  bypass  surgery.  However,  Canada  needs  to  put  millions  of 
dollars  more  into  these  processes  to  ensure  that  patients  are 
getting  appropriate  care  in  a  timely  fashion. 

public  health  insurance 

The  problems  of  Canada's  health  care  system  are  not  inherent  to 
the  public  health  insurance  model.  As  the  report  of  the  General 
Accounting  Office  noted,  the  addition  of  managed  care*  to  a 
national  health  insurance  program  might  well  improve  the 
appropriateness  and  efficiency  of  care  delivery  (2). 

Although  it  may  be  counter- intuitive  to  Americans,  the  strength 
of  Canada' 3  health  care  system  is  public  administration  of 
insurance  and  the  major  weakness  is  the  lack  of  public 
management.  The  efficiency  of  Canada's  system  would  not  be 
improved    by    user    charges.     The    evidence    on    user    charges  to 


*  Unfortunately  this  term  has  no  common  meaning.  Sometimes 
it  is  used  to  mean  better  medical  practice.  Sometimes  it  is  used 
to  indicate  a  system  which  incorporates  capitation  payment.  This 
paper  uses  the  term  to  indicate  health  care  delivery 
prospectively  guided  by  the  best  scientific  evidence  on 
effectiveness  and  efficiency.  This  scientific  evidence  would  be 
developed  with  structured  literature  reviews  and  consensus  panels 
composed  of  specialists,  generalists,  non-physician  providers, 
and  administrators.  One  provider  (physician  or  nurse  or  other) 
would  have  the  responsibility  for  prospectively  guiding  the 
patient  through  the  system  ensuring  that  appropriate  care  is 
provided  in  a  timely  fashion. 
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demonstrates  that  they  do  not  reduce  overall  costs  or  imrove  the 
appropriateness  of  the  delivery  of  health  services.  This  evidence 
is  summarized  in  an  appendix  to  this  document. 

Leaaons  for  Americana  from  Canada's  Health  Care  System 

The  main  lesons  that  Americans  can  learn  from  Canada's  health 
care  system  are  as  follows: 

1.  The  cost  savings  are  real.  Canada's  system  is  much 
cheaper  than  the  that  of  the  US  primarily  because  of  lower 
adminstrative  costs,  lower  physician  incomes,  and  lower 
malpractice  costs.  There  is  very  little  evidence  that  the  health 
of  Canadians  has  been  particularly  affected  by  lack  of  services. 

2.  Canada's  system  is  not  underfunded  but  it  is  seriously 
undermanaged .  There  are  almost  no  resources  expended  on  strategic 
planning,  evaluation  of  medical  practice  (including  medical 
technology),  practice  guidelines,  quality  assurance  programs, 
management  information,  etcetera. 

3.  There  is  very  little  managed  care  although  that  segment 
is  growing. 

4.  The  US  could  implement  a  national  health  program  which 
melded  the  efficiencies  inherent  in  public  health  insurance  with 
the  efficiencies  inherent  in  managed  care.  The  US  has  a  unique 
opportunity  to  build  upon  its  strengths  of  managed  care  and 
clinical  guideline  development  and  develop  a  system  which  could 
be  a  model  for  the  rest  of  the  world. 
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User  charges  deter  poor  patients  from  seeking  care  and  do  not 
control  health  care  costs 

A  number  of  studies  have  shown  that  user  charges  for  health  care 
services  do  reduce  the  utilization  of  services.  However,  user 
charges  tend  to  discourage  certain  subgroups  more  than  others. 
Some  of  the  best  evidence  on  this  topic  was  assembled  in 
Saskatchewan  where  a  'natural  experiment'  occured  on  the  effect 
of  user  charges.  In  1962,  the  Cooperative  Commonwealth 
Federation/New  Democratic  Party  government  implemented  Canada's 
first  universal  public  medical  insurance  plan.  It  offered  first 
dollar  coverage  with  no  coinsurance  or  deductibles  (11).  In  1964, 
a  Liberal  government  took  power  and  in  1968  implemented  user 
charges  for  physician  and  hospital  services.  In  1971,  the  NDP 
regained  power  in  Saskatchewan  and  repealed  the  user  charges. 
Economists  Glen  Beck  and  John  Home  studied  the  effect  of  the 
user  charges  on  the  utilization  of  health  services  (12). 

The  charges  were  relatively  small  (13).  There  was  a  5%  decrease 
in  physicians'  services  but  this  was  due  almost  entirely  to  an 
18%  drop  in  utilization  by  the  poor  and  the  elderly.  In  contrast, 
higher  income  groups  actually  slightly  increased  their  use  of 
services.  There  was  no  difference  in  the  utilization  of  hospital 
services.  Overall,  there  was  virtually  no  effect  on  overall 
health  care  costs. 

Results  from  the  RAND  Health  Insurance  Experiment  confirm  these 
findings.  The  RAND  HIE  studied  the  effect  of  user  charges  on  the 
utilization  of  health  services  (14).  Some  of  the  experiment's 
participants  were  randomly  allocated  to  f ee-f or-service  plans 
with  different  rates  of  coinsurance.  As  in  Saskatchewan  there  was 
an  annual  ceiling  for  the  user  charges.  The  HIE  found  that  the 
likelihood  of  use  of  any  health  service  declined  with  increased 
rates  of  out-of-pocket  expenditures.  However,  these  decreases 
were  greater  for  the  poorest  third  of  the  sample  than  the  middle 
income  or  upper  income  groups  (15). 

At  first  glance  there  appears  to  be  a  contradiction  between  the 
results  of  the  Saskatchewan  user  charge  study  and  the  RAND  HIE 
regarding  total  health  care  costs.  In  Saskatchewan  total  health 
care  costs  remained  the  same.  In  the  HIE,  total  costs  were 
reduced  by  25*  for  participants  randomized  to  the  plan  with  the 
highest  coinsurance  rate  (95%)  compared  to  the  plan  with  first 
dollar  coverage.  However,  these  results  can  be  explained  with 
reference  to  the  different  effects  of  the  two  situations  on 
physician  incomes.  In  the  RAND  HIE,  any  one  f ee-f or-service 
doctor  in  the  Seattle  area  had  only  a  handful  of  patients  who 
were  enrolled  in  the  experiment.  If  these  patients  decreased 
their  rate  of  utilization  by  25%  because  of    the  deterrent  effect 
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of  the'  user  charge  there  would  be  virtually  no  effect  on  that 
physician's  income.  However,  in  Saskatchewan  where  the  user 
charges  affected  nearly  everyone,  doctors  would  have  lost  income 
if  there  had  been  an  across-the-board  decrease  in  utilization.  If 
some  groups  decreased  their  utilization  then  another  group  would 
have  to  increase  their  utilization  to  prevent  a  net  loss  of 
income  to  phsyicians. 

In  fact,  this  is  what  happened.  Upper  income  residents  of  the 
province  did  increase  their  use  of  services  and  this  was  mainly 
due  to  an  increase  in  services  which  are  often  under  a 
physician's  discretion,  such  as  complete  examinations  and  annual 
health  examinations.  The  net  effect  was  a  very  slight  drop  in  the 
cost  of  physician  services  but  no  effect  on  overall  health  care 
costs.  These  data  in  no  way  prove  the  theory  that  physicians  have 
a  'target  income*  which  they  attempt  to  achieve.  However,  the 
data  are  compatible  with  such  a  theory  of  physician  behaviour. 

User  charges  have  adverse  health  effects 

The  previous  section  has  presented  evidence  that  user  charges 
deter  some  persons  (particularly  the  poor)  from  seeking  health 
care.  If  there  were  a  positive  effect  on  health  status  from 
health  care  services  it  would  follow  that  there  would  be  adverse 
health  consequences  from  the  implementation  of  user  charges. 
Because  user  charges  deter  low  income  patients  more  than  upper 
income  persons  and  because  members  of  lower  income  groups  tend  to 
be  in  poorer  health  it  would  follow  from  the  discussion  in  the 
previous  section  that  the  adverse  health  effects  would  be  seen 
more  in  the  poor.  In  fact  there  is  substantial  evidence  for  this 
conclusion. 

The  RAND  HIE  found  that  low- income  participants  who  were 
allocated  to  insurance  plans  with  user  charges  had  an  increased 
risk  of  dying  compared  to  those  poor  people  who  were  allocated  to 
the  fee-for-service  plan  with  first  dollar  coverage  (16).  This 
was  mainly  due  to  poorer  control  of  hypertension  (high  blood 
pressure)  for  the  participants  who  were  faced  with  user  charges. 
The  participants  with  first  dollar  coverage  were  more  likely  to 
have  their  hypertension  diagnosed  and  treated  because  they  were 
more  likely  to  visit  a  doctor  (17).  This  effect  was  greater  for 
low- income  participants  in  the  HIE  than  particpants  from  the 
upper  income  groups.  All  told,  a  50  year-old  man  with 
hypertension  had  a  20%  increased  risk  of  death  over  a  five  year 
period  if  faced  with  user  charges  (18)  (Keeler  1985). 

Other  non-experimental  studies  in  the  United  States  have  found 
charges  for  health  care  associated  with  poorer  health  outcomes 
(19,20,21). 
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User  charges  do  not  improve  the  appropriateness  of  the  delivery 
of  health  services 

The  RAND  HIE  found  that  although  user  charges  decreased  the 
overall  rate  of  hospitalization  the  proportion  of  hospitalization 
which  was  judged  inappropriate  did  not  change  (22).  The  overall 
hospital  admission  rate  of  patients  in  the  user  charge  group  was 
24%  less  than  for  those  in  the  group  with  first  dollar  coverage. 
However,  the  proportion  of  admissions  and  overall  hospital  days 
which  were  judged  inappropriate  remained  the  same.  The  proportion 
of  admissions  which  were  judged  inappropriate  was  24%  in  the  full 
coverage  group  and  22%  in  the  user  charge  group.  The  proportion 
of  overall  hospital  days  which  were  judged  inappropriate  was  35% 
in  the  full  coverage  group  and  34%  in  the  user  charge  group.  The 
authors  recommend: 

"Because  cost  sharing  did  not  selectively  reduce 
inappropriate  hospitalization,  it  is  important  to  develop  other 
mechanisms  to  do  so."  (12) 

The  RAND  HIE  investigated  antibiotic  use  and  found  similar 
results  (23).  The  use  of  antibiotics  was  46%  lower  in  the  group 
subject  to  user  charges  but  the  proportion  which  was 
inappropriate  remained  the  same.  The  authors  concluded  that  the 
rate  of  use  of  antibiotics  was  proportional  to  the  rate  of 
physician  visits  and  that  the  decreased  use  of  antibiotics  in  the 
user  charge  group  was  related  to  the  decreased  physician 
encounters  in  this  group.  They  recommend  that  user  charges  are 
effective  in  decreasing  the  use  of  antibiotics  but  not  in 
improving  the  appropriateness  of  their  prescription. 

Chassin  et  al.  found  that  the  proportion  of  procedures  which  were 
inappropriate  was  unrelated  to  the  overall  rate  of  use  (24).  In  a 
3tudy  of  U.S.  medicare  beneficiaries  they  found  that  coronary 
angiography  was  performed  2.3  times  more  commonly  in  the  high-use 
site  than  the  low-use  site  but  the  rate  of  inappropriateness  was 
still  19%  compared  to  28%  in  the  high-use  site. 
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Mr.  CoNYERS.  We  welcome  from  Yale  University  Dr.  Theodore 
Marmor,  who  has  looked  at  comparative  health  systems  around  the 
world,  is  a  fellow  of  the  Canadian  Institute  for  Advanced  Research, 
and  has  written  extensively  on  health  care  and  health  insurance. 
Welcome. 

STATEMENT  OF  THEODORE  It  MARMOR,  PROFESSOR  OF 
POLITICAL  SCIENCE  AND  PUBLIC  POLICY,  YALE  UNIVERSITY 

Mr.  Marmor.  Thank  you,  Mr.  Chairman. 

As  with  most  witnesses,  the  critical  beginning  is  to  say  how 
pleased  you  are  to  be  here.  In  this  case,  it  is  very  genuine.  This 
is  an  area  I  have  worked  on  for  a  quarter  of  a  century.  I  was  out 
of  the  country  in  Canada  and  Europe  in  the  last  2  weeks.  I  have 
heard  in  both  places  about  these  committee  hearings. 

Mr.  Conyers.  Thank  you  very  much. 

Mr.  Marmor.  Let  me  also  say  this  is  an  area  in  which  people's 
feelings  run  high.  I  know  that.  I  know  that  from  past  political  ex- 
perience. It  reminds  me  of  the  story — I  don't  know  if  it  is  true  or 
not— about  a  letter  from  George  Bernard  Shaw  to  Winston  Church- 
ill in  which,  presumably,  to  be  nice,  George  Bernard  Shaw  wrote 
the  letter  and  said,  "Dear  Winston,  I  would  like  very  much  for  you 
to  come  to  the  opening  night  of  my  play.  Do  bring  a  friend,  if  you 
have  one." 

Mr.  Churchill  wrote  back:  "I  am  sorry  to  say  I  cannot  come  to 
the  opening  night  of  your  play,  but  I  would  like  to  come  to  the  sec- 
ond, if  there  is  one." 

I  have  written  fairly  extensive  testimony.  It  is  before  you,  I  as- 
sume. It  seems  to  be  nonsensible  to  use  whatever  few  minutes 
there  are  to  summarize 

Mr.  Conyers.  We  do  have  it,  and  it  will  be  produced  in  its  en- 
tirety. 

Mr.  Marmor.  I  would  like  to  divide  my  remarks.  First — simply 
citing  what  I  take  to  be  myths  about  health  insurance  in  Canada, 
false  views  that  scholars  would  agree  to.  Consensus  scholarly  opin- 
ion would  support  these  claims  to  be  myths.  Then  I  want  to  turn 
to  three  particular  conceptions  about  Canada:  Canada  may  do  well, 
but  they  are  too  different  from  us  to  do  anything  they  have  done. 
Two,  their  governmental  system  is  so  different,  we  couldn't  do  it. 
Three,  the  quality  of  care  would  be  worse  because  we  are  Ameri- 
cans. 

Let  me  first  tick  off  these  myths.  I  bring  them  up  to  open  up  the 
possibility  of  counterargument.  Otherwise,  I  would  treat  these  as 
countered  by  the  scholarly  literature. 

Point  No.  1,  any  NHI  programs  leads  to  an  increase  in  red  tape 
and  high  administrative  costs  is  false.  There  have  been  100  dif- 
ferent ways  in  which  that  claim  has  been  studied  and  rejected. 

It  seems  to  me  an  absolute  waste  of  time  to  worry  about  whether 
the  single-payer  system  of  Canada  does  not  produce  substantially 
lower  administrative  costs.  That  is  quite  different  from  the  ques- 
tion whether  Canadian  medical  care  is  the  most  efficient  form  of 
medical  care. 

Second  myth,  Canada's  form  of  national  health  insurance  inter- 
feres with  trie  doctor/patient  relationship.  There  is  free  choice.  In- 
deed, there  is  more  choice  in  Canada  than  there  is  in  the  United 
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States.  Managed  care  in  the  American  version  has  actually  con- 
tracted a  good  number  of  choices.  You  are  often  told  to  whom  you 
can  go  and  not  go,  and  to  which  hospital. 

Third,  Canadian  national  health  insurance  has  produced  long 
queues  which  denies  medical  care  to  vast  numbers  of  Canadians. 
The  fact  is,  Canadians  see  physicians  more  often  than  Americans 
do,  and  they  use  more  days  of  hospital  care. 

Whether  that  hospital  care  is  exactly  what  you  want  is  quite  an- 
other matter.  The  areas  of  waiting  are  very  few  high  technology 
procedures.  The  problems  there  are  largely  undermanagement,  as 
Michael  Rachlis  has  said. 

Two,  they  are  in  areas  where  we  shouldn't  be  doing  as  much  as 
America  does.  In  any  event,  this  is  a  topic  that  has  been  distorted. 
I  wouldn't,  for  a  moment,  deny  there  are  types  of  high  technology 
that  are  less  available  in  Canada  than  the  United  States. 

Four,  that  NHI  has  brought  to  the  Canadian  people  a  lower  level 
of  medical  care,  is  absolutely  false.  Canadians  are  healthier  than 
Americans,  and  started  off  in  1970  with  about  similar  levels  of 
grossly  measured  care. 

If  you  define  quality  as  equal  to  the  availability  of  high  tech- 
nology, then  America  wins;  but  we  knew  that  beforehand.  If  you 
define  quality  as  measurable  results  in  the  health  of  the  Nation, 
it  isn't  true.  But  Canadian  costs  are  lower. 

Finally,  the  claim— this  is  five.  The  claim  NHI  leads  to  rationing 
is  an  issue  you  already  raised.  The  comparison  between  rationing 
in  Canada  and  nonrationing  in  the  United  States  is  totally  mis- 
leading. As  you  suggested  yourself,  we  ration  to  a  greater  extent 
in  the  United  States.  If  you  mean  by  that  people  find  it  very  dif- 
ficult to  get  care  when  they  need  it,  rationing  is  done  by  access  to 
insurance. 

Finally,  on  the  myths  I  just  want  to  cite,  it  has  also  been  said 
Canadian  nation  health  insurance  has  not  only  driven  patients 
across  the  border,  but  driven  physicians  across  the  border.  The 
number  of  physicians  that  have  done  so  is  extraordinarily  small. 
The  number  of  applicants  for  places  at  Canadian  medical  schools 
is  4  to  1.  In  America,  it  is  1.5  to  1. 

Those  are  the  myths  I  don't  want  to  argue  about.  You  may  want 
to.  I  bring  them  up  because  there  may  well  be  things  worth  pursu- 
ing. 

What  I  want  to  talk  about  are  the  myths  I  think  are  trickier. 
That  is,  the  Canadian  and  United  States  cultures  are  so  different 
that  even  if  Canada  has  a  system  of  medical  care  that  is  in  many 
ways  attractive,  it  doesn't  make  any  difference  because  we  couldn  t 
match  their  program. 

Let  me  say  that  the  research  on  which  this  claim  is  based  is  non- 
existent. That  is,  there  is  no  general  public  opinion  research  sup- 
porting the  generalization  that,  compared  to  any  other  country  in 
the  world,  Canada  is  anything  but  most  similar  partner. 

That  doesn't  mean  Canada  and  the  United  States  are  identical. 
It  means  differences  in  public  attitude  between  Canada  and  the 
United  States  are  there,  are  small,  and  are  less  than  any  other 
country  in  the  world,  compared  to  the  United  States. 

Notice  what  I  am  saying.  I  am  not  saying  we  are  identical.  I  am 
saying  the  North  American  differences  are  minor  compared  to  any 
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other  pairing.  The  very  book  on  which  these  claims  have  been 
based,  "Continental  Divide,"  by  J.M.  Lipset  tells  you  in  the  book 
that  there  are  no  two  more  similar  cultures. 

But  then  Professor  Lipset  goes  on  to  emphasize  the  differences. 
That  is  a  fascinating  area,  but  I  think,  as  Michael  Rachlis  said, 
there  has  been  distortion.  Here  is  a  case  where  people  read  what 
they  want  to  read  into  this  book  and  have  not  looked  at  the  evi- 
dence on  which  the  book  was  based. 

The  second  myth  I  wanted  to  take  on — but  it  is  an  important 
one — is  the  claim  that  American  Government  is  too  corrupt,  too  in- 
efficient, too  incompetent  to  do  anything  like  the  competent, 
noncorrupt,  outstandingly  efficient  Canadian  Government. 

Now,  there  are  myths  on  both  sides  of  this  proposition.  Those 
Americans  who  describe  Canadian  Government  as  a  model  of  effi- 
ciency and  love,  one  which  Canadians  adore — -the  cliche  that  is 
used  takes  the  equivalent  of  the  Declaration  of  Independence  in 
Canada  and  says  that  describes  Canada  and  holds  that  the  pursuit 
of  happiness  describes  American  values,  and  concludes  one  society 
is  individualistic  and  the  other  is  progovernment — in  scholarly  cir- 
cles, you  would  call  it  baloney. 


ments  like  the  Declaration  of  Independence  or  the  documents  es- 
tablishing the  Confederation  of  Canada.  What  I  am  afraid  I  have 
to  say  is  this:  Actually  Canada,  in  general,  is  having  a  greater  cri- 
sis of  government  than  the  United  States,  and  confidence  lev- 
els—— 

Mr.  Conyers.  Health  issues? 

Mr.  Marmor.  No,  more  generally.  For  example,  in  areas  of  pro- 
curement, the  scandals  that  have  beset  Canada  in  the  last  decade 
have  really  seriously  undermined  the  generalized  confidence  of  Ca- 
nadians in  their  government's  competence. 

What  is  remarkable  is  this:  In  the  area  of  Medicare,  Canadian 
Medicare,  there  is  no  allegation  of  any  serious  corruption  and  ex- 
traordinary evidence  of  support  from  the  Canadian  citizenry. 

More  generally,  the  analogy  to  draw  would  be  this:  If  you  use  as 
your  model  the  savings  and  loan  scandal  as  an  example  of  Amer- 
ican governmental  capacity,  you  will  be  skeptical  of  managing  na- 
tional health  insurance. 

If,  on  the  other  hand,  you  use  the  Social  Security  Administration 
over  its  long  history,  or  if  you  use  the  National  Institutes  of 
Health,  or  frankly,  if  you  use  the  post  office  in  most  of  rural  Amer- 
ica, you  will  have  a  different  view. 

What  Canada  does  is  offer  you  instances  of  both  governmental 
competence,  and  governmental  incompetence,  of  sensible  rules  and 
nonsensical  rules.  The  question  is  not  whether  the  American  Gov- 
ernment can  handle  NHI,  it  is  the  question  whether  the  U.S.  Con- 
gress can  produce  a  sensible  set  of  rules  that  can  be  administered. 

I  would  suggest  the  lesson  to  be  learned  from  Canada  is  that 
they  invented  in  the  process  of  coming  to  national  health  insurance 
an  innovative  form  of  legislative  deliberation.  They  left  to  the  Royal 
Commission  of  1964-66  the  whole  question  of  working  out  precisely 
the  details  that  Congressman  Thornton  raised. 

But>— and  I  think  this  is  equally  important — they  also  established 
five  simple  principles  that  any  literate  Canadian  could  understand. 


societies  by  reference  to  docu- 
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I  think  I  will  stop  right  there. 

What  I  would  want  to  leave  vou  with  is  the  proposition,  it  is  nec- 
essary both  to  have  straightforward  principles  of  what  you  are 
after  and  an  institutional  capacity  to  put  them  into  effect  that  pays 
attention  to  detail.  One  without  the  other  is  inadequate,  misleading 
and  misguided. 

Thank  you. 

Mr.  Conyers.  Well,  that  was  one  of  the  most  amazing  and  short 
presentations — very  seldom  do  we  ask  witnesses  to  continue  on  and 
I  was  tempted  to  ask  you  to  do  that.  I  know  about  your  work,  Dr. 
Marmor,  and  our  staff  in  the  Government  Operations  Committee  is 
also  aware  of  it.  We  are  in  your  debt  with  your  joining  in. 

[The  prepared  statement  of  Mr.  Marmor  follows:] 
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I.  Three  recent  newsworthy  events—the  announcement  of  Senate  Democratic  leader 
George  Mitchell's  long-awaited  plan  for  universal  health  insurance,  the  surprising  AMA 
acknowledgement  that  American  medical  care  requires  very  substantial  reform,  and  the 
GAO's  striking  endorsement  of  the  Canadian  medical  insurance  model— all  illustrate  the 
current  prominence  of  medical  care  reform. 

Congress,  the  media,  and  the  AMA  are  only  now  catching  up  with  public 
sentiment.   A  1990  survey  of  ten  industrial  nations  found  Americans  the  least  satisfied 
with  their  health  care  system.1 

Spiraling  costs,  incomplete  coverage,  and  baffling  insurance  arrangements  head 
the  list  of  American  complaints.   We  allocate  more  of  our  nation's  income  to  medical 
care  than  any  other  nation  in  the  world-12.2  percent  of  1990  GNP  in  the  U.S.  vs  about  9 
percent  in  Canada  and  France  (the  next  highest  spenders  among  the  seven  largest  OECD 
countries).   Yet  30  to  40  million  Americans  have  no  health  insurance  at  all.   Even  the 
relatively  well-insured  worry  about  benefit  reductions  and  gaps  in  their  coverage.  And 
the  paperwork  frustrates  everyone. 

It  is  surely  time  for  a  reasoned  debate  about  which  reform  proposals-among  the 
many  suggested-are  radical  enough  to  cope  with  our  problems  and  are  still  politically 
and  administratively  workable.  The  truth  is  we  don't  have  to  reinvent  the  wheel.  One 
advantage,  perhaps  the  only  one,  of  being  the  last  industrial  nation  to  address  the  topic 
of  universal  health  insurance  is  that  we  can  learn  from  the  experience  of  others. 

We  will  not  do  so,  however,  if  we  credit  the  many  myths  about  foreign  experience 
regularly  repeated  by  critics  of  national  health  insurance.  These  critics  include  the 
editorial  board  of  the  New  York  Times  which  recently  suggested  that  "serious  flaws"  in 
the  Canadian  system  justify  its  rejection  (and  that  it  wouldn't  work  here  anyway  because 
we  lack  the  "discipline  of  parliamentary  government").2 

No  system  of  health  care  financing,  including  Canada's,  is  free  of  problems  or 
easily  administered.  A  gap  between  medical  wishes  and  medical  facts  is  unavoidable. 
The  relevant  inquiry  is  whether  the  problems  necessarily  associated  with  one  system  are 


Robert  J.  Blendon,  Robert  Leitman,  Ian  Morrison,  and  Karen  Donelan,  "Satisfaction  With  Health  Systems  In 
Ten  Nations",  Health  Affairs,  Summer  1990,  pp.  184-192. 

2   The  New  York  Times.  "The  Wrong  Medicine,"    Sunday,  May  26,  1991,  p.  E10. 
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more  serious  than  those  linked  to  another.  Canada  stands  up  very  well  to  such  an 
inquiry,  as  do  the  medical  care  systems  of  a  number  of  other  countries. 

Nor  is  there  any  reason  to  believe  that  our  political  institutions  are  so  different 
from  those  of  other  industrial  democracies  that  we  must  strike  out  on  our  own.  There 
are,  in  fact,  a  fair  number  of  things  we  can  learn  from  a  serious  investigation  of  the 
medical  financing  arrangements  of  our  trading  partners. 


II.   Lessons  of  Comparative  Policy:   Learning  About  vs  Learning  From 

What  we  learn  from  abroad  depends  in  part  on  what  we're  looking  for:  a  model 
health  insurance  program,  generalizations  about  successful  cost  containment,  or 
predictions  of  developments  from  nations  roughly  similar  to  us. 

There  are  many  uses  of  evidence  from  the  experience  of  other  nations. 
Crossnational  observations  can,  of  course,  be  very  enlightening.  But  they  are  also 
commonly  used  weapons  in  policy  struggles.   Comparative  commentaries  reach  the  public 
with  what,  to  the  well-informed,  are  highly  misleading  and  distorted  portraits.  This  is 
surely  no  surprise.   In  our  recent  attention  to  foreign  medical  experience,  particularly 
Canada  and  West  Germany,  there  has  been  no  shortage  of  information  for  Americans  to 
learn  from.   But  in  medical  care  generally  and  for  Canadian  reporting  in  particular, 
there  have  been  very  few  reliable  reports  to  counter  self-interested  and  ill-informed 
portrayals,  for  instance  the  Health  Insurance  Association  of  American  or  the  AMA. 

When  Americans  look  abroad,  the  purposes  and  uses  go  far  beyond  the  policy 
warfare  we  have  been  describing.   On  the  one  hand  it  is  obviously  helpful  to  see  one's 
national  circumstances  comparatively-the  clarification  that  travelers  and  anthropologists 
have  long  noted.   In  this  sort  of  comparison,  the  more  different  the  other  country,  the 
sharper  the  image  we  have  of  our  own. 

On  the  other  hand  it  is  sometimes  possible  to  find  quite  useable  policy  models, 
particularly  when  the  lessons  are  drawn  from  very  similar  nations.   Rarely,  we  have 
examples  of  generalizations  that  apply  to  a  wide  variety  of  countries  and  we  are  wise  to 
pay  special  attention  to  them. 

There  are  particularly  revealing  difficulties  for  Americans  in  looking  abroad  for 
lessons—whether  governmental  or  commercial.   We  are  a  bit  skittish  about  our  uniqueness, 
educated  to  think  of  a  special  mission  (and  character)  of  this  'city  on  a  hill'  chock  full 
of  differences  geographically,  ethnically,  and  economically.    Crossnational  comparisons 
can  easily  arouse  xenophobia,  with  defenders  of  our  status  quo  ever  ready  to  invoke  the 
claim  that  "America  is  unique."    Indeed,  exaggerated  notions  of  our  own  uniqueness 
constitute  a  significant  barrier  to  the  reasoned  debate  we  need  as  we  face  the  problems 
of  American  medical  care. 


III.   North  American  Comparisons:  Complications 

In  particular,  three  dangers  complicate  the  politics  of  American  learning  from 
Canadian  health  policy  experience.   First  is  the  very  widespread  incidence  of  distortion, 
exemplified  by  some  of  the  rhetoric  of  the  AMA,  the  HIAA,  and  the  May  26  New  York 
Times  editorial  mentioned  earlier. 
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Second  is  the  mistaken  notion  that  if  there  is  any  respect  in  which  two  nations 
differ,  they  are  not  'comparable.'   For  instance,  Alain  Enthoven,  the  Stanford  economist 
who  has  worked  so  tirelessly  to  promote  his  "managed  competition"  model  of  American 
medical  reform,  frankly  admits  Canada's  superior  performance,  but  challenges  its 
relevance.  In  this  view,  Canadian  culture  and  politics  are  too  different  for  Americans  to 
seriously  consider  borrowing  from  their  undeniably  good  experience. 

There  is  a  third  (and  opposite)  danger  in  efforts  to  draw  crossnational  lessons.  Bj 
this  I  mean  the  naive  belief  that  crossnational  learning  resembles  a  world  series  contest, 
a  simple  search  for  the  very  best  ideas  one  can  find  on  the  assumption  that  finding  the 
model,  not  making  it  work,  is  the  real  challenge.   This,  of  course,  is  sheer  foolishness, 
naivete  which  may  well  give  crossnational  work  a  bad  name.   Knowing  we  can  learn 
from  Canada's  experience  is  utterly  different  from  assuming  we  could,  if  the  public 
were  supportive,  simply  import  Canada's  institutional  form  of  national  health  insurance. 
Even  the  most  enlightening  comparisons  seldom  convince  the  skeptical  that  a  "foreign" 
program,  whatever  its  virtues,  can  be  transplanted  to  American  soil.   And,  with  regard  to 
the  "world  series"  view  of  transplantability,  the  skeptics  are  right. 

But  if  ever  there  were  an  opportunity  for  cross-national  learning  for  American 
policy  makers,  it  is  Canada's  path  to  and  experience  with  national  health  insurance. 
With  Canadians  we  share  a  common  language  and  political  roots,  a  comparably  diverse 
population  with  a  similar  distribution  of  living  standards,  increasingly  integrated 
economies,  and  a  tradition  of  fractious  but  constitutional  federalism  that  makes  our 
political  disputes  similar  though  obviously  not  identical.   Moreover,  until  Canada 
consolidated  its  national  health  insurance  in  1971,  our  patterns  and  styles  of  medical 
care  were  nearly  identical.  (Indeed,  this  similarity  of  medical  care  had  been  the  case  for 
so  long  that  Canadian  regulators  used  the  U.S.'s  Joint  Commission  on  Hospital 
Accreditation  to  judge  their  hospitals'  acceptability   until  well  after  the  second  World 
War).   If  public  financing  of  medical  care  has  come  to  work  well  in  Canada,  it  should 
also  work  well  in  the  United  States.  Or,  at  least  that  is  the  plausible  premise  of  most  of 
the  favorable  American  commentary  about  Canada's  national  heaith  insurance  program. 


IV.   Misleading  Glances  Across  the  Border 

There  has  recently  been  a  round  of  critical  Canadian  commentary  on  medical 
matters  (like  the  examples  Carl  Schramm  cites  in  his  June  4  testimony)  and  a  refrain  of 
enthusiasm,  particularly  from  physician  groups,  for  American  levels  of  spending. 
Underfunding  has  become  the  predictable  medical  slogan,  reiterated  without  the  slightest 
appreciation  that  the  ordinary  state  of  any  professional  enterprise  is  to  think  more 
spending  would  indeed  be  better.   Someone,  for  example,  sadly  dies  on  the  way  to  a 
Toronto  hospital  and  the  language  of  crisis  erupts.   To  the  American  observer,  this  seems 
quite  batty.  Getting  appropriate  value  for  money  in  medical  care  is  a  task  that  is  never 
completely  finished,  but  the  idea  that  Canada  faces  a  serious  crisis  on  the  order  of  the 
one  faced  by  the  United  States  seems  extraordinarily  myopic. 

Remember  that  the  United  States  and  Canada  share  economic  troubles,  none  of 
which  would  be  improved  by  Canada's  moving  more  toward  our  style  of  health  financing 
(and  outlays).   Both  our  nations  are  rightly  concerned  about  lagging  productivity  and, 
from  a  worldwide  standpoint,  our  modest  levels  of  economic  growth.   Our  economic 
competitiveness  will  depend  upon  our  investment  in  the  future--in  human  as  well  as 
physical  capital—and  there  is  little  justification  for  complacency  on  that  score. 
Investment  depends  upon  savings,  or,  to  put  it  another  way,  we  have  to  restrain  our 
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current  consumption  if  we  are  to  have  noninf lationary  investment  in  a  better  future. 
The  current  U.S.  savings  rate  is  anemic  by  any  standard.   The  Canadian  rate  is  not 
impressive,  except  by  comparison  to  that  of  the  United  States.   The  problem  is  to  restrain 
consumption  and,  with  health  care  more  or  less  a  tenth  of  North  American  GNP,  coping 
with  medical  care  costs  is  crucial  for  both  countries. 

What  is  doubly  remarkable  is  how  long  it  took  for  U.S.  corporate  leaders  to 
recognize  the  importance  of  health  care  costs  and  how  widespread  that  understanding  is 
today.   Continuing  medical  inflation  drains  corporate  resources  away  from  other 
priorities,  they  realize.3  And  because  a  large  share  of  medical  costs  in  the  U.S.  are 
funded  through  employer  fringe  benefit  plans,  business  and  labor  have  yearly  reminders 
of  the  galloping  rate  of  medical  prices  and  expenditures.  Throughout  the  1980s  medical 
care  expenditures  increased  far  faster  than  the  consumer  price  index  and  hence  the 
relentless  pressure  on  firms  to  absorb  these  growing  costs  or  to  provide  less  health  care 
protection  to  employees  and  their  families. 

Canadian  business  leaders  curiously  enough,  sometimes  forget  their  relative 
success  north  of  the  border.   This  should  have  been  clear  from  the  great  concern 
expressed  in  Canada  about  the  fate  of  its  national  health  insurance  under  free  trade,  the 
fear  that  U.S  business  might  consider  Canada's  restrained  health  expenditures  an  unfair 
trade  advantage.   It  is  not  simply  that  Canada's  Medicare  moves  health  costs  from 
business  to  tax-payers—it  does  and  that  is  an  advantage— but  that  Canada  holds  down 
overall  costs  without  anything  like  the  gaps,  ills,  and  despair  of  our  medicine.   It  is  the 
United  States  that  is  the  outlier  here,  not  the  unfairly  advantaged  Canadians,  Swedes,  or 
West  Germans. 

There  is  much  confusion  in  both  Canada  and  the  U.S.  about  the  significance  of 
managing  medical  care  under  public  auspices  (and  through  public  budgets).  Some 
Canadians  believe  that  all  would  be  well  if  only  there  were  private  arrangements, 
private  augmentation,  so  to  speak,  of  a  squeezed  system.   But  the  productivity  and 
growth  of  the  Canadian  economy  does  not  depend  upon  how  much  medical  finance  flows 
through  the  public  sector.   Medical  care  services  represent  current  consumption  and  drain 
resources  from  investment,  research,  and  the  promotion  of  productivity,  no  matter  whose 
budget  it  goes  through. 

For  the  control  of  costs,  however,  it  does  matter  which  budget  medical  care  goes 
through.   Government  can  control  costs,  as  the  Canadian  example  shows.  Business 
probably  cannot,  or,  at  the  very  least,  it  never  has.   The  relevance  of  the  U.S. 
experience  is  precisely  that  it  offers  an  object  lesson  in  the  failure  of  privately  based 
controls  on  health  care.4  For  the  last  decade,  the  United  States  took  seriously  the 
vaunted  advantages  of  the  private  market  model  for  medicine.   Rightly  or  wrongly,  we 
pursued  a  bewildering  mix  of  private  solutions— business  coalitions  at  the  local  level,  self- 
insurance  by  large  firms,  experiments  in  group  practice,  increases  in  consumer  payments 
(deductibles,  co-insurance),  and  all  sorts  of  rearrangements  of  who  can  tell  the  doctor 
and  the  hospital  what  to  do  and  not  to  do.   The  result  is  two-fold:  a  staggering  growth 
of  organizational  innovations  (PPOs,  IPAs,  HMOs,  case  managers,  etc.)  and  total  failure 
to  restrain  the  relentless  rise  in  expenditures.   It  is  worth  remembering  that  in  1970  the 
United  States  and  Canada  spent  the  same  proportion  of  GNP  on  health  care  (about  7 
percent).  Twenty  years  later,  the  United  States  spends  considerably  more  than  Canada 


Uwe  E.  Reinhardt,"Health  Care  Spending  and  American  Competitiveness",  Health  Affaire.  Winter  1989.  pg.  17. 


This  of  course,  is  the  premise  of  these  hearings;  pointing  this  out  to  some  Canadian  enthusiasts  for  American 
style  'expansion'  might  be  useful,  cross  border  intellectual  trade. 
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and,  at  the  same  time,  faces  its  patients  with  the  highest  out-of-pocket  charges  in  the 
world.   Those  who  claim  underfunding  in  Canada  hardly  celebrate  that  American  result, 
but  it  is  difficult  to  get  a  little  bit  pregnant. 

This  comparative  sketch  leaves  one  with  both  ironies  and  unanswered  questions. 
Crisis-mongering  in  Canada  has  led  to  suggestions  of  privatization  along  American  lines 
at  the  very  time  the  United  States  look  to  Canada  for  models  of  how  to  restrain  a  system 
which  really  is  out  of  control.   If  Canadians  accepted  the  "underfunding  and 
privatization"  option,  they  would  move  Canada  toward  the  United  States,  not  Europe, 
which  spends  less  than  Canada  overall.  The  result  of  that  would  be  even  greater 
Canadian  difficulty  in  freeing  up  resources  to  improve  international  competitiveness. 
Indeed,  the  United  States  example  is  one  where,  on  both  savings  and  innovation  grounds, 
the  situation  has  deteriorated  fastest. 

The  final  irony  involves  myopic  views  of  the  connection  between  social  programs 
and  economic  progress.  Some  Canadian  business  figures-like  counterparts  elsewhere- 
regard  generous  social  programs  as  an  economic  disadvantage,  a  burden  that  holds 
Canada  back  in  international  competition.  In  the  case  of  Medicare,  this  is  precisely 
backwards.  Were  Medicare  changed  in  the  ways  advocated  by  the  "underf undists",  the 
costs  of  illness  would  become  more,  not  less,  of  a  Canadian  economic  burden  and, 
ironically,  in  precise  proportion  to  success  in  drawing  more  funding  to  medicine. 

The  unanswered  question  is  what  price  is  being  paid  for  the  undeniable  fact  that 
Canadian  Medicare  is  both  a  bargain  and  a  competitive  advantage.  Is  Canada  failing  to 
meet  fundamental  medical  needs?   Are  Canadians  needlessly  dying  or  suffering  for  want 
of  appropriate  medical  care?  Never  mind  what  the  United  States  is  doing,  should 
Canada  be  spending  more  in  some  areas  of  medicine  (and  less  in  others?)  If  the  answer 
to  that  question  is  yes,  the  American  experience  suggests  it  should  be  done  through  the 
public  sector.   And  much  research  suggests  that  the  largest  payoffs  lie  not  in  traditional 
medical  care  (and  surgery)  but  in  social  investments  that  improve  one's  capacity  to  cope 
and  stay  well.  There  is  more  to  the  story  here  than  the  debate  over  funding  levels  has 
revealed,  but  the  central  message  is  to  beware  of  misleading  and  selective  glances  across 
our  borders. 


V.   Has  Canada  really  controlled  health  care  costs  better  than  the  U.S.,  as  the  GAO 
Report  contends?  Or  is  the  Health  Insurance  Association  of  America  contention  otherwise 
an  illusion  created  by  juggling  statistics? 

There  are  two  parts  to  deciphering  answers  to  these  questions.  One  concerns  the 
adequacy  of  proportions  of  GNP  (sometimes  GDP)  as  a  measure  of  a  nation's  health  care 
costs.  The  other  concerns  the  use  of  per  capita  health  spending  comparisons. 


A.  The  argument  over  whether  comparing  shares  of  GNP  yields  an  accurate  picture  of 
Canadian  health  care  cost  restraint  has  been  addressed  briefly  by  the  GAO  report  (p.  15) 
and  at  greater  length  by  many  others,  including  Robert  Evans,  Morris  Barer,  and  others. 


See  especially  Robert  G.  Evans,  et  al.,  "Controlling  Health  Expenditures:  The  Canadian  Reality,"  New  England 
Journal  of  Medicine.  Vol.  320,  No.  9,  March  2,  1989,  571-577,  and  Morris  L.  Barer,  W.  Pete  Welch,  and  Laurie 
Antioch,  "Canadian- American  Health  Care  Comparisons:   Reflections  on  the  HIAA's  Analysis,"    unpublished  manuscript, 
1991. 
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B.   The  second  measure  commonly  used  by  those  who  want  to  show  that  Canada  has  not, 
in  fact,  controlled  its  health  care  spending  is  real  per  capita  spending  on  health. 
Inflation-adjusted  per  capita  comparisons  are  very  sensitive  to  exchange  rates  used  in 
currency  conversion  and  hence  this  measure  needs  to  be  regarded  with  some  skepticism. 
But  assuming  that  the  HIAA  data  Carl  Schramm  presents  do  tell  a  story  worth  listening 
to,  the  story  is  subject  to  different  interpretations. 

HIAA  data  (see  Figure  1)  show  higher  rates  of  increase,  for  Canada,  for  three  of  the 
four  five-year  time  periods  he  uses  (1967-72,  1972-77,  1977-82,  1982-87).  They  attribute 
the  especially  great  difference  of  the  first  five  years,  when  per  capita  spending 
increased  6.4  percent  in  Canada  as  opposed  to  5.5  percent  in  the  U.S.,  to  increased 
utilization  under  the  new  universal  health  insurance  scheme.  The  Canadian  plan  was  not 
implemented  fully  until  January  1971,  but  almost  certainly  the  increased  per  capita 
spending  is  due  to  increased  utilization. 

It  is  noteworthy,  however,  that  the  same  measure  for  the  following  five-year 
period  (1972-77)  shows  increases  in  U.S.  per  capita  spending  on  health  care  at  4.2  percent 
compared  with  3.4  percent  in  Canada.   Utilization  increases  leveled  off  rather  quickly  in 
Canada.   During  the  last  five-year  period  for  which  data  are  available,  Canadian 
utilization  increased  less  than  0.15  percent  faster  than  in  the  U.S.--a  negligible  difference 
on  a  measure  that  is  so  sensitive  to  currency  fluctuations. 

Much  more  important  is  the  non-statistical  point  that  real  per  capita  GNP  growth 
is  a  poor  measure  of  a  nation's  health  care  efficiency. 


VI.   The  Range  of  Myths 

Two  levels  of  myth  have  arisen  from  America's  attempt  to  learn  from  Canada's 
experience  with  universal  health  insurance.   The  first  centers  around  the  performance  of 
the  Canadian  system  and  question  whether  it  is  actually  admirable  and  worth  trying  to 
emulate.   The  second  focusses  on  some  of  the  comparative  learning  problems  just 
mentioned,  essentially  whether  a  similar  system  is  doable  in  the  United  States. 


A.   Performance  Myths 

Myth  1:  NHI  leads  to  bureaucratic  red-tape  and  high  administrative  costs.    Not  true 
in  Canada.   Doctors  and  hospitals  in  Canada  receive  all  their  payments  from  one  source, 
a  provincial  ministry.  They  do  not  have  to  keep  track  of  the  eligibility  requirements  or 
complicated  definitions  of  insured  services  in  hundreds  of  insurance  plans.  Canadian 
patients  never  have  to  file  claims,  much  less  deal  with  incomprehensible  forms. 
Americans,  by  contrast,  have  to  file  multiple,  complicated  claims,  as  do  most  physicians. 


For  a  fuller  discussion  of  these  myths  and  the  lessons  of  Canadian  health  insurance  for  the  United  States,  see 
T.R.  Marmor  and  J.  L.  Mash  aw,  "Canada's  Health  Insurance  and  Ours:   The  Real  Lessons,  the  Big  Choices,"  The 
American  Prospect.  Fall  1990. 
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Consider  the  following  illustration: 

A  primary  care  physician  with  a  private  practice  in  San  Francisco 
made  the  following  comparisons  after  a  visit  to  a  similar  practice  in 
Vancouver,  B.C.7 

In  the  Waiting  Room:   Patients  in  British  Columbia  present  their 
red-blue-yellow  B.C.  card  on  the  first  visit  and  register.  Thereafter,  they 
simply  come  in  and  are  called  to  see  the  doctor.   B.C.  does  have  a  premium, 
based  on  income,  paid  quarterly.   Most  provinces  charge  no  premium  at  all. 

In  the  U.S.,  the  receptionist  asks:   Has  your  insurance  changed,  have 
you  paid  your  deductible,  please  give  me  your  co-pay,  where's  your  Medi- 
Cal  sticker?     If  you  don't  have  insurance  (or  if  you  have  an  unpaid 
deductible)  the  visit  plus  lab  work  will  be  $145  payable  now.   Then,  and 
only  then,  does  the  patient  see  the  doctor. 

Administrative  Costs:   In  the  British  Columbia  office,  total  staff 
time  for  one  primary  physician  spent  on  billing  for  150  patient  visits  per 
week  was  two  hours.  The  physician  is  paid  twice  a  month,  with 
turnaround  time  between  2  and  4  weeks.   For  this  physician,  total  of 
unpaid  bills  over  90  days  comes  to  about  $42.00.   A  practice  of  the  same 
size  as  the  American  observer  (400  patient  visits  per  week)  would  require 
about  6  hours  in  personnel  time  per  week  plus  $500  per  month  in  computer 
charges  for  a  total  billing  cost  of  under  $800  per  month.   In  this  American 
doctor's  own  practice,  400  patient  visits  per  week  consume  2  and  1/2  staff 
persons,  plus  another  full-time  equivalent  in  receptionist,  office  manager, 
and  physician  time,  dealing  with  450  different  insurance  companies  and 
costing  a  total  of  $10,000  per  month. 

One  reason  both  patients  and  doctors  in  America  fear  any  further  government 
role  in  health  insurance  is  their  frustrating  experience  with  Medicare  and  Medicaid.  A 
federal  agency  recently  estimated  that  about  one  million  Medicare  enrollees  a  year  find 
filing  claims  so  complicated  or  time-consuming  that  they  do  not  seek  reimbursement, 
losing  about  $100  million  in  benefits  to  which  they  are  entitled.  In  some  states  many 
phvsicians  say  they  will  not  treat  Medicaid  patients,  or  do  not  bother  to  seek 
reimbursement  for  treating  them,  because  the  meager  payments  do  not  even  cover  the 
administrative  overhead.  Take,  for  instance,  the  example  of  a  California  woman  who 
called  80  different  doctors  and  was  unable  to  find  one  who  would  accept  Medi-Cal  for 
her  prenatal  care.   And  the  staggering  fact  that  the  cost  of  one  day  of  neonatal  intensive 
care  costs  as  much  as  the  entire  prenatal  and  delivery  package  that  might  well  have 
avoided  the  problem  entirely.  This  terrible  statistic  ignores  the  human  tragedy  involved 
for  the  woman  who  sees  her  health  and  that  of  her  unborn  child  threatened  by  lack  of 
care. 

The  simplicity  of  the  Canadian  system  on  all  scores,  from  the  perspective  of 
patients,  doctors,  or  the  government  agencies,  must  account  for  some  important  part  of 
Canadian  satisfaction.   In  fact,  it  could  be  seen  as  the  reason  why  Canadians  are  more 
content  than  Europeans  with  their  universal  health  care  system.   The  administrative 
complexity  of  Medicare  and  Medicaid  arises  in  large  part  due  to  the  way  those  programs 
interact  with  the  multi-payer  system  we  have  now.   There  is  no  reason  for  universal, 
single-payer  coverage  in  the  U.S.  to  be  any  less  simple  administratively  than  the 
Canadian  system. 


Tom  Bodenheimar  and  Sara  Syer,  "Some  Observation*  on  Health  Care  in  British  Columbia,"  PNHP  Newsletter 
(November  1990),  pp.  4-5. 
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Canadian  administrative  costs  are  negligible  by  American  standards.  Moreover,  the 
gap  between  the  U.S.  and  Canada  has  been  widening  steadily  since  Canada  completed  its 
program.  (See  Figure  2.)   This  six-to-one  ratio  clearly  understates  the  real  difference  in 
cost.  It  does  not  count  the  paper-shuffling  burden  borne  by  American  patients.   Nor  does 
it  include  the  large  proportion  of  recorded  payments  to  doctors  and  hospitals  that  are 
really  administrative  overhead  required  by  our  complex  financing  arrangements. 


Myth  2:  NHI  interferes  with  the  doctor-patient  relationship.  One  ad  in  an  AMA 
attack  on  Canadian  Medicare  asks,  "Elective  surgery-should  it  be  up  to  you??  The  ad 
implies  that  Canada  reduces  the  ordinary  citizen's  freedom  of  choice  in  medical  care.  It 
is  a  thinly  veiled  message  to  those  Americans  with  either  broad  insurance  coverage  or 
ample  funds  to  buy  whatever  care  they  desire.  Seeking  allies,  the  AMA  represents 
Canadian-style  reform  as  a  threat  to  America's  affluent  and  insured. 

That  same  message,  of  course,  will  hold  little  appeal  to  the  millions  of  Americans 
without  the  money  or  coverage  to  get  elective  surgery.   Nor  is  it  likely  to  appeal  to 
Americans  whose  choice  of  doctor  is  limited  by  their  health  maintenance  organization 
(HMO)  or  by  lower  reimbursement  for  visits  to  out-of-plan  doctors  (under  so-called 
"preferred  provider  organizations,"  or  PPOs).  An  increasing  number  of  companies  are 
trimming  their  health  care  costs  by  adopting  these  alternatives.  Under  the  rubric  of 
"managed  care,"  many  such  plans  limit  elective  surgery,  require  second  opinions,  or 
require  approval  by  an  insurance  company  administrator. 

In  one  example,  the  efficiency  of  "managed  care"  is  described  by  a  New  Haven 
cardiologist.   He  describes  a  series  of  time-wasting  conversations  with  ill-informed 
insurance  representatives  who  questioned  why  a  patient  recovering  from  a  cardiac 
transplant  following  serious  heart  and  kidney  failure  had  spent  a  month  in  the  hospital 
prior  to  the  surgery  and  why  she  was  still  in  the  hospital  three  days  after  the  life-saving 
surgery.8 

The  HIAA,  in  their  June  4  testimony,  sees  "managed  care"  as  the  "only  rational 
way  to  make  our  health  care  financing  system  more  efficient  while  preserving  high 
quality  care."   He  wants  to  focus  "administrative  resources  on  making  sure  that  the 
medical  care  our  insureds  receive  is  appropriate  and  of  good  quality."  (p.  16) 
Government-run  systems,  he  says,  are  "notoriously  poor  at  this  kind  of  judgment"  and  can 
only  control  costs  by  limiting  physician  fees  and  capping  hospital  expenditures. 

HIAA  is  not  alone  in  its  faith  in  'managed  care.'  The  president  of  Physicians 
Health  Services,  Connecticut's  largest  HMO,  threatens  that  physicians  had  better  "learn  to 
live  with  managed  care"  or  "be  prepared  for  a  far  greater  government  role  in  controlling 
their  livelihood."9 

In  Canada,  by  contrast,  citizens  have  no  restrictions  on  their  choice  of  physicians, 
and  their  physicians  do  not  have  to  obtain  approval  from  administrators  for  treatment 
they  recommend.  If  freedom  of  choice  is  the  deciding  criterion  for  many  people,  it 
actually  works  in  favor  of  the  Canadian  model,  not  the  forms  of  health  care  that  are 


Steven  Wolfson,  M.D.,  "'Managed  care'  puta  our  well-being  in  the  hands  of  bureaucrats."  New  Haven  Register, 
May  1991. 

9  Michael  E.  Herbert,  "Like  it  or  not,  doctors  must  accept  'managed  care'  as  a  fact  of  life,"  New  Haven  Register, 
Sunday,  June  9,  1991. 
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now  growing  most  rapidly  under  the  aegis  of  market-oriented  reform  in  the  United 
States. 

Dr.  Joel  Cooper,  a  doctor  returning  to  the  U.S.  after  16  years  of  practice  in 
Canada,  provides  a  moving  testimony  to  the  administrative  meddling  in  American 
medicine.    He  wrote  to  his  Harvard  classmates: 

I  have  been  disheartened  by  the  dramatic  changes  which  have  occurred  in 
healthcare  financing  since  I  left  the  U.S.  The  regulations,  the  paperwork, 
the  restrictions,  and  the  harassment,  especially  of  patients  by  health 
insurers  protective  of  their  bottom  line,  has  been  quite  discouraging.  In 
Canada  I  had  the  luxury  of  practicing  medicine  without  economic 
distinction  between  patients  or  restriction  of  needed  services.   Since  all 
individuals  are  equally  covered  under  the  government  health  care  scheme, 
financial  restriction  applies  only  to  the  overall  hospital  budget  on  an 
annual  basis,  not  to  the  particular  care  given  any  individual  patient.  In 
the  U.S.,  the  poor  often  receive  inferior  care,  and  even  those  with  third 
party  insurers  have  care  which  is  limited  by  a  number  of  restrictions  and 
limitations  which  are  often  inconsistent  and  irrational.   If  Medicare  is  an 
example  of  government-run  medicine,  then  it  bears  no  resemblance 
whatsoever  to  the  Canadian  system.   A  patient  of  mine,  from  Texas,  had  a 
successful  lung  transplant  several  years  ago  when  I  was  in  Toronto.  He 
depends  upon  the  expensive  anti-rejection  drug  cyclosporin  to  maintain  his 
current  state  of  good  health.   Medicare,  which  does  pay  for  some 
medications,  and  for  transplant  medications  for  some  types  of  transplant, 
refuses  to  pay  for  his  medications  since  lung  transplant  is  not  on  the 
"approved  list."   I  find  this  rather  perverse.   I  received  a  letter  from  a 
Medicare  administrator  who  indicated  that  in  the  case  of  the  combined 
heart  and  lung  transplants,  those  aspects  related  to  the  heart  are  covered, 
since  heart  transplants  are  approved,  but  those  aspects  related  to  the  lung 
part  of  the  transplant  are  not  covered,  and  it  was  up  to  the  local 
administrator  to  decide  which  aspects  of  the  patient's  care  related  to  the 
heart  part  of  the  transplant  and  which  related  to  the  lung  part  of  the 
combined  transplant.10 


Myth  3:  NHI  leads  to  long  queues  for  treatment.   Every  country,  including  the 
United  States,  has  waiting  lists  for  elective  procedures  and  sometimes  even  essential  ones. 
The  important  question  is  the  impact  on  the  patients'  well-being.  Americans  being  treated 
in  hospital  emergency  rooms,  particularly  in  big  cities,  often  wait  hours  for  critical  care. 
Private  hospitals  routinely  turn  away  uninsured  patients,  dumping  them  on  the  public 
sector.   These  "economic  transfers,"  estimated  at  250,000  annually  in  the  United  States, 
often  result  in  serious  delays  in  treatment,  cause  long-term  harm,  and  have  cost  some 
patients  their  lives,  though  federal  law  now  requires  hospitals  to  assure  that  patients  are 
in  stable  condition  before  transfer. 

When  most  Canadians  are  sick  or  injured,  they  are  cared  for  in  a  timely  manner. 
Indeed,  the  overall  rates  of  hospital  use  per  capita  are  considerably  higher  in  Canada 
than  in  the  United  States  as  is  the  ratio  of  general  physicians  and  family  practitioners  to 
the  population  as  a  whole.   (See  Table  1.) 


Dr.  Joel  Cooper,  Harvard  Class  of  1960,  30th  Reunion  Book,  p.  41. 
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Table  1 

Availability  of  General  Physicians  and  General  Hospitals 
in  the  United  States  and  Canada 
(per  1,000  persons) 

United 


States 

Canada 

Iowa 

Manitoba 

Patient-Care  Physicians 
(includes  interns  & 
residents) 

1.81 

2.05 

1.21 

2.02 

Private-practice  general 
practitioners  &  family 
physicians 

0.24 

0.90 

0.29 

0.88 

Short-term  General  Hospitals 
Beds 

Admissions 
Days 

4.20 
140 
994 

4.43 
136 
1,293 

5.22 
142 
1,084 

4.89 
153 
1,317 

SOURCE:   Victor  R.  Fuchs,  and  James  S.  Hahn,  "How  Does  Canada  Do  It?  A  Comparison  of 
Expenditures  for  Physicians'  Services  in  the  United  States  and  Canada,"  New  England  Journal  of 
Medicine.  Vol  323,  No.  13,  884-890,  Table  1. 


Nonetheless,  there  have  developed  long  waiting  lists  for  some  services,  particularly 
for  open-heart  surgery  and  magnetic  resonance  imaging,  the  newest  radiological 
procedure  for  diagnosis.  These  delays  reflect  managerial  problems  and  labor  bottlenecks 
as  much  as  chronic  shortages  of  facilities.  If  they  involve  patients  in  urgent, 
life-threatening  condition,  there  is  political  outrage.  Open-heart  surgery  is  currently  the 
most  controversial  example.  Government  officials  in  British  Columbia  watched  their 
waiting  list  for  cardiac  surgery  grow  to  more  than  500  during  1990  and,  in  response, 
purchased  surgery  from  Seattle  hospitals  with  excess  beds  and  heart  surgeons.    There  are 
many  reasons  for  waiting  list:  1.  many  patients  preferred  two  surgeons  over  all  the 
others;  2.  shortage  of  OR  time,  or  inefficient  scheduling  of  OR  time;  3.  nursing  shortage; 
4.  shortage  of  beds  for  post-op  care;  and  5.  doubt  over  the  medical  necessity  of  the 
surgery.1 

This  incident  is  the  sort  that  opponents  of  the  Canadian  system  cite  as  illustrating 
its  failure.  The  picture  of  Canadians  dying  in  the  streets  is  ridiculous.  True,  Canadians 
can  wait  months  for  non-urgent  surgery  and  there  are  fewer  MRIs  and  other  high 
technology  items  in  Canada.  No  knowledgeable  person,  however,  would  use  U.S.  rates  of 
surgery  and  sophisticated  diagnostic  techniques  as  the  scale  against  which  to  judge 
others.  Diagnostic  tools  like  MRIs  will  continue  to  become  more  available  in  Canada  as 
medical  need,  political  pressure,  and  usage  patterns  dictate.  But  such  examples  reveal  as 
much  about  American  slack  as  Canadian  restrictiveness-and  they  bring  us  to  the  next 
myth. 


Bodenheimer  and  Syer,  op.  cit. 
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Myth  4:  National  health  insurance  lowers  the  quality  of  medical  care.      The  quality 
of  a  nation's  health  care  is  never  simple  to  measure.  The  United  States  certainly  offers 
medical  care  of  higher  quality  than  does  Canada  if  quality  is  defined  as  easier  access  to 
complex  technologies  regardless  of  their  effectiveness.  And  American  medical  care  may 
be  the  best  in  the  world  if  quality  is  defined  by  the  technologies  and  facilities  available 
to  the  most  privileged  members  of  a  population.  But  if  we  define  quality  by  some 
measure  that  reflects  both  the  effectiveness  of  treatment  and  the  respect  and 
consideration  shown  to  patients-all  patients,  not  just  the  affluent  and  insured--A.merica 
ranks  lower  than  other  countries  in  the  West,  including  Canada,  that  have  national 
health  insurance. 

There  is  certainly  no  evidence  of  any  Canadian  disadvantage  if  our  standard  is 
the  actual  health  of  the  public,  though  medical  care  is  only  one  of  the  many  factors 
affecting  health  and  by  no  means  the  most  important.  (Canada  actually  has  a  clear 
advantage  in  life  expectancy  and  infant  mortality,  but  probably  for  reasons  unrelated  to 
its  system  of  health  care  finance.)   And  if  consumer  satisfaction  is  our  basis  for 
judgment,  both  polls  and  political  behavior  give  a  big  edge  to  Canada. 

Canada  has  a  full  range  of  high  technology  facilities,  but  there  is  considerably 
less  abundance  and  little  competition  for  market  share.   Expensive  capital  equipment  is 
first  approved  only  for  specialized  medica!  centers,  and  subsequent  diffusion  is  closely 
controlled  by  provincial  ministries  of  health.  This  control  results  in  lower  rates  of 
cardiac  surgery,  magnetic  resonance  imaging,  lithotripsy,  and  some  other  complex 
services. 

In  some  cases,  these  lower  rates  are  probably  appropriate:  The  additional  use  in 
the  United  States  reflects  incentives  for  overtreatment.   In  other  cases,  Canadians  are  not 
receiving  services  that  would  have  some  health  benefit  at  a  high  cost  (instead  choosing 
to  provide  other  forms  of  care  and  reserving  more  national  income  for  other  purposes). 
Of  course,  no  nation  can  provide  every  service  that  would  conceivably  give  someone 
benefit.   The  question  is  whether  the  Canadians  are  making  a  reasonable  choice  and 
providing  medical  care  of  high  quality.  Judging  by  Canadian  public  opinion,  the  answer 
seems  to  be  affirmative. 

Higher  levels  of  satisfaction  in  Canada  suggest  the  importance  of  the  distributive 
dimension  of  health  care  quality.  Major  aspects  of  American  medical  care—the 
widespread  inability  to  obtain  health  insurance,  the  limited  extent  of  immunization,  the 
large  number  of  pregnant  women  without  regular  medical  attention,  and  the  risk  of 
bankruptcy  from  illness-would  be  considered  intolerable  in  other  comparably  wealthy 
nations.  Canada  has  fewer  centers  of  technological  excellence,  but  the  average  level  of 
care  is,  by  any  definition,  at  least  the  equal  of  that  in  the  United  States. 


Myth  5:  NHI  leads  to  rationing.  Critics  warn  that  Canada  "rations"  medical  care.  If 
by  rationing  they  simply  mean  limiting  services,  every  country  in  the  world  rations 
health  care.  The  question  is  how  and  how  much.  The  United  States  limits  services  by 
ability  to  pay  and,  accordingly,  shows  significant  differences  in  access  to  health  care  by 
race,  class,  and  employment  circumstances.  By  contrast,  Canada  and  most  other 
developed  countries  attempt  to  provide  more  uniform  access  to  the  entire  population. 
Medical  care  then  depends  more  on  a  professional  assessment  of  medical  need  than  on 
insurance  status. 

Rationing,  in  this  context,  is  another  name  for  allocation.  Whether  it  is 
objectionable  depends  also  on  the  extent  of  free  choice  and  the  distribution  of  control. 
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Americans  in  HMOs  and  other  systems  of  "managed  care"  face  systems  of  corporate 
rationing;  the  rules  for  rationing  are  matters  of  business  strategy.  To  be  sure,  some 
employees  in  the  United  States  are  offered  a  choice  among  such  plans,  but  they  are 
hardly  in  a  position  to  know  much  about  how  the  HMOs  control  their  spending.  They 
have  no  way  of  knowing,  for  example,  whether  an  HMO  might  deny  them  referral  to  a 
specialist  in  the  event  of  a  rare  disease  or  difficult  procedure.   Because  Canadians  have 
free  choice  of  physician,  they  do  not  have  to  worry  about  that  kind  of  rationing.  And 
while  the  rationing  choices  of  an  American  HMO  are  private,  Canada's  choices  about 
spending  on  hospitals  and  other  health  services  are  publicly  debated  and  democratically 
decided.   If  Canadians  come  to  feel  that  they  should  spend  more  on  high  technology 
services,  their  system  allows  them  to  do  so  more  efficiently  and  equitably  than  does  ours. 


Myth  6:  NHI  causes  an  exodus  of  physicians.  Some  Canadian  physicians  were 
coming  to  the  United  States  long  before  Canada  introduced  nat!-nal  health  insurance. 
Emigration  did  not  increase  significantly  afterwards.   The  numbers  of  emigrants  to  the 
U.S.  has  always  been  small,  never  enough  to  offset  a  steady  increase  in  the  number  of 
Canadian  physicians.  The  ratio  of  physicians  to  population  has  steadily  increased  and 
actually  grown  closer  to  the  U.S.  level.   In  1987  we  had  234  doctors  per  100,000  people, 
while  Canada  had  216. 

Stories  about  deep  discontent  among  Canadian  physicians  are  much  exaggerated. 
Physicians  were  the  highest-paid  professionals  in  Canada  prior  to  the  introduction  of 
universal  medical  insurance;  they  still  are.   Provincial  medical  associations  and  ministries 
of  health  negotiate  budgets  annually.  Since  much  of  the  bargaining  for  resources  and 
control  gets  carried  out  in  the  public  arena,  these  negotiations  are  contentious,  with 
provincial  ministers  of  finance  typically  forecasting  imminent  bankruptcy  and  medical 
associations  threatening  dire  service  cutbacks  if  they  don't  get  more  money.   The  media, 
always  hungry  for  conflict,  seize  on  the  extremes  of  these  positions.  These  controversies 
sell  newspapers;  they  do  not  mean  the  system  is  about  to  collapse.12 


B.   Comparative  Learning  Myths 

1.   Skeptics  claim  that  the  United  States  and  Canada  are  too  different  to  borrow  from 
each  other.   This  claim  has  had  some  recent  support  from  the  newly  published  work  of 
Seymour  Martin  Lipset,  Continental  Divide.13    Canadians  have  altogether  different 
political  attitudes,  according  to  the  health  skeptics.  According  to  Lipset,  Canadians 
respect  government  far  more  than  do  Americans,  a  contention  substantially  evidenced  by 
the  difference  between  the  Canadian  founding  document  and  our  own  Declaration  of 
Independence.   By  this  standard,  Canadians  are  committed  to  "peace,  order  and  good 
government,"  while  our  creed  is  the  individualistic  "pursuit  of  happiness." 

But  Lipset's  book  does  not  in  fact  substantiate  assertions  about  the  character, 
depth,  and  significance  of  Canadian  and  American  distinctiveness.   What  Lipset  in  fact 
claims  is  that  Canada  and  the  United  States  "resemble  each  other  more  than  either 
resembles  any  other  nation"  and,  at  the  same  time,  stil!  differ  in  some  important  respects. 


*  HIAA's  June  4  testimony  seizes  on  just  this  sort  of  media  attention  to  show  the  horrors  of  Canadian  Medicine 
See  exhibit  1  from. 

13   See  the  exchange  of  letters  between  Alain  Enthoven  and  Ted  Marrnor/ Jerry  Mashaw  in  The  American 
Prospect.  Vol.I,  No.4.  The  disputed  book  is  Seymour  Martin  Lipset,  Continental  Divide:    The  Values  and  Institutions  of 
the  United  States  and  Canada  (Routledge:  New  York,  1990). 
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There  are,  for  example,  persistent  differences  in  the  results  of  public  opinion  polls,  often 
"in  the  range  of  5  to  10  percent."  (p.  212)   But  undeniable  differentia  of  this  magnitude 
are  hardly  grounds  for  believing  that  developments  in  Canada's  health  care  experience 
are  irrelevant  to  us. 

The  misuse  of  Lipset's  comparisons  of  the  two  countries  highlights  the  importance 
of  not  reading  out-of-context  and  of  understanding  a  basic  rule  of  comparative 
scholarship.   Lipset's  study  was  an  "effort  at  detailed  comparison  of  closely  linked 
neighbors,  not  of  crosscultural  variations  on  a  broad  international  scale."   This  sort  of 
"narrow"  comparison  is  destined  to  bring  out  dissimilarities,  while  "broad  comparison 
brings  out  similarities."14  Given  the  narrow  comparison  Lipset  has  undertaken,  any 
similarities  he  finds  must  be  quite  strong.   Lipset  makes  no  claim  for  the  broader 
significance  of  the  differences  he  identifies.   Nor,  for  the  purposes  of  learning  about 
health  care  in  Canada,  should  we. 

a.  Are  Americans  too  individualistic  to  accept  a  universal  government  health 
insurance  program?    Since  Canadian  doctors  remain  in  individual  practice  and  Cana- 
dians choose  freely  which  practitioners  to  consult,  it  is  unclear  that  America's  current 
method  of  delivering  health  care  represents  any  higher  level  of  individualism. 

Lipset  used  a  public  opinion  survey  to  show  that  more  American's  than  Canadians 
felt  they  had  "a  lot  of  control  over  the  course  of  their  lives,"  but  the  rather  small  margin 
(59%  of  Americans  versus  52%  of  Canadians)  makes  a  less  than  convincing  case  for  a 
major  difference  on  belief  in  individualism.      Without  comparable  results  from  other 
nations,  the  U.S  and  Canadians  can  be  seen  as  either  quite  similar  or  quite  different. 

b.  How  important  are  the  different  structures  of  government?  Skeptics,  among 
them  some  editors  of  The  New  York  Times,  argue  that  the  United  States,  with  its 
elaborate  checks  and  balances,  cannot  adapt  programs  from  a  parliamentary  system.16 

But  North  American  political  science  scholars  dispute  the  basis  for  the  sharp 
dichotomy.  Federalism,  according  to  Keith  Banting,  has  more  influence  on  the  nature  of 
governmental  institutions  and  the  role  of  government  than  do  the  exact  form  that 
federalism  takes  (congressional  or  parliamentary).     Canada  and  the  U.S.  (along  with 
Australia)  have  both  been  laggards  in  welfare  state  development  when  compared  with 
European  welfare  states. 

The  Canadian  parliamentary  system  is  generally  considered  more  decisive  than  the 
U.S  form  of  separated  powers.  But  each  system  has  advantages:  Canada  may  more 
easily  develop  innovations,  but  the  U.S.  system  promotes  policy  stability.  It's  not  clear 
one  is  better  than  the  other.  Kent  Weaver,  for  example,  argues  that  the  difficulty 
experienced  by  both  nations  in  coming  to  grips  with  the  deficit  and  other  such  problems 


"   Lipset,  p.  225. 

15  Lipset,  p.  170. 

16  "Many  experts  believe  that  the  discipline  of  parliamentary  government  in  Canada  is  better  suited  to  the  task 
of  negotiating  with  medical  providers,  setting  reimbursement  rates  that  carefully  balance  the  needs  of  patients, 
taxpayers,  and  providers."    (The  New  York  Times.  May  26  editorial.) 

1^  "The  differences  between  cabinet  and  congressional  government  can  be  easily  overstated,  as  Neustadt  has 
emphasised,  and  certainly  the  congressional  system  is  not  a  complete  explanation  of  the  more  limited  role  that 
government  plays  in  the  United  States,  as  King  has  emphasised.   But  at  the  very  least,  the  congressional  system  does 
seem  to  require  a  broader  political  consensus  before  major  action  can  be  undertaken.  .  .  Federalism  represents  another 
form  of  institutional  fragmentation,  another  version  of  checks  and  balances."    (Keith  G.  Banting,  The  Welfare  State  and 
Canadian  Federalism.  Second  Edition  (McG ill-Queens  University  Press:  Kingston  and  Montreal,  1987)  p.  41. 
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indicates  that  the  differences  may  have  limited  effect.   "We  must  be  careful  not  to  blame 
entirely  on  governing  institutions  policy  shortcomings  that  seem  to  be  common  to  a 
variety  of  institutional  arrangements." 

U.S.  governmental  institutions,  according  to  Weaver,  look  messy,  conflictual, 
parochial,  and  even  deadlock-ridden  in  comparison  to  their  Canadian  counterparts. 
"But,"  he  warns,  "appearances  can  be  deceiving.  The  American  system  makes  the 
parochialism  and  give-and-take  of  governing  visible,  while  the  Canadian  system  disguises 
these  features.  Canada's  worse  record  on  managing  federal  budget  deficits  suggests  that 
concentration  of  power  in  the  executive  is  no  guarantee  of  governmental  effectiveness. 
And  Canada's  budget  is  not  noticeably  less  burdened  by  'pork  barrel'  projects  than  the 
U.S.  budget."19 

Moreover,  just  as  the  Canadians  have  set  up  their  program  on  a  federal  basis,  so 
might  we.  The  impediments  to  borrowing  the  Canadian  model  do  not  lie  fundamentally 
in  the  structure  of  government.  They  lie  in  the  power  of  those  substantively  opposed. 
America's  political  leaders  have  traditionally  allowed  the  providers  and  insurers  of 
health  care  to  shape  boundaries  of  debate.   Is  it  true,  as  Stanford  economist  Alain 
Enthoven  argues,  that  borrowing  from  Canada  is  "off  the  radar  screen  of  American 
possibility"?      A  good  many  people  (not  Enthoven)  have  an  interest,  alas,  in  maintaining 
precisely  that  assumption  and  thereby  contribute  to  keeping  fundamental  changes  off  the 
radar  screen  and  off  the  agenda. 


2.  Is  government  in  the  U.S.  too  corrupt,  too  subject  to  interest  group  pressure,  and  too 
incompetent  for  centrally  administered,  Canadian-style  health  insurance  to  work? 

This  claim  is  based  on  selective  and  uninformed  glances  across  our  northern 
border.   Public  confidence  in  Canadian  government  has  been  severely  shaken  over  the 
past  decade  by  defense  procurement  and  influence  pedaling  scandals  that  match  our  own 
S&L  and  HUD  miseries.  None  of  this  has  touched  Canadian  Medicare,  just  as  our 
scandals  have  left  the  Social  Security  Administration  unscathed.  Governmental 
corruption  is  not  an  exclusively  American  product,  nor  is  competent  public 
administration  an  exclusively  foreign  invention. 

In  both  countries,  the  politics  of  group  and  institutional  fragmentation  frequently 
produces  either  incoherence  or  paralysis  in  policy  formation.  The  primary  difference  is 
that  in  Canada  this  fragmentation  tends  most  often  to  be  expressed  in  regional  and 
intergovernmental  conflict  while  in  the  U.S.  it  is  expressed  in  the  separation  of  powers 
and  tension  between  the  Executive  and  a  highly  decentralized  Congressional  system. 
Citizens  of  both  countries  now  express  considerable  dissatisfaction  with  accountability, 
responsiveness,  and  effectiveness  of  government. 


Keith  Banting,  Michael  Hawes,  Richard  Simeon,  St  Elaine  Willis  (Eds.)  Policy  Choices:  Political  Agendas  in 
Canada  and  the  United  State*  (School  of  Policy  Studies,  Queens  University:  Kingston,  1991),  p.  141. 

19  Ibid.,  p.  140. 

^  Professor  Enthoven  made  this  statement  at  the  Aspen  Institute  40th  Anniversary  Symposium,  "Renewal: 
Leadership  and  Values  for  the  21st  Century,"  August  2-5,  1990.  His  views  are  summarised  in  the  Report  on  the 
Symposium,  Lawrence  N.  Hansen,  rapporteur,  (The  Aspen  Institute:  Queens  town,  MD,  1991)  "The  U.S.  political 
system  is  incapable,  in  his  view,  of  forcing  change*  on  such  powerful  constituencies  as  the  insurance  industry,  the 
hospital  industry,  organised  medicine,  the  medical  device  industry,  and  the  pharmaceutical  industry."  p.  28. 
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3.   Would  primary  research  suffer  were  the  U.S.  to  adopt  a  Canadian  style  health 
insurance  system  with  fixed  budgets? 

Research  costs  can  and  should  be  shared  among  industrial  nations.   A  more 
disciplined  American  health  budget  (and  shrunken  medical  profits)  would  surely  prompt 
such  efforts,  just  as  greater  sharing  of  NATO  costs  has  come  onto  our  political  agenda. 


VII.  Conclusion 

We  need  a  determined  pursuit  of  reform  in  medical  care  financing.   How  to  pay 
for  medical  care,  how  to  distribute  the  burden  of  this  finance  fairly,  how  to  place 
defensible  borders  on  what  we  spend  for  medical  care,  and  how  to  assure  that  what  we 
get  is  reasonably  reliable  and  acceptably  administered—these  are  the  hard  questions  that 
have  to  be  answered.   Code  words  like  "market,"  "managed  care,"  and  even  "national 
health  insurance"  by  themselves  provide  no  answers. 

We  need  less  talk  about  American  uniqueness  and  more  willingness  to  listen  to 
what  others  can  tell  us.   We  should  draw  on  their  experiences  and  set  about  the  serious 
work  of  devising  suitable  health  financing  arrangements  of  our  own.   The  GAO  report 
represents  just  the  sort  of  serious  efforts  at  understanding  other  experiences  we  need. 
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Mr.  Conyers.  I  would  like  to  turn  to  your  friend,  Linda  Lipsen, 
legislative  counsel  for  Consumer's  Union  and  ask  you  how  Chuck 
Lipsen  is  these  days. 

STATEMENT  OF  LINDA  LIPSEN,  LEGISLATIVE  COUNSEL, 
CONSUMER'S  UNION 

Ms.  Lipsen.  Thank  you,  very  much. 


Lipsen,  legislative  counsel  for  Consumer's  Union,  the  publisher  of 
Consumer  Reports.  I  greatly  appreciate  this  opportunity  to  share 
our  views  on  the  crisis  in  American  health  care. 

In  recent  years,  few  topics  have  so  dominated  our  concerns  as  the 
cruel  failure  of  the  health  care  system  to  take  care  of  all  our  citi- 
zens. 

Most  recently,  Consumer  Reports  published  a  two-part  series,  the 
"Crisis  in  Health  Insurance."  In  addition  to  documenting  the  di- 
mensions of  the  health  care  crisis,  the  articles  concluded  that  a  sin- 
gle-payer approach  to  health  insurance  would  meet  the  twin  goals 
of  universal  access  to  coverage  and  containment  of  costs. 

Poll  after  poll  shows  that  the  American  people  are  unhappy  with 
the  way  their  health  care  is  financed.  A  1988  poll  conducted  by 
Louis  Harris  and  Dr.  Robert  Blendon,  found  that  61  percent  of 
Americans  would  prefer  a  system  of  national  health  insurance  like 
the  one  in  Canada,  in  which  "the  government  sets  all  fees  charged 
by  doctors  and  hospitals." 

This  year,  a  Los  Angeles  Times  poll  asking  a  similar  question 
found  that  66  percent  of  Americans  would  prefer  a  health  insur- 
ance system  similar  to  Canada's. 

As  you  have  heard  throughout  this  series  of  hearings,  our  health 
care  system  is  the  costliest  in  the  world.  We  pay  more,  much  more, 
but  get  less.  Many  get  nothing.  We  lag  woefully  behind  numerous 
countries  in  important  health  indicators  such  as  infant  mortality. 

As  this  committee  is  well  aware,  37  million  Americans  are  not 
covered  by  health  insurance  at  all  and  at  least  60  million  may  be 
underinsured  for  much  of  any  given  year. 

Individuals  without  health  insurance  have  many  faces.  They  may 
be  poor,  since  only  38  percent  of  the  poor  receive  Medicaid.  But  in- 
creasingly, lack  of  insurance  coverage  is  a  middle  class  phenome- 
non. 

With  the  present  patchwork  private  insurance  system,  every- 
body— rich  and  poor,  employed  and  unemployed,  male  and  female, 
young  and  old — is  at  risk  of  being  without  health  insurance.  Even 
those  of  us  who  feel  our  employer-provided  policies  protect  us  well 
could  be  just  one  illness  or  one  accident  or  one  layoff  away  from 
losing  both  our  health  insurance  and  our  life  savings. 

The  middle  income  consumer  can  be  affected  by  the  health  insur- 
ance morass  in  many  other  ways.  Since  many  employers  have 
dropped  or  cut  back  on  their  health  insurance  benefits,  many  em- 
ployees, especially  individuals  working  in  small  firms,  can  now  lose 
access  to  an  affordable  health  insurance  policy. 

Spiraling  health  care  costs  are  leading  to  high  premiums  that 
force  the  middle  income  consumer — both  employees  of  firms  and 
the  self-employed  to  drop  coverage  in  too  many  cases. 


Mr.  Chairman 


committee,  I  am  Linda 


599 

Equally  disturbing,  the  number  of  employers  paying  premiums  is 
declining.  In  1984,  Hewit  Associates  found  that  37  percent  of  large 
employers  paid  full  premiums  for  their  workers.  By  1988,  only  24 
percent  provided  these  benefits. 

Working  Americans  can  lose  their  health  insurance  when  their 
employer  goes  out  of  business.  A  bleak  marketplace  is  faced  by  in- 
dividuals who  must  replace  a  group  policy  with  individual  family 
coverage. 

Even  less  than  adequate  coverage  may  cost  thousands  a  year, 
with  premiums  ever  rising.  Individuals  shopping  for  coverage  soon 
discover  that  insurers  want  to  cover  fewer  and  fewer  people. 

Insurers  compete  ardently  for  the  healthiest  applicants.  While  no 
carrier  wants  to  cover  individuals  who  have  had  a  history  of  can- 
cer, heart  disease,  or  life-threatening  illnesses,  increasingly,  insur- 
ers are  turning  down  people  with  far  less  serious  health  conditions. 

Treatment  for  alcohol  abuse,  depression  or  even  visits  to  a  mar- 
riage counselor  can  mean  rejection.  If  you  have  minor  conditions, 
you  may  get  coverage,  but  on  unfavorable  terms.  Some  insurers 
will  offer  coverage,  but  only  if  the  preexisting  condition  is  excluded. 

The  clear  message  to  consumers  is  that  only  those  in  excellent 
health  need  apply.  People  who  have  medical  problems,  however 
minor,  are  second-class  citizens  in  the  world  of  health  insurance. 

Other  middle  income  consumers  are  affected  by  the  health  insur- 
ance quagmire  because  their  health  insurance  concerns  lock  them 
into  their  present  jobs.  Preexisting  health  conditions  and  the  fear 
of  losing  critical  health  benefits  keep  them  from  being  able  to 
change  jobs  or  careers.  We  should  worry  that  fears  about  health  in- 
surance may  be  stifling  the  mobility  and  motivation  of  workers  in 
American  companies. 

The  health  care  problem  has  many  dimensions,  including  the 
critical  need  for  cost  control.  When  the  uninsured  can't  afford 
health  care,  everyone  pays.  When  the  uninsured  cannot  treat 
health  conditions  when  they  first  occur,  and  receive  costly  care  in 
a  hospital  emergency  room  when  a  crisis  develops,  once  again,  ev- 
eryone pays. 

In  1988,  unpaid  hospital  bills  totaled  more  than  $8  billion,  zoom- 
ing up  10  percent  from  the  previous  year.  Doctors  and  hospitals  re- 
coup these  costs  by  simply  raising  the  price  for  everyone  else. 

This  cost  shifting,  in  turn,  further  drives  up  the  price  of  insur- 
ance, resulting  in  still  more  people  being  unable  to  afford  coverage. 
Costs  ride  an  up  elevator  to  every  higher  levels  while  consumers 
ride  a  down  elevator  to  lower  coverage. 

Cost  shifting  accounts  for  about  one-third  of  the  increase  in  in- 
surance premiums  which  are  rising  in  the  range  of  50  percent  a 
year.  The  cost  of  medical  care — wnich  is  skyrocketing  at  two  to 
three  times  the  rate  of  inflation — accounts  for  the  rest. 

Consumer  Reports  concludes  that  the  best  approach  that  could 
both  provide  universal  access  to  high-quality  health  care  and  con- 
trol costs  is  a  model  that  features  a  single  payer,  rather  the  system 
we  have  now — thousands  of  private  carriers  chasing  the  business 
of  the  healthiest  applicants  while  shunning  those  who  need  cov- 
erage the  most. 

Meaningful  reform  must  provide  for  universal  access  to  health 
care,  cost  containment,  mechanisms  to  ensure  quality  of  care, 
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elimination  of  administrative  waste,  and  long-term  care  for  the  el- 
derly and  disabled. 

Mr.  Conyers.  Thank  you  very  much,  Ms.  Lipsen.  Good  to  have 
you  before  our  committee. 

[The  prepared  statement  of  Ms.  Lipsen  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee,  I  am  Linda 
Lipsen,  the  Legislative  Counsel  for  Consumers  Union1,  the 
publisher  of  Consumer  Reports.  I  greatly  appreciate  this 
opportunity  to  share  our  views  on  the  crisis  in  American  health 
care  and  the  pressing  need  for  comprehensive  reform  of  our 
system.     In  recent  years,  few  topics  have  so  dominated  our 
concerns  as  the  failure  of  the  health  care  system  to  accommodate 
all  citizens. 

Most  recently,  Consumer  Reports  published  a  2 -part  series, 
The  Crisis  in  Health  Insurance,  in  the  August  1990  and  September 
1990  issues.      In  addition  to  documenting  the  dimensions  of  the 
health  care  crisis,  the  articles  concluded  that  a  single  payer 
approach  to  health  insurance  would  meet  the  twin  goals  of 
universal  access  to  coverage  and  containment  of  costs.  The 
reader  response  to  the  CR  articles  was  impressive.     The  letters 
were  extremely  personal  and  moving  accounts  of  tragedy  and 
despair  due  to  the  lack  of  access  to  affordable  health  care. 

We  were  greatly  encouraged  that  the  GAO  Report  on  the 


Consumers  Union  is  a  nonprofit  membership  organization, 
chartered  in  1936  under  the  laws  of  the  State  of  New  York  to 
provide  information,  education,  and  counsel  about  consumer  goods 
and  services  and  the  management  of  family  income.  Consumers 
Union's  income  is  derived  solely  from  the  sale  of  Consumers 
Reports,  its  other  publications  and  films.  Expenses  of  occasional 
public  service  efforts  may  be  met,  in  part,  by  nonrestrictive, 
noncommercial  contributions,  grants,  and  fees.  In  addition  to 
reports  on  Consumers  Union's  own  product  testing,  Consumer  Reports, 
with  approximately  4.9  million  paid  circulation,  regularly  carries 
articles  on  health,  product  safety,  marketplace  economics  and 
legislative,  judicial  and  regulatory  actions  which  affect  consumer 
welfare.  Consumers  Union's  publications  carry  no  advertising  and 
receive  no  commercial  support. 
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"single  payer"  Canadian  system  found  such  enormous  cost  savings 
through  curtailing  administrative  waste  and  global  budgeting.  It 
is  our  hope  that  this  important  study  will  embolden  policymakers. 

Poll  after  poll  shows  that  the  American  people  are  unhappy 
with  the  way  their  health  care  is  financed.     A  1988  poll 
conducted  by  Louis  Harris  and  Dr.  Robert  Blendon,  chairman  of  the 
Department  of  Health  Policy  and  Management  at  the  Harvard  School 
of  Public  Health,  found  that  61  per  cent  of  Americans  would 
prefer  a  system  of  national  health  insurance  like  the  one  in 
Canada,  in  which  "the  government  sets  all  fees  charged  by  doctors 
and  hospitals."        This  year,  a  Los  Angeles  Times  poll  asking  a 
similar  question  found  that  66  per  cent  of  Americans  would  prefer 
a  health  insurance  system  similar  to  Canada's. 

As  you  have  heard  throughout  this  series  of  hearings,  our 
health  care  system  is  the  costliest  in  the  world.     The  U.S. 
spends  171  per  cent  more  per  capita  than  Great  Britain,  124  per 
cent  more  than  Japan,  88  per  cent  more  than  West  Germany  and  38 
per  cent  more  than  Canada,    We  pay  more,  much  more — but  get  less. 
We  lag  behind  numerous  countries  in  important  health  indicators. 
As  this  Committee  is  well  aware,  37  million  Americans  are  not 
covered  by  health  insurance  at  all  and  at  least  60  million  may  be 
under insured  for  much  of  any  given  year. 

Individuals  without  health  insurance  have  many  faces.  They 
may  be  poor,  since  only  38%  of  the  poor  receive  Medicaid.  But 
increasingly,  lack  of  insurance  coverage  is  a  middle  class 
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phenomenon.     Individuals  finding  themselves  uninsured  or 
uninsurable  include: 

(a)  men  and  women  employed  by  small  businesses 

(b)  the  self  employed 

(c)  part-time  workers 

(d)  young  people  just  starting  their  careers 

(e)  the  disabled 

(f)  the  divorced 

(g)  those  taking  early  retirement,  but  still  too  young  for 
Medicare 

(h)  workers  whose  employers  go  out  of  business 

(i)  those  with  pre-existing  conditions 
(j)  students 


With  the  present  patch-work  private  insurance  system, 
everybody — rich  and  poor,  employed  and  unemployed,  male  and 

female,  young  and  old  is  at  risk  of  being  without  health 

insurance.     Even  those  of  us  who  feel  our  employer-provided 
policies  protect  us  well  could  be  just  one  illness  or  one 
accident  away  from  losing  both  our  health  insurance  and  our 
savings. 

Our  August  1990  article  told  the  story  of  David  Curnow, 
formerly  a  partner  in  a  San  Diego  law  firm.     He  was  injured  in  an 
accident,  when  (while  riding  his  bicycle)  he  was  struck  by  an 
uninsured  motorist.    While  his  insurance  carrier  paid  most  of  his 
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bills  (which  totaled  nearly  $250,000),  he  has  considerable  out-of 
pocket  costs  for  the  home-health  aide  services  he  needs  every 
day.     But  before  long,  his  health  insurance  benefits  will  run 
out.     Eventually  he  will  qualify  for  Medicare  because  of  his 
disability,  but  he  will  be  unable  to  get  coverage  for  expenses 
not  covered  by  Medicare.     If  he  is  able  to  return  to  work,  it  is 
not  very  likely  that  he  will  find  a  firm  that  has  an  insurance 
company  willing  to  accept  the  health  risk  he  poses. 

While  there  is  growing  understanding  that  a  large  per  cent 
of  the  poor  have  inadequate  health  insurance  and  limited  access 
to  health  care,  recognition  that  the  health  access  problem  is  a 
major  problem  for  the  middle  class  is  more  recent.    The  case 
above  of  a  partner  in  a  law  firm  shows  how  an  accident  can 
suddenly  create  a  health  insurance  problem  for  someone  who  not 
long  before  was  a  gainfully  employed,  healthy  person. 

The  middle  class  can  be  affected  in  many  other  ways  as  well. 
Since  many  employers  have  dropped  or  cut  back  on  their  health 
insurance  benefits,  many  relatively  well-paid  employees, 
especially  individuals  working  in  small  firms,  may  lack  access  to 
an  affordable  health  insurance  policy. 

Consumer  Reports  told  the  story  of  a  small  employer  in 
California  whose  health  insurance  premiums  doubled  in  one  year, 
with  premiums  for  one  employee  of  over  $10,000  per  year.  Over 
half  of  the  non-elderly  population  without  health  insurance  are 
working  adults.     And  the  spiralling  health  care  costs  are  leading 
to  high  premiums  that  force  the  middle  income  consumer — both 
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employees  of  firms  and  the  self  employed  to  drop  coverage  in  too 
may  cases.     In  1987,  25  per  cent  of  the  uninsured  worked  for  very 
large  employers  who  offered  health  insurance. 

Moreover,  the  number  of  employers  paying  premiums  is 
declining.     In  1984,  Hewit  Associates,  a  benefits  consulting 
firm,  found  that  37  per  cent  of  large  employers  paid  full 
premiums  for  their  workers.     By  1988,  only  24  per  cent  provided 
these  benefits.  Consumer  Reports  noted  that  48  per  cent  of 

the  low  wage  members  of  the  Service  Employees  International  Union 
(whose  members  are  hospital  workers,  janitors,  and  government 
employees)  were  offered  insurance  but  turned  it  down  because  they 
could  not  afford  the  premiums.     Health  conditions  of  some 
employees,   like  Kay  Nichols  (who,  at  age  38  has  glaucoma)  lead 
employers  to  be  either  locked-into  existing  health  insurance 
policies  (unable  to  shop  around  for  a  lower-priced  policy)  or  to 
face  dif f icult-to-accept  exclusions  from  new  policies. 

Working  Americans  can  lose  their  health  insurance  when  their 
employer  goes  out  of  business.     When  individuals  not  covered 
under  a  group  policy  seek  out  coverage  for  their  families,  they 
discover  a  bleak  marketplace.     Even  less  than  adeguate  coverage 
may  cost  thousands  a  year,  with  premiums  ever  rising. 
Individuals  shopping  for  coverage  soon  discover  that  insurers 
want  to  cover  fewer  and  fewer  people.  Insurers  compete  ardently 
for  the  healthiest  applicants.  While  no  carrier  wants  to  cover 
individuals  who  have  had  a  history  of  cancer,  heart  disease,  or 
life  threatening  illnesses,  increasingly  insurers  are  turning 
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down  people  with  far  less  serious  health  conditions.  Virtually 
no  commercial  carrier,  and  only  a  handful  of  Blue  Cross  and  Blue 
Shield  companies,  will  sell  policies  to  anyone  who  has  had  heart 
disease,  cancer,  diabetes,  strokes,  adrenal  disorders,  epilepsy, 
or  ulcerative  colitis.     Treatment  for  alcohol  abuse,  depression 
or  even  visits  to  a  marriage  counselor  can  mean  rejection.  If 
you  have  less  serious  conditions,  you  may  get  coverage,  but  on 
unfavorable  terms.      Some  insurers  will  offer  coverage,  but  only 
if  the  preexisting  condition  is  excluded.     Companies  in  our 
survey  told  us  that  between  1/4  and  1/2  of  their  policies  carry 
exclusion  riders,  higher  than  standard  premiums  or  both. 

Moreover,  if  you  are  rejected,  that  fact  will  be  recorded  at 
the  Medical  Industry  Clearinghouse,  which  is  accessible  to 
insurance  carriers.     The  clear  message  to  consumers  is  that  only 
those  in  excellent  health  need  apply.     People  who  have  medical 
problems,  however  minor,  are  second  class  citizens  in  the  world 
of  health  insurance. 

Other  middle  income  consumers  are  affected  by  the  health 
insurance  quagmire  because  their  health  insurance  concerns  lock 
them  in  to  their  present  jobs.     Pre-existing  health  conditions 
and  the  fear  of  losing  critical  health  benefits  keep  them  from 
being  able  to  change  jobs,  or  careers. 

We  are  deeply  concerned  that  people  are  forced  to  make 
career  decisions  purely  based  on  health  insurance  issues.  They 
may  be  unable  to  accept  new  and  more  promising  positions  because 
of  insurers'  "existing  conditions"  practices.     It  is  entirely 
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possible  that  fears  about  health  insurance  may  be  stifling  the 
mobility  and  motivation  of  workers  in  American  companies. 

The  lack  of  health  insurance  affects  people's  health  and 
often  has  deadly  results.  Consumer  Reports  told  the  sad  story  of 
John  Andrusyshyn  who  died  of  a  malignant  melanoma,  after 
treatment  was  delayed  because  he  delayed  going  to  the  doctors 
since  he  could  not  afford  to  pay  another  bill.     He  was  not 
eligible  for  insurance  from  his  employer  until  he  had  been  on  the 
job  for  a  year.     There  are  many  tragic  examples  like  this  one. 
In  response  to  these  articles,  one  reader  with  an  annual  income 
of  $11,000  wrote  that  a  hospital  would  not  perform  his  wife's 
needed  cancer  operation  because  of  his  inability  to  pay  $7,000  up 
front. 

It  is  especially  troubling  that  many  Americans  become 
educated  about  the  inadequacies  of  our  health  care  system  just 
when  they  already  have  major  problems  on  their  hands:     a  severe 
accident  an  acute  illness,  the  development  of  a  chronic  health 
condition,  the  loss  of  a  job.     It  seems  especially  unfair  to 
burden  people  with  what  amounts  to  an  unsolvable  problem  just 
when  other  crises  hit. 

Women  without  adequate  coverage  are  particularly  at  risk  for 
bad  health  outcomes.     Uninsured  women  are  much  less  likely  than 
insured  women  to  have  screening  tests  for  breast  cancer,  cervical 
cancer  or  for  glaucoma.     If  they  are  pregnant,  they  often  do 
without  prenatal  care.       Five  million  women  between  the  ages  of 
15  and  44  are  covered  by  private  health  insurance  that  does  not 
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include  maternity  coverage.     Lack  of  prenatal  care  translates 
into  babies  who  are  too  small  when  they  are  born  and  babies  who 
die  soon  after  birth.     The  U.S.  trails  22  other  nations  in  infant 
mortality  behind  Germany,  Spain,  and  Singapore. 

The  health  care  problem  has  many  dimensions,  including  the 
critical  need  for  controlling  costs.    When  the  uninsured  are 
unable  to  afford  health  care,  everyone  pays.     In  1988,  unpaid 
hospital  bills  totalled  more  than  $8  billion — up  10  per  cent  from 
the  previous  year.     To  recoup  the  costs  of  unpaid  care,  doctors 
and  hospitals  raise  the  price  for  everyone  else.     This  cost 
shifting  in  turn  drives  up  the  price  of  insurance,  resulting  in 
more  people  not  being  able  to  afford  coverage.     Cost  shifting 
accounts  for  about  one-third  of  the  increase  in  insurance 
premiums  which  are  rising  as  much  as  50  per  cent  a  year.  The 
cost  of  medical  care — which  is  increasing  2  to  3  times  faster 
than  the  rate  of  inflation — accounts  for  the  rest. 

During  the  past  50  years,  health  care  expenses  (as  a  per 
cent  of  gross  national  product)  have  grown  rapidly.2    In  1940, 
national  health  expenditures  were  4.0  per  cent  of  GNP.     The  per 
cent  rose  to  8.3  per  cent  in  1975,  and  to  11.1  in  1987. 3  The 
corresponding  figure  (in  1986)   for  Britain  is  6.2  per  cent,  for 


2Robert  B.  Henderson,  M.D.,  Health  Care  in  the  United  States 
Metropolitan  Insurance  Companies,   1982,  p.  15. 

3Source  Book  of  Health  Insurance  Data,  Health  Insurance 
Association  of  America,  1989,  p.  49,  quoting,  U.S.  Department  of 
Health  and  Human  Services,  Health  Care  Financing  Administration 
Health  Care  Financing  Review,  Winter  1988. 
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Canada  is  8.5  per  cent,  and  for  Germany  is  8.1  per  cent.4  If 
present  trends  continue,    health  care  will  consume  15  per  cent  of 
GNP  in  the  year  2000. 5 

Insurance  companies  are  beginning  to  pay  close  attention  to 
what  their  dollars  are  buying.     Insurers  are  now  more  involved  in 
monitoring  the  quality  of  treatment  and  determining  whether  the 
treatment  was  appropriate  to  the  condition.     Some  programs 
require  policyholders  to  seek  second  opinions  before  undergoing 
surgery,  to  use  hospital  outpatient  facilities  for  specified 
procedures,  to  use  certain  doctors  and  hospitals  and  to  obtain 
approval  from  insurance  companies  before  starting  a  proposed 
course  of  treatment.     While  these  measures  may  have  some  minimal 
effect  on  costs,  these  controls  on  doctors  have  created  a  new 

field  of  health  care  cost  management  one  of  the  fastest  growing 

fields  in  the  health  care  area.        Health  care  cost  management 
firms  are  expected  to  generate  $7  billion  in  revenue  in  the  next 
few  years — revenue  that  will,  of  course  come  from  insurance 
premiums.    These  expenditures  contribute  not  one  iota  towards 
improving  health  care  for  people  who  need  it. 

These  firms  are  expert  in  teaching  doctors  how  to  bill  for 
their  services  and  maximize  reimbursement.     Firms  in  the  business 
of  "doctor  reimbursement  and  coding"  sell  thick  books  and  sponsor 
seminars  that  tell  physicians  how  to  beat  the  system.  Brochures 

4Ibid.,  p.  48. 

5For  the  Health  of  a  Nation:  A  Shared  Responsibility  ,  Report 
of  the  National  Leadership  Commission  on  Health  Care,  Health 
Administration  Press  Perspectives,  Ann  Arbor,  Michigan,  1989,  p.  3. 
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tout,   "You'll  improve  your  reimbursement  or  get  your  money  back." 
The  primers  sold  by  these  firms  tell  physicians  how  to  choose 
certain  billing  codes  over  others  that  would  net  them  less 
income.     To  fight  back,  insurers  are  rebundling  the  bills  that 
come  into  their  claims  departments.     Indeed  a  rival  industry  has 
sprung  up  to  scrutinize  bills  for  evidence  of  billing  practices 
promoted  by  the  coding  and  reimbursement  firms. 

For  instance,  ERISCO,  a  subsidiary  of  Dun  and  Bradstreet, 
offers  computer  software  that  will  rebundle  a  $2500  bill  for 
performing  an  appendectomy  ($1,500)  with  a  laparotomy  ($1000), 
the  latter  being  simply  an  incision  in  the  abdomen.     Once  the 
computer  program  has  rebundled  the  bill,  the  doctor  will  receive 
only  $1500  for  the  appendectomy  and  nothing  extra  for  making  the 
incision. 

No  one  knows  yet  whether  insurers  or  doctors  will  win  this 
war.     What  is  certain  is  that  the  battles  are  costly  and  the 
money  being  spent  on  this  expertise  is  doing  little  to  improve 
the  health  of  Americans. 

Consumer  Reports  concludes  that  the  best  approach  that 
could  both  provide  universal  access  to  high  quality  health  care 
while  controlling  costs  is  a  model  that  features  a  single  payer, 
rather  than  thousands  of  private  carriers  competing  for  the 
healthiest  applicants.      Meaningful  reform  must  provide  for 
universal  access  to  health  care;     cost  containment;  mechanisms 
to  ensure  quality  of  care;     elimination  of  administrative  waste; 
and  long-term  care  for  the  elderly  and  disabled. 
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We  are  encouraged  that  the  House  Committee  on  Government 
Operations  is  undertaking  a  serious  examination  of  the  American 
health  care  system  and  look  forward  to  working  with  this 
Committee  to  move  the  concept  of  universal  access  to  health  care 
towards  a  reality  for  our  nation. 
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Mr.  CoNYERS.  Finally,  we  turn  to  Citizen  Action,  active  in  at 
least  32  States,  represented  by  their  vice  president,  Robert  Bran- 
don. 

STATEMENT  OF  ROBERT  M.  BRANDON,  VICE  PRESIDENT, 
CITIZEN  ACTION 

Mr.  Brandon.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I  want  to  also  echo  the  thanks  of  the  panel  for  the  com- 
mittee's holding  these  hearings  and  raising  this  issue  to  a  new 
level  of  debate. 

I  think  you  have  created  a  lot  of  very  important  visibility  on  this 
issue.  We  know  that  health  care  has  been  in  the  hearts  and  minds 
of  millions  of  Americans  around  the  country  for  the  better  part  of 
the  last  part  of  the  last  decade  and  into  the  1990's. 

We  know  this,  not  just  from  our  own  2.5  million  members,  but 
from  the  millions  of  people  we  talk  to  in  door-to-door  canvassing, 
whether  it  is  in  Idaho  or  Louisiana,  or  Florida  or  Maine,  our  mem- 
bers are  telling  us  they  are  frightened.  They  are  not  just  concerned 
about  the  people  who  are  uninsured,  they  are  also  frightened  about 
the  prospect  of  the  rising  cost  of  health  insurance  driving  their  cov- 
erage away  as  well. 

This  morning,  in  millions  of  households  around  the  country,  I  am 
sure  there  were  conversations  whether  to  send  a  child  to  the  doctor 
or  whether  not  to  go. 

For  many  people,  the  concern  about  whether  it  is  going  to  cost 
money  or  whether  it  might  raise  the  rates  of  their  insurance  poli- 
cies means  they  put  off  a  decision  to  seek  a  doctor's  care  and  wind 
up  in  the  system  with  more  expensive  problems  later  on. 

There  are  also  millions  of  Americans  who  are  frightened  of  losing 
insurance,  of  changing  jobs,  of  working  for  a  company  where  some- 
one else  gets  sick  and  their  small  employer  can't  afford  to  keep  up 
the  skyrocketing  premiums. 

We  know  all  the  bad  news  about  the  system.  I  think  what  this 
committee  has  established,  is  that  there  is  some  good  news.  The 
best  of  the  good  news  is  that  there  is  a  better  way.  The  only  prob- 
lem is  we  nave  to  have  the  political  will  to  do  something  about 
that. 

Once  again,  and  we  have  heard  this  before,  people  in  Washington 
are  the  last  to  know  that  the  people  around  the  country  are  much 
further  ahead  on  this  issue  than  Congress  or  the  administration  re- 
alizes. 

I  would  like  to  give  you  some  of  the  experience  of  our  organiza- 
tion, which  speaks  to  millions  of  people  around  the  country,  legisla- 
tors and  farmers  and  business  people. 

Those  lessons  are,  first  of  all,  on  the  breadth  of  the  health  care 
crisis.  This  crisis  affects  everybody.  It  affects  people  regardless  of 
their  income  class,  their  race,  their  occupation,  their  geography. 

Everyone  you  talk  to  has  a  story  about  someone  in  their  family 
or  neighborhood  or  someone  at  work  that  has  encountered  the  arbi- 
trariness of  our  system.  Everyone  is  frightened  because  the  cost 
spiral  has  driven  insurance  coverage  out  trie  door. 

Second,  incremental  approaches  to  solve  this  problem  don't  work 
and  you  leave  them  unfulfilled  in  the  promise  that  you  are  actually 
going  to  solve  their  problems.  In  fact,  if  you  take  a  look  at  some 
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of  the  proposals  that  have  been  laid  out  that  are  based  on  employer 
mandates  or  the  current  system,  the  problem  you  have  run  into  is 
that,  you  don't  have  the  political  consensus  to  push  those  systems 
through.  They  are  viewed  by  most  people  as  benefits  for  one  group 
at  the  expense  of  themselves.  It  is  insurance  for  somebody  else  over 
there  ana  they  are  continuing  to  pay  the  freight. 

From  our  work  in  talking  with  individuals  and  local  officials,  we 
know  that  the  greatest  amount  of  support  comes  from  the  most  far- 
reaching  proposals  in  this  area.  Increasingly,  people  understand 
there  is  a  system  in  Canada  that  works,  that  is  much  cheaper,  that 
can  promise  continued  coverage  for  the  Nation's  citizens  and  at  a 
much  lower  cost.  And  I  would  propose  that  that  is  the  direction 
that  Congress  needs  to  move  in. 

I  would  also  like  to  say  that  a  third  lesson  we  have  learned  is 
this  issue  is  not  an  ideological  issue.  It  is  not  a  partisan  issue 
around  the  country.  Our  coalitions  are  made  up  of  Republicans  and 
Democrats.  Half  of  our  members  are  independents. 

We  have  business  people.  We  have  farmers.  We  have  service  pro- 
viders. We  have  doctors,  labor  union  members,  senior  citizens  that 
are  working  for  single-payer  legislation  around  the  country. 

In  fact,  in  20  States,  single-payer  legislation  has  been  introduced. 
In  several  States — California,  Iowa,  Florida — they  have  been  ap- 
proved at  the  committee  level  with  bipartisan  support.  This  issue 
is  not  a  partisan  issue  and  not  an  ideological  issue. 

I  just  would  like  to  give  a  friendly  warning  to  the  Congress  and 
to  the  President.  Once  this  issue  is  raised — and  it  has  been  raised 
substantially  in  the  public  eyes — Congress  knows  that  a  solution 
has  to  be  delivered. 

People  are  not  going  to  wait  and  listen  to  their  Representatives 
talk  year  in  and  year  out  about  their  concern  about  the  health  care 
system.  You  don't  have  to  tell  people  you  are  concerned.  They  want 
to  see  a  solution.  They  also  cannot  accept  a  down  payment  on  that 
solution. 

As  I  mentioned  before,  incremental  down  payments  tend  not  to 
help  the  bulk  of  the  people  and  they  certainly  don't  deliver  the 
goods  in  terms  of  saving  money  which  is  at  the  root  of  the  crum- 
bling system  of  access  that  we  have. 

I  would  also  like  to  say  that,  up  to  now,  businesses  and  many 
health  planners  have  thought  they  could  go  it  alone  in  the  system 
we  have.  I  was  a  little  struck  earlier  today  to  hear  people  rep- 
resenting business  as  believing  they  could  rely  on  the  current  sys- 
tem. 

Most  big  businesses  and  other  health  planners  who  tried  to  use 
the  leverage  they  have  as  consumers  to  drive  down  costs  have  fi- 
nally given  up  and  have  increasingly  said  the  government  has  to 
play  a  role.  There  seems  to  be  consensus  that  the  free  market 
doesn't  work  in  this  area. 

You  heard  about  the  lessons  from  Canada,  so  I  won't  repeat 
those,  but  I  will  underscore  there  is  a  reason  the  Canadian  citizens 
have  widespread  support  for  their  system  and  that  includes  the 
providers. 

The  United  States  decided,  however,  to  not  join  the  rest  of  their 
partners  in  the  OECD  nations  but  to  rely  on  private  insurance,  and 
as  a  result,  we  have  the  highest  per  capita  costs  of  health  care  in 
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the  world.  We  have  the  greatest  percentage  of  uninsured  and 
underinsured.  I  want  to  underscore  underinsured. 

Tomorrow  we  will  release  a  report  documenting  there  are  81 
Americans  with  preexisting  conditions  who  could  potentially  lose 
their  coverage  or  face  higher  premiums. 

I  would  also  like  to  say  trie  obvious  other  problem  of  sticking 
with  the  private  insurers  is  we  have  bought  into  a  system  of  enor- 
mous overhead,  on  the  provider  side  as  well.  We  would  like  to  see 
a  system  where  doctors  don't  have  to  hire  more  billing  clerks  than 
nurses  and  where  businesses  don't  have  to  spend  all  their  money 
chasing  insurance  forms. 

We  can  reduce  their  costs — the  study  we  did  earlier  this  year, 
called  "Premiums  without  Benefits"  indicates  33.5  cents  is  spent  on 
the  delivery  of  a  dollar's  worth  of  benefits.  For  small  group  insur- 
ance, that  is  72  cents  for  a  dollar's  worth  of  benefits. 

If  we  could  have  a  system  as  efficient  as  the  Medicare  system  in 
this  country,  families  would  reduce  their  costs  for  coverage  by 
$675.  Individuals  would  reduce  their  coverage  by  $316. 

That  is  why  Citizen  Action  is  supporting  single-payer  legislation 
that  Congressman  Russo  and  40  others  nave  introduced  in  this 
Congress.  We  like  to  think  of  it  as  Canada  with  the  improvements 
that  Michael  Each  lis  referred  to. 

It  provides  decentralization  by  the  administration,  while  still 
capturing  the  administration  overhead  reductions.  It  provides  for 
flexibility  of  managed  care  operations  across  the  board. 

It  delivers  the  goods  because  it  will  finally  say  to  Americans,  you 
are  all  covered  under  one  system,  you  don't  have  to  worry  about 
losing  that  coverage  and  we  will  provide  it  at  a  much  lower  cost. 

I  want  to  finally  say  in  conclusion  that  all  that  is  needed  here 
is  the  political  will.  We  have  to  sidestep  the  myths  that  Ted 
M  arm  or  referred  to  and  take  this  issued  head  on. 

If  we  want  to  change  and  make  improvements  of  what  they  have 
done  in  Canada,  we  should  do  it  based  on  a  single-payer  system 
that  starts  with  an  affordable  system,  and  make  it  better. 

I  would  challenge  any  Member  of  Congress  who  doesn't  think 
single  payer  works  to  get  up  at  a  town  meeting  and  suggest  that 
people  give  up  their  Medicare  program  and  provide  their  insurance 
with  the  providers  that  provide  medigap. 

[The  prepared  statement  of  Mr.  Brandon  follows:] 
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Mr.  Chairman,  and  members  of  the  Committee,  I  want  to  congratulate 
you  for  holding  this  series  of  hearings  and  thank  you  for  the 
opportunity  to  express  our  views  today.  The  work  of  this  Committee 
has  already  had  a  far-reaching  effect  on  the  health  care  debate 
and,  more  important,  the  move  towards  finding  a  health  care 
solution. 

My  name  is  Robert  M.  Brandon,  and  I  am  vice  president  of  Citizen 
Action  ■ —  a  nationwide  advocacy  group  representing  3  2  state 
organizations  and  over  2.5  million  individual  members.  Our 
membership  represents  a  wide  range  of  political  persuasions  (in 
fact,  nearly  half  of  our  members  are  independents)  ,  and  a  wide 
range  of  occupations  (including  teachers,  farmers,  small  business 
people  and  health  care  providers)  .  All  of  our  members  are 
concerned  about  the  overall  health  care  crisis  of  rising  costs  and 
declining  access.  Some  of  our  members  are  uninsured.  Many  of  our 
members  are  underinsured.  And  all  of  our  members  are  frightened, 
both  about  their  ability  to  meet  their  health  care  needs  today  and 
about  how  much  worse  the  situation  may  become  in  the  future. 

The  experience  of  the  past  decade  has  shaken  our  members 1  faith  in 
their  ability  to  obtain  high-quality,  affordable  health  care. 
Since  1980: 

**  Real  national  health  expenditures  have  risen  70 
percent.  Between  1989  and  1990,  spending  increased 
from  $604  billion  to  $671  billion  —  three  times 
greater  than  the  average  annual  increase  over  the 
past  3  0  years. 

**  Health  spending  as  a  percentage  of  GNP  has  risen 
34% 

**  At  the  same  time  that  real  wages  are  falling,  the 
percentage  of  salary  spent  on  health  care  rose  from 
6.6%  to  9.5% 

**  Employers  faced  with  the  rising  cost  of  health 
insurance  —  now  over  $3,000  per  worker  —  have 
shifted  costs  to  employees.  In  1980,  three- 
quarters  of  larger  firms  providing  coverage  paid 
the  full  premium  costs  for  their  employees;  half 
paid  the  full  premium  cost  for  dependents.  By 
1990,  less  than  half  paid  full  premium  costs  for 
employees  and  only  one  out  of  four  did  so  for 
dependents.  Similarly,  in  1980,  nearly  all  large 
employers  paid  100%  of  hospital  and  major  surgery 
costs.     By  1990,  only  about  one-third  did  so. 

As  costs  have  skyrocketed,  more  and  more  Americans  are  facing 
access  problems.  Based  on  recent  studies,  one  out  of  four 
Americans  can  expect  to  be  without  health  coverage  for  at  least  one 
month  over  the  next  two  years.     Studies  show  that  one  out  of  four 
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Americans  go  without  medical  care  for  specific  health  care  problems 
because  of  financial  obstacles  to  care  —  high  out-of-pocket  costs, 
balance  billing  (which  cost  Medicare  beneficiaries  alone  over  $2 
billion  in  1989) ,  premiums,  deductibles  or  copayments.  As  much  as 
half  of  all  Americans  may  go  without  routine,  preventive  care  for 
the  same  reasons. 

The  very  bad  news  is  that  this  trend  of  increased  spending  and 
decreased  access  to  health  care  is  not  only  continuing,  it  is 
accelerating.  According  to  recent  testimony  by  OMB  Director 
Richard  Darman,  far  worse  is  on  the  way.  According  to  Mr.  Darman, 
health  care  spending  as  a  percentage  of  GNP  is  now  projected  to 
reach  17%  by  the  year  2000  and  37%  by  the  year  2030.  Medicare 
spending  alone  —  today  7%  of  federal  spending  —  could  exceed  3  0% 
of  the  federal  budget  by  the  year  2025.  Clearly,  this  is  a  trend 
that  no  government,  no  business  and  no  family  can  afford. 

The  encouraging  news,  as  outlined  in  the  General  Accounting  Office 
report  requested  and  recently  released  by  this  Committee,  is  that 
there  is  a  better  way.  It  is  now  up  to  our  country  to  find  the 
political  will  necessary  to  develop  a  U.S.  health  care  system  that 
provides  comprehensive  and  quality  coverage  to  all  at  no  additional 
cost.  Based  on  the  examples  of  Canada  and  other  OECD  countries, 
that  goal  can  be  met  if  we  are  willing  to  make  the  structural 
changes  needed  to  do  so. 

Lessons  from  Citizen  Action's  Experience 

Before  giving  our  views  on  the  GAO  report,  I  would  like  to  outline 
for  the  Committee  some  of  the  lessons  we  have  learned  from  our 
health  care  activities  throughout  the  country.  Over  the  past  eight 
years,  Citizen  Action  has  worked  to  promote  a  broad  range  of  health 
care  initiatives  —  from  Medicaid  expansion  to  employer-based 
mandates  to  single-payer  reform.  Based  on  our  experiences  working 
on  those  initiatives  at  the  local,  state  and  national  levels,  I 
would  like  to  begin  by  stating  several  general  points. 

First,  the  health  care  crisis  facing  our  country  is  a  crisis  felt 
at  all  levels  of  our  society.  It  is  not  limited  to  the  poor.  It 
is  not  limited  to  the  uninsured.  It  is  not  limited  to  our  urban 
centers  or  our  least-populated  towns.  Virtually  every  person, 
every  family  has  already  experienced  an  erosion  of  their  health 
care  security  or  is  tremendously  fearful  that  they  may  soon  face 
cutbacks  in  care.  Whether  it  is  higher  out-of-pocket  costs  or  the 
closure  of  the  local  trauma  center  or  the  loss  of  dependent 
coverage  through  job-based  policies,  no  one  is  immune. 

Proposals  that  seek  to  solve  the  problems  of  a  limited  group  will 
be  met  with  rejection  by  everyone  who  is  not  part  of  that  group. 
The  American  public  —  and  I  include  businesses  as  well  as  state 
and  local  governments  —  are  suspicious  of  "reforms"  that  they 
believe  will  help  someone  else,    particularly  if  that  assistance 
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comes  at  their  expense.  Therefore,  the  best  proposal  —  both  from 
the  perspective  of  policy  and  public  acceptance  —  will  be  the  one 
that  is  the  most  systemic  in  nature  and  offers  the  broadest 
solution  possible. 

Second,  and  following  on  the  first  point,  the  public  is  no  longer 
willing  to  accept  piecemeal  approaches,  incremental  steps  that  fail 
to  address  the  underlying  causes  of  our  nation's  health  care 
crisis,  that  fail  to  guarantee  health  as  well  as  financial 
security,  or  that  fail  to  simplify  a  system  that  is  virtually 
impossible  for  anyone  to  understand  or  use.  Through  our  canvass 
and  through  our  work  in  state  legislatures  around  the  country,  we 
have  encountered  the  greatest  amount  of  support  and  enthusiasm  for 
the  most  far-reaching  proposals,  And  that  enthusiasm  is  building 
every  day.  Many  providers,  business  people  and  state  legislators 
who  up  until  a  few  years  ago  rejected  a  single-payer  approach  to 
health  care  are  now  among  its  strongest  advocates.  A  New  York 
Times/CBS  News  poll  taken  early  this  month  showed  that,  by  a  2-1 
margin,  the  American  public  favors  national  health  insurance 
financed  by  taxes  to  pay  for  most  forms  of  health  care.  This  poll 
is  just  the  latest  to  confirm  our  experience. 

Finally,  it  has  been  our  experience  that  concerns  about  finding 
cost  effective  and  long-term  health  care  solutions  supercede 
ideological  traditions  and  political  parties.  The  health  care 
coalitions  which  we  and  others  have  formed  in  over  forty  states  are 
bipartisan  in  nature  and  include  physicians,  business  people,  and 
elected  officials  as  well  as  senior,  child  advocacy,  labor, 
religious,  farm  and  disability  groups.  In  twenty  states,  those 
coalitions  are  supporting  single-payer  bills  that  are  receiving 
positive  reaction.  In  several  states  —  California,  Iowa,  and 
Florida  for  instance  —  single-payer  bills  have  passed  committees 
with  bipartisan  support.  The  likelihood  is  high  that,  in  the 
absence  of  federal  action,  several  states  will  adopt  the  single- 
payer  approach  in  the  years  to  come. 

The  willingness  (in  fact  the  desire)  for  an  enhanced  government 
role  in  solving  the  health  care  crisis  is  also  felt  at  the  federal 
level .  Corporate  executives  and  health  planners  who  thought  that 
they  could  "go  it  alone"  —  self-insuring  to  save  the  cost  of 
purchasing  insurance  from  private  insurers,  obtaining  hospital  and 
physician  discounts  through  PPO  and  other  systems,  providing 
financial  incentives  for  managed  care  and  financial  disincentives 
for  fee-f or-service  —  are  now  arguing  that  the  federal  government 
regulate  providers  through  uniform  physician  reimbursement 
schedules  and  global  budgeting  for  hospitals.  The  American  Medical 
Association  and  the  American  Hospital  Association  are  arguing  that 
the  federal  government  should  regulate  businesses  through  employer 
mandates  to  provide  health  care  and  should  regulate  insurance 
companies  to  guarantee  issuance  and  renewal  of  policies  and  to 
limit    rate    variations.  Even    the    insurance    industry,  while 

rejecting  meaningful  federal  regulation  of  itself  (including  repeal 
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of  the  McCarran-Ferguson  antitrust  exemptions) ,  wants  the  federal 
government  to  regulate  employer  coverage. 

In  short,  there  is  widespread  consensus  that  market  forces  cannot 
be  relied  upon  to  guarantee  access  to  health  care  services  or  to 
prevent  the  cost  explosion  which  threatens  federal,  state,  business 
and  family  budgets.  The  $700  billion  question  is  not  whether  the 
government  should  intrude  into  the  health  care  market  but  how. 

Lessons  from  the  Canadian  Experience 

The  GAO  report,  "Canadian  Health  Insurance:  Lessons  for  the  United 
States,"  is  an  invaluable  resource  in  helping  to  answer  that 
question.  No  one  disputes  the  argument  that  it  would  be  unwise,  if 
not  impossible,  to  clone  the  Canadian  or  the  British,  the  German  or 
the  Japanese  system  and  transfer  it  to  the  United  States.  But  it 
would  be  just  as  unwise  to  ignore  the  experiences  of  other 
countries  in  determining  how  we  can  resolve  the  failings  of  our 
own. 

The  attractions  of  the  Canadian  system  are  many,  which  may  be  why 
a  1990  Harris  poll  of  10  countries  found  that  56  percent  of 
Canadians  felt  that  their  system  worked  well  and  that  only  minor 
changes  to  it  are  needed,  the  only  country  where  a  majority 
expressed  that  view.  (Only  10  percent  of  Americans  rated  the  U.S. 
system  favorably  - —  the  lowest  ranking  among  the  countries.)  While 
many  Canadians  want  to  make  improvements  to  their  health  care 
system,  the  difference  is  that  they  want  to  build  on  their  existing 
structure  while  the  majority  of  Americans  believe  that  a  total 
rebuilding  process  is  required. 

The  Canadian  health  care  structure  differs  from  our  own  in  a  number 
of  key  ways.  It  is  important  to  point  out  that  in  at  least  three 
of  those  key  differences,  Canada  chose  to  adopt  the  practices  taken 
by  every  OECD  country  but  our  own.  First,  with  the  passage  of  the 
Canadian  Health  Act,  Canada  adopted  a  national  health  care  policy 
designed  to  guarantee  universal  access  to  a  uniform  set  of  health 
care  benefits  (although  the  provinces  have  the  flexibility  of 
adding  to  the  list  of  basic  benefits) .  Again,  let  me  stress  that 
this  was  not  an  unusual  step  to  take  —  virtually  every  other 
industrialized  and  many  non-industrialized  countries  had  already 
taken  it.  In  fact,  the  United  States,  along  with  South  Africa,  is 
the  only  remaining  industrialized  country  which  has  not  decided  to 
guarantee  access  to  care  and  to  prohibit  discrimination  to  care 
access  on  the  basis  of  income  or  health  status  or  type  of  insurance 
coverage. 

Second,  Canada  sets  health  care  expenditure  limits  and  enforces 
them  through  global  budgets  for  hospitals  and  uniform  reimbursement 
rates  for  physicians.  Again,  Canada  is  not  unique  in  the  practice 
of  establishing  uniform  and  centralized  cost  expenditure  controls; 
rather,    it  is  the  United  States  that   is  virtually  alone   in  the 
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Third,  the  Canadians  made  the  decision  to  maintain  a  high  level  of 
public  funding  for  health  care  expenditures  and  to  limit  the  amount 
paid  through  private  means.  Again,  the  reliance  on  public  funding 
of  health  care  is  not  a  unique  system  --  in  1989,  the  mean  average 
of  public  spending  as  a  percentage  of  total  health  care 
expenditures  was  78  percent.  Of  twenty  three  OECD  countries,  only 
in  the  United  States  did  public  health  expenditures  account  for 
less  than  half  of  total  health  expenditures. 

While  every  other  OECD  nation  has  agreed  to  these  three  principles, 
we  have  not.  As  a  result,  the  United  States  is  the  only  OECD 
nation  which: 

**  Spends  over  10%  of  its  GNP  on  health  care.  In 
1989,  the  percentage  of  our  GNP  spent  on  health 
care  (11.8%)  exceeded  the  OECD  average  of  7.6%  by 
36%. 

**       Spends  over  $2,000  per  capita  on  health  care 

**  Fails  to  provide  coverage  for  over  15%  of  its 
population  and  provides  inadequate  coverage  for 
nearly  one-quarter  of  its  population 

Citizen  Action  believes  that  we  should  follow  Canada's  lead  in 
adopting  these  principles.  We  also  believe  that  we  should  follow 
Canada's  lead  in  adopting  a  single-payer  approach  to  health  care 
reimbursement,  a  step  taken  by  some,  but  not  all,  of  the  OECD 
countries.  For  that  reason,  we  are  strongly  supportive  of  H.R. 
1300,  the  Universal  Health  Care  Act  of  1991  introduced  by 
Representative  Marty  Russo  and  now  cosponsored  by  over  4  0  members 
of  the  House.  Among  the  benefits  provided  through  the  Canadian 
single-payer  system  and  the  approach  taken  by  the  Russo  bill  are 
the  following: 

Savings  in  insurance  administrative  costs:  The  cost  of 
administering  the  Canadian  health  care  system  has  been  estimated 
variously  at  between  .9%  and  1.4%  of  program  costs.  This  is 
compared  with  a  2.3%  administrative  cost  for  Medicare  and, 
including  not-for-profit  Blue  Cross/Blue  Shield  and  self-insured 
plans,  11.9%  for  private  insurers.  The  commercial  insurance 
industry  itself  is  far  less  efficient.  According  to  our  study, 
"Premiums  without  Benefits:  Waste  and  Inefficiency  in  the 
Commercial  Health  Insurance  Industry,"  commercial  insurers  spent 
33.5  cents  in  administrative,  marketing  and  overhead  costs  (not 
including  profits)  for  every  dollar  of  claims  paid  in  1988.  For 
individual  policies,  the  cost  rose  to  73  cents  for  every  dollar  of 
claims  paid.  Had  benefits  been  provided  as  efficiency  as  they  were 
by  Medicare  or  the  Canadian  system,  the  cost  for  an  individual 
could  have  been  reduced  by  $316  for  typical  individual  coverage  and 
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$675  for  typical  family  coverage  under  employer-provided  plans. 
For  non-group  policies,  the  savings  could  have  been  $281  per 
individual  and  $599  per  family. 

Savings  in  provider  and  business  administrative  costs;  The 
American  health  care  system  —  with  1500  different  insurers  and 
1500  different  sets  of  rules  —  places  enormous  administrative 
burdens  on  hospitals,  physicians,  and  businesses.  According  to 
recent  studies,  overall  administrative  costs  account  for  24%  of 
U.S.  health  care  spending,  only  about  11%  of  Canadian  spending. 
American  hospitals  spend  an  averagea  of  19%  of  their  budgets  on 
billing  and  administration,  compared  with  8%  spent  by  Canadian 
hospitals.  And,  as  the  GAO  report  points  out,  the  cost  of 
physician  overhead  and  billing  expenses  in  the  U.S.  ranges  from 
$106  to  $203  per  capita,  while  the  costs  in  Canada  are  only  $41  to 
$80.  While  the  GAO  report  does  not  include  the  savings  to 
businesses  by  reducing  paperwork  and  red  tape,  the  potential 
savings  of  moving  to  a  single-payer  system  could  be  between  $67 
billion  and  $136  billion  each  year. 

Non-discrimination  in  delivery  of  health  care  services:  While  the 
Canadian  system  explicitly  prohibits  discrimination  on  the  basis  of 
income,  health  status,  age,  race  or  other  criteria,  its  use  of  a 
single  reimbursement  system  —  with  no  balance  billing  —  helps 
translate  the  policy  into  reality.  This  Committee  has  already 
heard  statistics  about  the  differences  in  reimbursement  paid  by 
different  plans.  President  Sweeney  of  the  Service  Employees 
International  Union  used  the  example  of  the  different  payment 
levels  for  a  coronary  bypass  in  San  Francisco  —  $9,400  for  private 
insurance,  $5,000  for  Medicare  and  $2,300  for  Medicaid  to 
illustrate  concerns  about  cost-shifting.  But  those  payment 
differentials  also  illustrate  clearly  the  problems  of  a  system 
which  provides  financial  incentives  for  providers  to  accept  some 
patients  and  reject  others.  Even  when  patients  whose  public  plan 
provides  lower  payments  are  accepted,  studies  show  that  they  are 
less  likely  to  get  the  same  level  of  treatment.  It  may  be  argued 
that  it  is  not  just  that  the  uninsured  or  inadequately  insured 
receive  insufficient  treatment  but  argued  that  privately-insured 
patients  are  subjected  to  unnecessarily  high  levels  of  treatment  — 
unnecessary  procedures  and  tests  which  are  not  only  costly  but 
potentially  dangerous.  One  study  estimates  that  there  are  18,000 
deaths  each  year  as  a  result  of  unnecessary  bypass  surgery. 

Letting  providers  determine  medical  appropriateness:  Under  the 
Canadian  system,  providers  determine  what  procedures  are  medically 
appropriate  and,  within  the  expenditure  limits,  are  free  to 
prescribe  those  procedures.  In  the  United  States,  on  the  other 
hand,  private  insurers  play  that  role,  frequently  challenging 
medical  decisions  (adding  to  administrative  costs)  or  denying  them 
(creating  bureaucratic  roadblocks  to  needed  medical  care) . 

Removing  financial  obstacles  to  care:     Financial  obstacles  to  care 
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—  premiums,  deductibles,  co-payments  and  balance  billing  —  are 
absent  from  the  Canadian  system.  No  one  in  Canada  must  delay 
getting  needed  care  because  they  cannot  afford  to  meet  those  out- 
of-pocket  costs.  In  the  United  States,  21%  of  all  personal  health 
expenditures  are  paid  by  out-of-pocket  expenditures  (not  including 
insurance  premium  costs) .  The  average  family  of  four  has  over 
$1300  in  out-of-pocket  medical  expenses  each  year,  while  the 
average  elderly  couple  faces  over  $3,500  in  out-of-pocket  costs. 
And,  according  to  the  studies  by  the  Department  of  Health  and  Human 
Services,  sixteen  million  Americans  with  health  insurance  are  at 
risk  for  catastrophic  expenses  equal  to  at  least  10  percent  of 
income  out-of-pocket  for  an  illness  with  costs  totalling  $12,900  or 
more. 

Removing  the  threat  of  losing  coverage:  One  of  the  principle 
tenets  of  the  Canadian  system  is  portability  of  coverage  —  no 
Canadian  loses  coverage  because  of  job  change,  job  loss,  geographic 
move,  or  loss  of  income.  Canadians  do  not  have  to  worry  that  their 
insurance  carrier  will  go  out  of  business  or  drop  lines  of 
business.  They  do  not  have  to  worry  that  their  employer  will  go 
bankrupt  or  move  abroad.  In  Canada,  it  is  simple  —  if  you  need 
medical  care,  you  receive  it. 

The  fear  that  today's  health  care  coverage  may  be  gone  tomorrow  is 
absent  in  Canada  but  is  clearly  present  in  the  United  States.  A 
recent  example  of  the  problem  involves  the  decision  by  Empire  Blue 
Cross  and  Blue  Shield  to  drop  group  coverage  for  professional  and 
trade  association  and  fraternal  orders  —  leaving  over  100,000 
members  and  their  families  with  no  coverage.  Because  New  York  is 
one  of  the  few  states  that  requires  Blue  Cross/Blue  Shield  to  offer 
open  enrollment,  some  of  those  100,000  families  may  be  able  to  buy 
individual  insurance  but  at  much  higher  rates.  Others  may  be 
unable  to  find  affordable  policies  or  policies  that  cover  the 
health  care  benefits  they  need,  particularly  if  a  member  of  their 
family  has  a  "pre-existing  condition." 

Creating  centers  of  excellence  to  improve  quality:  The  Canadian 
system  adopts  the  principle  that  consumers  who  need  highly- 
specialized  procedures  will  more  likely  have  positive  outcomes  when 
those  procedures  are  provided  by  more  experienced  providers. 
Patients  are  referred  to  "centers  of  excellence"  for  procedures 
such  as  coronary  bypass  operations  or  organ  transplant,  facilities 
which  conduct  more  than  enough  of  such  procedures  to  give  patients 
the  best  chance  of  survival.  In  the  United  States,  there  has  been 
a  proliferation  of  low-volume  surgical  centers  which  add  to  costs 
and  to  mortality  rates.  For  instance,  57  of  103  California 
coronary  bypass  surgical  centers  performed  fewer  than  150  bypasses 

—  the  minimum  number  recommended  by  the  American  College  of 
Surgeons.  While  high-volume  facilities  typically  had  mortality 
rates  of  between  1%  and  4%,  the  mortality  rate  at  low-volume 
centers  can  be  as  high  as  10%  or  more. 
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Allocating  resources  more  efficiently  and  fairly:  Through  the 
single-payer  system,  Canada  is  able  to  do  a  better  job  than  the 
United  States  in  allocating  resources  within  and  among  the 
provinces.  In  the  United  States,  at  least  17  million  people  in 
medically-underserved  areas  —  even  if  they  are  insured,  there  is 
an  inadeguate  number  of  providers  to  meet  their  health  care  needs. 

Promoting  access  to  primary  and  preventive  care:  At  least  half  of 
Canadian  physicians  are  family  or  general  practitioners,  as  opposed 
to  the  United  States  where  only  10  percent  of  all  physicians  fall 
within  that  category.  The  Canadian  system  —  through  its  medical 
education  system,  resource  allocation  abilities  and  reimbursement 
rates  —  more  effectively  promotes  the  idea  of  wellness  and  early 
prevention,  keeping  its  citizens  healthier  (as  evidenced  by  the 
statistics  on  infant  and  child  mortality  and  life  expectancy)  and 
keeping  its  costs  down. 

Improving  the  Canadian  system:  Despite  those  benefits,  there  are 
a  number  of  ways  in  which  the  Canadian  model  can  be  improved  upon. 
The  Committee  has  already  heard  about  the  need  to  maintain  a  higher 
level  of  spending  in  the  United  States  in  order  to  adeguately  fund 
research  needs  and  avoid  the  possibility  of  long  waiting  lines  for 
elective  surgery  which  would  not  be  acceptable  in  the  United 
States,  The  Committee  has  also  heard  about  the  need  for  more 
flexibility  to  adopt  innovative  health  delivery  mechanisms  such  as 
managed  care  (although  those  who  believe  that  managed  care  can  be 
a  panacea  for  our  health  care  problems  should  look  carefully  at  the 
evidence  that  managed  care  has  not  delivered  on  its  cost-savings 
promise  —  a  recent  survey  of  58  0  employers  by  Hewitt  Associates 
found  that  37%  experienced  higher  cost  increases  for  HMO  than  for 
indemnity  plans  and  2  6%  experienced  about  the  same  increase  in 
costs) . 

In  addition,  we  believe  that  the  Canadian  system  can  be  improved 
through  a  greater  emphasis  on  consumer  (both  business  and 
individual)  participation  in  making  health  care  decisions.  Using 
the  Canadian  model  of  provincial  administration  under  federal 
rules,  an  American  system  can  be  built  that  allows  for  flexibility 
and  full  public  input  on  how  to  spend  health  care  dollars,  how  to 
avoid  financial  and  non-financial  obstacles  to  care,  and  how  to 
protect  the  rights  of  consumers  as  well  as  providers. 

I  might  add  at  this  point  that  the  Russo  bill  includes  many  of  the 
improvements  to  the  Canadian  system  which  are  needed  to  meet  the 
specific  concerns  and  needs  of  our  own  country,  especially  in 
providing  more  decentralized  administration  and  giving  states  the 
flexibility  to  experiment  to  delivery  systems  that  improve 
efficiency  while  protecting  provider  and  consumer  interests. 

Lessons  from  the  Employer-based  Experience 


Perhaps  the  key  guestion  in  the  debate  over  finding  a  viable  health 
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care  solution  is  whether  the  United  States  should  adapt  a  single- 
payer  or  build  on  the  employer-based  system  which  has  been  in  place 
since  the  end  of  World  War  II.  Either  alternative  would  involve  a 
significant  level  of  federal  regulation  but,  as  the  Congressional 
Budget  Office  recently  testified,  only  the  single-payer  system  is 
guaranteed  to  provide  universal  coverage,  uninterrupted  continuity 
of  coverage  and  the  potential  of  cost  savings  of  as  much  as  7%  of 
total  spending,  even  given  the  relatively  conservative  assumptions 
used. 

Our  nation's  experience  with  employer-based  coverage  over  the  last 
fifty  years  provides  a  great  deal  of  evidence  of  the  limitations  of 
that  approach.  Even  the  latest  legislative  proposals  suggest  that 
an  improved  version  of  the  public/private  partnership  approach 
would  still  provide  fewer  benefits  than  the  single-payer  proposal. 

Fewer  cost  savings;  Because  the  employer-based  approach  maintains 
a  multiple-payer  system,  administrative  savings  cannot  approach  the 
level  provided  through  a  single-payer  approach.  For  instance, 
while  the  GAO  report  estimates  a  possible  $67  billion  yearly 
reduction  in  administrative  costs,  the  recent  Senate  leadership 
proposal  projects  only  $8.9  billion  in  administrative  savings  over 
a  five-year  period. 

Unnecessary  administrative  costs  are  added:  Those  business  sectors 
which  are  least  likely  to  provide  coverage  are  also  the  sectors 
that  are  most  likely  to  experience  high  job  turnover  rates.  For 
example,  fewer  than  4  0%  of  all  workers  in  the  agricultural, 
personal  services,  entertainment  and  retail  trade  sectors  are 
covered  under  employment-based  insurance.  Those  workers  typically 
work  at  each  job  for  less  than  a  year  and  experience  7.5  weeks  of 
unemployment  between  jobs.  The  administrative  burdens  of  enrolling 
and  dis-enrolling  those  workers  represents  a  cost  that  is  missing 
under  a  single-payer  plan. 

An  open-ended  burden  on  business:  A  proposal  in  which  employers 
are  required  to  provide  a  minimum  benefit  package  to  all  employees 
regardless  of  cost  leaves  businesses  with  an  open-ended  financial 
obligation,  an  obligation  that  will  grow  without  effective  cost 
controls.  Under  a  publicly-financed  system  such  as  H.R.  1300, 
employers  would  pay  into  the  public  fund  but  their  financial 
obligations  would  be  capped. 

Fewer  benefits  are  provided:  Because  of  reduced  cost  savings  and 
concerns  about  employers'  ability  to  pay  full  premium  costs,  the 
proposed  basic  benefit  package  under  employment-based  systems  are 
far  less  than  can  be  achieved  through  a  single-payer  approach. 
Missing  from  most  employment-based  proposals  are  prescription  drug 
coverage,  home  care,  annual  physicals,  vision  and  dental  care, 
eyeglasses  and  hearing  aids,  and  long-term  care.  A  single-payer 
system  is  able  to  provide  all  those  services  without  adding  to 
overall  costs  and,  most  importantly,  with  the  ability  to  constrain 
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future  costs. 

Gaps  in  coverage  remain:  Under  an  employment-based  system,  workers 
who  change  jobs,  part-time  and  seasonal  workers,  retirees  and  non- 
workers  are  not  guaranteed  coverage  or  will  experience  gaps  in 
coverage  during  the  time  it  takes  for  the  enrollment  process. 
Workers  whose  companies  go  bankrupt  or  move  abroad  or  persons  whose 
insurance  companies  leave  the  health  care  business  are  also  at 
risk.  Those  gaps  in  coverage  do  not  occur  in  a  single-payer  system. 

Financial  obstacles  to  care  remain:  Employment-based  proposals 
typically  include  high  out-of-pocket  costs  for  workers  and  their 
families  —  20%  of  premiums  (or  higher  for  part-time  workers) ,  20% 
copayments  and  deductibles  as  well  as  the  possibility  of  balance 
billing.  Typically,  the  public  plan  also  includes  those  costs  for 
all  but  those  living  below  the  poverty  level,  although  persons 
considered  "near-poor"  may  qualify  for  sliding  scale  treatment. 
(This  means-testing  of  payments  and,  in  some  cases,  of  benefits  is 
an  administrative  cost  missing  from  the  single-payer  approach.) 
Finally,  for  those  who  must  buy  into  the  public  plan  on  their  own, 
they  must  bear  the  entire  cost  of  coverage.  For  an  unemployed 
worker,  a  retiree  whose  company  has  reneged  on  health  benefits,  or 
a  widowed  spouse  living  on  a  pension,  those  financial  costs  will 
remain  as  obstacles  to  care. 

Conclusion 

The  American  public  wants  an  American  health  care  system  that 
provides  equal  access  to  high-quality  care  at  a  reasonable  cost, 
that  guarantees  timely  access  to  appropriate  services,  and  that  is 
financed  progressively  without  financial  obstacles  to  care.  The 
GAO  report  and  the  experiences  of  other  countries  indicates  that  it 
is  indeed  possible  to  achieve  that  goal. 

In  fact,  the  highest  hurdle  we  as  a  nation  need  to  overcome  does 
not  involve  policy  but  politics.  All  of  us  have  heard  the 
statement  that  a  single-payer  approach  makes  the  best  sense  on 
substantive  grounds  but  that  it  cannot  be  achieved  because  it  is 
politically  infeasible. 

For  that  view  to  be  correct,  it  is  necessary  to  believe  that  the 
Americans  prefer  to  pay  more  and  get  fewer  benefits  under  our 
current  system  than  to  pay  less  and  get  more  under  a  single-payer 
system. 

For  that  view  to  be  correct,  it  is  necessary  to  believe  that 
Americans  prefer  a  health  care  system  that  discriminates  on  the 
basis  of  age  and  income  and  health  status  instead  of  one  that 
provides  equal  access  to  all. 

For  that  view  to  be  correct,  it  is  necessary  to  believe  that 
Americans  want  to  continue  to  face  their  financial  and  health  care 
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future  with  insecurity  and  fear  rather  than  to  know  that  getting 
sick  and  injured  will  not  result  in  bankruptcy  or  the  denial  of 
future  coverage. 

For  that  view  to  be  correct,  it  is  necessary  to  believe  that  the 
Americans  prefer  to  have  the  private  insurance  industry  make  health 
care  decisions  than  their  own  physicians. 

Mr.  Chairman  and  members  of  this  Committee,  clearly  a  single-payer 
system  cannot  solve  all  of  our  health  care  problems.  We  will  still 
have  to  deal  with  the  problems  of  an  aging  population,  of  the 
growth  in  technology  and  the  problems  created  by  poverty  and 
environmental  degradation.  A  single-payer  system  will  not  be 
perfect  and  it  will  be  subject  to  refinement.  But  with  a  single 
payer  system  we  would  be  working  to  improve  a  system  that  is  more 
fair  and  more  efficient  than  our  current  system  and  we  will  be 
dliverying  savings  of  $100  billion  or  more  on  which  to  build.  If 
you  have  any  doubt  as  to  the  public's  acceptance  of  single-payer 
systems,  try  suggesting  to  the  3  3  million  Medicare  beneficiaries 
that  they  give  up  the  closest  thing  we  have  to  a  single-payer 
system  and  instead  receive  their  coverage  through  the  private 
insurance  market. 
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Mr.  CONYERS.  This  has  been  a  very  important  panel.  We  may 
need  your  services  as  we  move  forward  in  this  discussion.  This  is 
the  first  set  of  hearings  and  there  will  be  more,  right  away.  Even 
in  complex  questions,  you  get  down  to  some  basics  right  away. 

First  of  all,  everyone  now  seems  to  agree  on  universal  access.  It 
is  something  like  the  struggle  for  equal  rights  in  this  country.  Ev- 
erybody is  for  civil  rights,  but  some  people  aren't  for  the  civil  rights 
bill  and  some  people  are.  But  we  are  all  for  civil  rights. 

We  put  that  out  as  the  initial  premise,  but  we  are  not  asked  to 
look  too  carefully  at  it,  because  immediately,  we  get  to  varving 
kinds  of  health  services  provided  for  everybody  under  some  of  the 
programs. 

I  think  that  since  we  are  talking  about  the  political  will,  I  think 
an  end  run  may  already  be  started  on  us,  Mr.  Brandon,  in  terms 
of  the  employer  mandates,  because  it  is  bipartisan,  it  is  leadership, 
it  is  in  both  Houses.  And  so  this  can  be  held  out  as  the  result  of 
a  lot  of  gnashing  of  teeth  that  this  is  the  big  deal  that  is  here. 

Now,  there  are  a  few  idealists  out  there  who  would  take  us  to 
this  utopia  approach  of  universal  service  with  single  payer,  and  I 
think  that  is  a  problem. 

The  second  problem — and  I  leave  this  because  I  am  going  to  re- 
cess this  hearing  for  a  few  minutes  to  vote  and  then  come  right 
back. 

The  second  problem  is  whether  or  not  we  are  up  to  a  single-payer 
system  or  if  there  are  hidden  virtues  in  the  all-payer  system. 

And  finally,  it  has  been  already  suggested  that  we  move  State  by 
State,  rather  than  try  to  get  218  votes  in  the  House  and  51  in  the 

Senate. 

I  now  turn  the  proceedings  over  to  the  gentleman  from  Connecti- 
cut, Mr.  Shays,  and  I  shall  return.  Thank  you  very  much. 

By  the  way,  hold  those  responses.  He  will  probably  have  a  num- 
ber of  questions  of  his  own  until  I  get  back. 

Mr.  Shays  [presiding].  I  would  like  to  thank  you  all  for  being 
here  and  testifying. 

If  I  were  to  summarize  your  testimony  and  do  it  justice,  it  would 
be  that  basically  the  Canadian  system  works  well.  The  criticism 
about  it  is  not  accurate  or  overblown  when  there  is  criticism,  and 
that  to  say  that  the  United  States  is  so  different,  either  is  not  un- 
derstanding the  Canadian  system  well  enough  or  to  say  we  are  not 
capable  of  having  as  good  a  system  or  a  better  system. 

Would  that  be  fair?  Does  anybody  disagree?  I  realize  it  is  a  sum- 
mary, but  you  seem  to  have  a  consistent  message  here,  unless  I 
missed  it. 

Mr.  Marmor.  I  think  that  is  true,  with  one  exception.  I  think  ev- 
erybody would  agree,  Canada  is  working  on  a  frontier  in  health, 
which  is  different  from  acting  on  health  care.  That  is  another  area 
I  expect  we  would  have  agreement  on. 

Michael  Rachlis'  testimony  had  it. 

Dr.  Rachlis.  I  could  make  that  point  as  well.  I  think  there  was 
part  of  that  in  the  Consumers  Report  article.  I  think  you  are  pay- 
ing a  lot  of  attention  to  the  Canadian  system  as  it  was  10  or  15 
years  ago.  You  are  not  studying  enough  the  changes  in  the  system, 
which  includes,  as  Dr.  Marmor  has  said,  an  increasing  focus  on  the 
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health  of  the  population.  Medical  care  and  hospital  care  are  only 
two  tactics,  within  an  overall  strategy. 

Mr.  Shays.  The  hospitals  in  my  area  take  some  offense  when 
they  see  statistics — my  area  being  the  area  I  represent  in  Green- 
wich, CT,  to  Bridgeport,  CT.  They  take  offense  at  the  statistics  that 
show  the  number  of  children  who  die  at  birth  by  saying,  that  is  not 
our  doing  as  hospitals.  In  other  words,  we  never  saw  them  until 
they  came  in. 

I  guess  now  what  I  would  like  to  pursue  is  the  

Mr.  Marmor.  Mr.  Shays,  could  I  respond  to  that  for  a  second? 

When  Canada  went  to  national  health  insurance  in  1970-71, 
they  did  a  study  in  Montreal  that  looked  at  infant  care  in  the  year 
before  the  universal  program  and  the  year  after.  There  was  a  sharp 
change  in  who  got  access  to  care  in  that  province  during  that  time, 
and  subsequently,  an  improvement  in  the  infant  mortality  and  ma- 
ternal mortality. 

It  is  not  as  if  the  question  of  health  insurance  is  irrelevant  to 
who  lives  and  dies,  although  those  hospitals  are  right,  the  causes 
of  those  coming  in  late  are  not  ones  they  are  responsible  for. 

There  was  a  striking  finding  when  they  went  to  universal  cov- 
erage. Those  at  the  bottom  of  the  heap  got  more  care  and  those  at 
the  top  of  the  heap  got  slightly  less  care  for  prenatal  services;  and 
that  had  a  measurable  impact  on  maternal  and  infant  mortality  in 
the  Montreal  area. 

Mr.  Shays.  What  you  seem  to  be  suggesting  is,  health  care  in 
general  improves  not  just  the  coverage  when  you  have  an  acute 
need,  but  that  there  is  a  noticeable  difference  in  the  health  of  indi- 
viduals. 

Mr.  Marmor.  The  difference  is  most  noticeable  in  things  like  pre- 
natal care. 

Dr.  Rachlis.  Yes.  And  I  guess  another  evidence  that  we  can  take 
from  the  literature  would  be  for  continuing  care  of  chronic  illness, 
for  both  diabetes  and  hypertension,  there  seems  to  be  no  question 
that  having  continued  coverage  would  improve  the  care  of  those 
conditions  and  subsequent  morbidity  and  mortality. 

I  think  at  a  larger  level,  particularly  the  highest  tech  hospital 
services  have  a  fairly  small  impact  on  the  population's  health,  al- 
though they  could  have  a  major  impact  on  the  individual.  It  is 
probably  primary  care,  the  prenatal  care,  followup  on  patients  with 
high  blood  pressure,  et  cetera,  vaccinations.  Those  are  the  parts  of 
the  medical  care  system  that  make  the  most  important  differences 
in  health  care  status  for  the  population. 

Mr.  Shays.  I  see  a  lot  of  ways — reasons  why  we  will  have  univer- 
sal coverage  in,  I  think,  a  very  short  period  of  time.  Whether  it  is 
the  30  million  plus  that  have  no  insurance,  or  the  30  million  ques- 
tion mark  who  have  marginal  insurance,  or  whether  it  is  the  small 
business  or  woman  who  is  paying  such  a  sizable  sum  for  their 
health  care  and  is  in  the  margin  now  of  being  able  to  survive,  or 
whether  it  is  a  large  corporation  who  says,  I  can't  compete  overseas 
when  my  health  care  costs  are  a  cost  of  my  product,  we  are  saying, 
we  coula  really  screw  this  up. 

I  do  take  issue,  though,  with  the  general  attitude  that  somehow 
Canada  and  the  United  States  are  very  similar.  I  think  in  the 
United  States  we  have  the  capability  to  run  a  very  good  program, 
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but  maybe  you  can  set  me  straight  on  this.  I  will  give  you  an  op- 
portunity to. 

I  make  an  assumption  that  a  non-Canadian  citizen  in  Canada 
will  get  the  same  health  care  coverage,  that  they  are  not  going  to 
be  turned  away  at  a  hospital.  Are  they,  in  a  sense,  the  "uninsured" 
in  Canada;  or  does  Canada  treat  everyone? 

Dr.  Rachlis.  There  are  some  persons  in  Canada  who  are  not 
technically  eligible  for  coverage.  They  would  include  such  people  as 
visitors  to  the  country  and  illegal  immigrants.  But  in  practice, 
those  people,  if  they  presented  themselves  in  the  emergency  de- 
partment, would  be  treated,  although  they  might  end  up  receiving 
a  bill  at  some  later  time.  There  are  some  clinics — it  differs  from 
province  to  province— but  probably  Quebec  and  Ontario  have  the 
most  complete  set  of  clinics — which  provide  free  care  to  people 
without  health  insurance. 

Mr.  Shays.  People  who  have  green  cards  in  Canada,  do  they  get 
benefits? 

Dr.  Rachlis.  Yes. 

Mr.  Shays.  Do  you  care  to  estimate  the  number  of  illegal  aliens 
we  have  in  the  United  States? 
Dr.  Rachlis.  No. 

Mr.  M ARMOR.  This  is  not  our  comparative  expertise.  Whatever 
the  number  is,  it  is  certainly  not  trivial.  It  is  also  the  case  that 
Canada  has  experienced  extraordinary  immigration. 

Mr.  Shays.  I  agree.  When  I  was  overseas,  I  was  amazed  with  the 
number  of  people  I  encountered  who  had  relatives  who  were  Cana- 
dian citizens.  That  is  not  really  my  point. 

My  point  is,  we  have  literally  millions  and  millions  of  aliens  who 
would  not  receive  coverage,  so  they  will  still,  in  the  system,  be  cov- 
ered if  there  is— — 

Mr.  M armor.  It  depends  upon  what  the  meaning  of  "universal" 
is.  "Universal"  in  Canada  means  everybody  gets  care;  it  is  not  some 
people,  it  is  everybody.  It  is  quite  a  different  matter,  who  pays  for 
it.  Nobody  is  denied  care  at  the  point  of  service  because  of  their  il- 
legal immigration  status. 

You  may  not  want  to  do  that. 

Mr.  Shays.  I  am  trying  to  see— -we  are  holding  Canada  up  as  a 
model,  and  you  are  all  making  a  very  persuasive  argument,  it  is 
a  very  good  model,  and  we  should  be  very  comfortable  with  realiz- 
ing that  we  have  a  lot  more  in  common  than  we  don't. 

Now,  I  am  trying,  as  a  legislator  who  does  not  want  to  vote  for 
a  program  that  ultimately  is  going  to  bankrupt  this  country — be- 
cause that  will  do  this  program  in— so  I  am  beginning  to  say,  there 
are  differences,  and  I  want  to  think  what  the  level  of  the  difference 
is. 

For  instance,  one,  we  have  a  larger  number  of  aliens  and  we 
see — at  least,  I,  as  a  legislator,  see  no  way  of  stopping  it  in  the  fu- 
ture, whether  it  is  Caribbean,  Central  America,  or  Mexico — lit- 
erally millions  of  people  cross  our  border  every  year. 

Another  question  mark  in  my  mind  is  that  we  do  have  a  society 
that  is  educating  more  and  more  lawyers  who  need  employment, 
and  they  have  become  not  passive  players  in  this  process,  but  they 
have  become  activists.  I  don't  see  anything  in  the  Canadian  system 
comparable,  and  that  is  another  concern  I  nave. 
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Mr.  Marmor.  Let  me  start  quickly,  and  others  may  want  to  fol- 
low. This  is  the  area  I  actually  work  on.  I  am  not  expert  in  the  cur- 
rent state  of  political  mobilization,  the  American  counties  and 
States. 

On  the  larger  number  of  aliens,  you  are  correct;  and  the  con- 
sequence of  that  is  that  we  would  nave  more  people  not  now  in- 
sured who  would  be  insured.  Now,  if  you  think,  however,  that  we 
are  going  to  let  aliens  die  in  the  streets  over  time,  I  think  you  are 
just  incorrect.  We  are  going  to  give  that  care  one  way  or  the  other. 
It  is  going  to  be  postponed. 

Mr.  Shays.  I  have  to  interrupt  you. 

The  last  thing  I  want  is  anything  to  be  in  the  record  that  says 
I  think  we  are  going  to  do  that.  I  don't  think  we  are  going  to  do 
that. 

Mr.  Marmor.  What  I  want  to  suggest  is  that  the  present  dif- 
ference in  the  number  of  aliens  is  undeniable.  The  implication  is 
not,  you  go  bankrupt;  the  implication  is,  a  hospital  that  operates 
with  a  budget  has  got  to  decide  who  comes  in  first.  The  fact  that 
people  are  eligible  for  care  doesn't  mean  they  get  care  in  the  same 
order. 

Mr.  Shays.  I  question  mark  on  this.  However  bad  our  problem 
is  in  immigration  now,  will  it  be  worse  where  we  have  a  system 
that  will  be  providing  this  service  to  everyone?  Just  a  question. 

Mr.  Marmor.  I  think  it  is  certainly  the  case  on  crossoorder  areas 
with  Mexico,  that  medical  care  availability  in  the  United  States 
under  universal  circumstances  would  be  a  minor  additional  incen- 
tive among  the  more  powerful  incentives  that  are  operating. 

On  the  question  about  lawyers,  here  is  another  example  of  an 
area  where  there  is  undeniable  difference,  but  the  more  important 
difference  is  not  one  you  mentioned.  The  more  important  difference 
between  Canada  and  the  United  States  is  not  the  number  of  law- 
yers, but  the  rules  under  which  lawyers  operate  with  respect  to 
malpractice.  The  fact  that  losers  in  malpractice  cases  pay  costs  in 
Canada  is  far  more  significant  than  the  per  capita  supply  of  law- 
yers. 

I  agree  with  you,  any  sensible  move  toward  universal  health  in- 
surance that  takes  Canada  as  a  model  would  have  to  take  into  ac- 
count the  fact  that  their  malpractice  results  are  under  rules  that 
are  more  sensible  than  the  ones  we  now  have.  I  agree,  that  is  an 
area  that  has  to  be  folded  in  where  you  suggested. 

Mr.  Brandon.  Can  I  just  expand  on  that,  Congressman  Shays? 

Mr.  Shays.  Sure. 

Mr.  Brandon.  I  am  a  little  troubled  by  that.  First  of  all,  you  do 
pay  costs  if  you  lose. 
Mr.  Shays.  Troubled  by  what? 
Mr.  Brandon.  The  malpractice  question. 

Because  the  very  real  difference  between  Canada  and  the  United 
States  is,  people  are  left  with  major  medical  bills  when  they  inter- 
face with  the  health  care  system.  This  is  what  usually  drives  the 
litigation  in  this  country.  In  other  words,  people  are  left  with  enor- 
mous expenses  they  are  trying  to  recover. 

But  even  if  you  assume  that  is  not  important — and  I  think  it  is 
very  important — you  will  find  less  people,  if  they  never  have  to 
deal  with  thousands  of  dollars  of  bills,  plus  a  botched  job,  they  are 
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not  necessarily  going  to  be  suing  as  frequently  as  they  are  in  the 
United  States. 

Take  every  bit  of  malpractice  cost  in  the  system  out  of  it  for  a 
minute.  In  1987,  premiums  were  under  $4  billion  in  this  country 
out  of  a  $500  billion  health  care  bill. 

Mr.  Shays.  What  did  you  say? 

Mr.  Brandon.  The  entire  direct  premiums,  insurance  premiums 
for  malpractice  in  1987,  was  under  $4  billion  out  of  a  $500  billion 
bill. 

You  could  eliminate  malpractice  coverage  altogether  in  this  coun- 
try, which  I  would  not  suggest  is  a  good  idea,  because  the  reason 
for  malpractice  litigation,  to  begin  with,  is  to  have  a  certain 
amount  of  discipline  on  getting  bad  doctors  out  of  the  system.  But 
even  if  you  did  eliminate  that  altogether,  you  are  not  solving  the 
overwhelming  costs  problem. 

Mr.  Shays.  You  are  saying,  malpractice  is  less  than  1  percent  of 
total  health  care  cots? 

Mr.  Brandon.  People  cite  doctors  have  to  pay  too  much  for  mal- 
practice insurance.  Let  me- — — 

Mr.  Shays.  I  am  uncomfortable  with  that  statistic.  You  don't 
want  to  mislead  me,  so  what  are  you  leaving  out? 

Mr.  Brandon.  What  am  I  leaving  out? 

Mr.  Shays.  Yeah. 

Mr.  Brandon.  Probably— 

Mr.  Shays.  Mr.  Marmor. 

Mr.  Marmor.  I  think  there  is  a  sharp  distinction  between  direct 
premium  costs  of  malpractice  insurance  and  the  cost  of  malpractice 
fears  generated  in  the  system  as  a  whole.  That  second  number  is 
very  much  larger  than  the  first  number. 

Mr.  Brandon.  Let  me  talk  about  the  second  part  of  the  "defen- 
sive medicine." 

Again,  in  Canada,  with  practice  guidelines,  an  overall  better  sys- 
tem of  control,  you  eliminate  a  great  deal  of  that  "defensive  medi- 
cine," unnecessary  tests.  And  I  would  also  point  out  that  there  is 
a  direct  correlation  in  this  country  in  terms  of  tests,  often,  with 
who  owns  the  testing  facilities. 

A  study  done  by  the  government  recently  indicated  a  much  high- 
er percentage  of  unnecessary  tests  were  ordered  because  doctors 
own  the  laboratory  across  the  street,  not  because  of  fears  about 
being  sued. 

And  then  finally  I  would  say,  on  litigation,  as  a  general  trend, 
litigation  and  awards  for  malpractice  have  not  gone  up  any  faster 
than  general  costs  in  the  economy,  and  they  certainly  are  below  the 
health  care  inflation  rates. 

Mr.  Shays.  I  want  to  relinquish  the  floor  to  the  chairman,  but 
let  me  make  it  clear — I  get  very  uneasy  when  you  say,  they  are  not 
increasing.  Do  you  want  to  enlighten  me,  so  we  make  the  right 
step? 

I  hope  the  citizens  actions,  which  will  be  a  powerful  force  here, 
will  put  a  lot  of  emphasis  on  cost  control,  because  the  worst  thing 
that  will  happen  is,  if  we  vote  out  this  program  and  we  have  to  go 
back  to  our  constituents  a  year  later  and  say,  that  tax  we  passed, 
it  is  going  to  be  another  10  percent. 
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Mr.  Brandon.  Let  me  say  that  is  our  extreme  concern  about  cost, 
which  is  why  a  single-payer  system  has  the  attraction  it  does  for 
us. 

You  mentioned  before  looking  at  an  all-payer  system.  You  can't 
save  the  kind  of  money  you  can  with  single  payer.  If  you  go  the 
route  of  the  leadership,  the  leadership  in  the  Senate,  the  bill  that 
was  introduced  recently,  based  on  an  employer  mandate  approach, 
saves  very  little  money  on  the  administrative  side. 

And  as  a  result,  I  will  disagree  with  you,  Congressman  Shays; 
we  will  not  see  a  universal  health  care  plan  quickly  in  this  country 
unless  it  is  based  on  an  efficient  system,  because  as  the  leadership 
proposal  demonstrates,  you  have  to  cut  back  on  benefits  because 
you  don't  achieve  the  cost  savings  you  would  under  a  single-payer 
system. 

You  have,  in  fact,  two  programs  in  the  program  put  forward, 
based  on  employer  mandate — one,  a  public  program  for  people  who 
can't  otherwise  get  insurance,  and  the  other,  a  program  based  on 
employer  coverage. 

And  most  importantly,  the  employers  are  being  asked  to  buy  a 
pig  in  a  poke.  They  are  being  asked — they  are  being  asked  to  buy 
mandated  coverage  for  them  without  any  serious  cost  control  prom- 
ise, and  also,  in  fact,  no  promise  as  to  what  the  actual  costs  are 
going  to  be. 

If  you  look  at  Congressman  Russo's  bill,  you  can  see  you  will  pay 
an  additional  6  percent  of  your  payroll  costs  to  get  coverage.  For 
most  businesses  who  provide  insurance,  that  is  below  what  they 
are  paying. 

Mr.  Shays.  You  say  that,  but  that  makes  assumptions  that  we 
project  costs.  I  looked  at  Representative  Russo's  bill,  and  I  couldn't 
be  convinced  costs  would  stay  at  that  level.  If  I  could  be  convinced 
they  wouldn't  go  up  

Mr.  Brandon.  I  think  you  need  to  look  at  the  study  the  GAO  did. 
The  reason  costs  are  going  up  is  the  overhead  costs;  that  is  one 
part. 

Second,  the  doctors  and  hospitals  that  have  to  deal  with  that 
problem. 

Third — and  you  take  a  look  at  this  leadership  bill  in  the  Senate 
and  try  to  think  about  what  business  owners  are  going  to  have  to 
do  to  determine  whether  or  not  their  employees  qualify,  whether 
their  spouses  qualify,  or  whether  they  qualify  under  a  different 
plan,  whether  their  kids  get  covered.  There  will  be  a  lot  of  over- 
head to  the  business  community,  as  well. 

I  don't  understand  why  we  don't  go  to  a  simple  system  to  start 
with. 

Mr.  Shays.  Mr.  Brandon,  you  lose  credibility  with  me  when  you 
say  what  contributes  to  the  cost,  and  you  left  out  about  10  parts. 
We  are  not  idiots.  That  is  what  concerns  me. 

Yes,  sir. 

Mr.  Marmor.  Congressman  Shays,  I  agree  with  you  about  the 
concern  about  costs. 

At  least  for  the  Canadian  commentary  of  this  session,  our  point 
was  not  that  the  United  States  could,  in  one  fell  swoop,  have  Cana- 
dian experience  by  invoking  the  name,  incanting  the  name.  What 
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we  are  trying  to  go  to  is  a  preliminary  state  of  commentary,  and 
Mr.  Brandon  just  brought  it  up. 

We  want  to  say  international  experience  suggests  that  the  kind 
of  pay  or  play,  complicated,  employer-man  dated  scheme  is  likely  to 
continue  to  be  quite  costly.  That  is  the  cautionary  statement  we 
want  to  make. 

Then  we  want  to  say,  the  examples  we  have  abroad  suggest  that 
a  variety  of  systems— and,  in  particular,  the  Canadian  is  one  illus- 
tration—have figured  out  a  way  to  reduce  the  rate  of  increase  that 
is  unwanted,  as  opposed  to  the  rate  of  increase  that  is  wanted. 
Sometimes  people  want  to  spend  more,  as  they  did  in  Denmark. 

I  think  the  point  of  view  you  are  suggesting  is  illuminating.  Not 
all  hearings  are  illuminating.  I  think  we  are  trying  to  say  some- 
thing different  We  are  not  embracing  a  single  dream,  saying,  you 
do  it  tomorrow  and  you  will  have  exactly  what  you  want. 

The  evidence  does  support  the  view  that  there  is  an  alternative 
with  a  probability  of  0.95  that  is  going  to  be  very  costly.  That  is, 
any  scheme  that  maintains  competitive  insurance  providers  that 
advertise  in  markets  and  try  to  select  patients,  even  if  you  have 
got  common  terms  of  payments,  those  marketing,  competitive  be- 
haviors are,  as  we  know  from  the  evidence  of  the  1980' s  extremely 
expensive  and  the  most  rapidly  rising  in  the  system. 

It  is  only  one  of  the  most  rapidly  rising,  I  agree  with  that. 

Mr.  Shays.  I  am  going  to  relinquish  the  floor. 

I  would  love  to  get  into  the  issue  of  insurance  companies,  because 
I  think  they  are  a  factor  there,  and  I  think  it  is  going  to  be  a  very 
difficult  issue  as  to  how  we  control  the  cost  of— particularly  in  the 
sense  when  a  drug  company  has  a  monopoly  on  a  particular  prod- 
uct and  sets  whatever  price  it  wants. 

I  am  going  to  wait  for  a  second  round. 

Mr.  Conyers  [presiding].  I  am  very  happy  you  came  back,  Mr. 
Shays,  to  assume  the  chair,  because  the  panel  has  been  trying  to 
exorcise  some  of  your  fears;  and  I  think  all  four  of  them  probably 
did  a  much  better  job  of  it  than  I  ever  would. 

And  they  have  accidentally,  or  not  accidentally,  but  they  touched 
upon  this  comparison  which  is  so  important. 

I  want  to  put  in  the  record  that  I  am  grateful  to  you  for  raising 
questions  which,  although  at  first  I  find  myself  not  in  agreement 
with,  I  find  sympathy  for,  in  that  you  are  reflecting  the  views  of 
many  other  people.  And  if  we  don't  get  them  cleared  out  now,  they 
are  liable  to  be  a  rope  around  our  necks. 

I  think  that  is  what  the  panelists  feel  is  important  in  the  nature 
of  the  exchange. 

Let  me  now  recognize  Rosa  DeLauro. 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman.  I  want  to  welcome  all 
the  panelists,  but  let  me  say  something  in  particular  about  Ted 
M  arm  or,  Dr.  Marmor,  a  good  friend,  who  in  fact  has  been  working 
in  this  area  for  health  care,  health  insurance,  over  the  last  25 
years. 

I  commend  his  book,  "The  Misunderstood  Welfare  State,"  to  all 
of  you.  It  really  demonstrates  an  understanding,  not  only  of  health 
care,  the  health  care  system,  but  the  ways  in  which  our  system  of 
government  deals  with  a  whole  lot  of  other  kinds  of  services  that 
service  the  vast  majority  of  Americans. 
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In  a  sense,  what  Dr.  Marmor  has  written,  which  I  found  very  im- 
portant in  terms  of  what  I  view  as  my  own  mission,  if  you  will,  how 
government  can  best  serve  people— I  think  this  book  helps  to  point 
that  out. 

What  I  would  like  to  ask  Dr.  Marmor  is  that — and  it  mav  pick 
up  something  on  what  Chris—Congressman  Shays  was  ending  up 
with— the  whole  question  of  private  insurers.  If  we  move  in  the  di- 
rection of  universal  health  care,  a  single-payer  system,  I  guess  a 
couple  of  questions,  making  that  transition— how  we  begin  to  make 
that  transition,  is  there  a  role  for  private  insurers  in  a  single-payer 
system. 

We  have  lots  of  people  who  are  employed  in  an  insurance  system, 
and  particularly  in  Connecticut,  that  would  not  be  unmindful  For 
those  of  us  who  represent  the  State  of  Connecticut,  not  in  New 
Haven  or  Fairfield  County,  we  have  to  be  mindful  of  what  happens 
to  an  industry. 

What  do  you  envision  this  transition  to  be?  How  would  it  work? 

Mr.  Marmor.  First,  before  trying  to  respond,  obviously  I  am 
grateful  for  your  nice  commentary,  and  thank  you  very  much. 

I  think- — let  me  speak  to  it  this  way.  Let  me  connect  it  to  my 
commentary  on  Canada,  because  that  is  the  area  I  want  to  con- 
centrate on  today. 

The  Canadian  experience  actually  shows  one  way  by  which  tran- 
sition can  take  place.  After  all,  in  the  1950's  and  1960's,  when  they 
took  their  decision,  they,  too,  had  an  insurance  industry— both  non- 
profit and  for-profit,  but  largely  nonprofit,  analogous  to  our  Blue 
Cross-Blue  Shield  plans. 

What  is  important  to  know  is  that  the  10  provinces  treated  this 
question  somewhat  differently.  One  of  the  interesting  things  seri- 
ous people  in  the  Congress  might  learn  by  reviewing  Canada  is 
that  they  had  different  answers  in  different  provinces. 

In  Ontario,  for  example,  insurance  companies  were  permitted  to 
be  intermediaries  between  physicians  and  the  government— there 
were  some  22  of  them  that  were  permitted  to  maintain  their,  '"busi- 
ness." The  business  they  maintained  was  not  underwriting,  but  lit- 
erally administering  claims.  You  want  to  distinguish  22  activities 
of  firms  called  "insurance  companies."  One  is  risk  taking  and  the 
other  is  the  management  of  the  movement  of  paper. 

The  risk  taking  is  actually  declining  in  the  United  States.  Our 
health  insurance  firms  are  playing  a  more  administrative  role.  We 
have  evidence  you  can  run  a  universal  system  in  which  you  have 
post  offices  called  "insurance  companies"  that  are  a  buffer  between 
doctors  and  the  government  or  between  hospitals  and  the  govern- 
ment. 

In  Ontario,  it  turns  out,  after  3  years  this  was  dropped  on  the 
grounds  it  was  excessively  costly;  the  physicians  and  hospitals 
thought  it  was  no  longer  crucial,  and  the  insurance  companies  felt 
they  could  make  more  money  by  expanding  to  other  work.. 

The  health  industry  in  Canada  opposed  the  national  health  in- 
surance. The  health  insurance  industry  in  Britain  opposed  it,  and 
in  every  country  I  know,  opposed  it.  They  learned  to  live  with  NHI 
over  time,  sometimes  in  transitional  role  of  buffer.  Nowhere  did  the 
decline  of  health  insurance  coverage  produce  any  kind  of  economic 
disaster. 
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What  national  health  insurance  did  in  Canada  was  ban  supple- 
mental coverage  for  the  same  services  insured  by  the  plan.  It  didn't 
ban  complementary  coverage  for  other  things. 

I  am  going  to  stop  there.  That  is  an  illustration,  Congresswoman 
DeLauro,  of  the  kind  of  knowledge  that  would  be  crucial  to  sensibly 
taking  into  account  Canada's  experience. 

Let  me  say  this  in  all  seriousness.  What  I  would  urge  you  to 
think  about  is  the  possibility  of  treating  legislation  in  a  two-stage 
process — one,  where  you  announce  what  would  be  the  features  of 
an  acceptable  plan,  and  second,  that  you  think  in  terms  of  some- 
thing like  the  Commission  on  Social  Security  of  1983,  where  rep- 
resentatives of  the  House  and  Senate  and  the  administration  were 
locked  out  of  the  ordinary  processes  and  locked  in  a  debate  where 
they  had  to  answer  questions  of  the  kind  you  just  raised. 

I  don't  believe  we  will  have  an  intelligent  discussion  of  this  if  we 
rely  on  the  Nation's  newspapers  and  televisions  to  talk  about  tran- 
sition periods.  A  lot  will  be  lost  in  the  translation.  That  is  one  an- 
swer. 

I  want  to  emphasize,  in  terms  of  employment  effect,  not  great  ef- 
fect; in  terms  of  variety  of  experience,  a  considerable  one. 

In  terms  of  outcome,  the  uniform  result  overtime  was  pulling 
away  from  multiple  payers  because  you  both  lost  access  to  relevant 
information  and  it  was  too  costly  per  capita.  What  has  been  under- 
nourished in  the  discussion  of  Canada  is  the  reason  why  Canadian 
citizens  are  so  supportive  of  their  medical  care.  They  like  their 
medical  care  the  way  Americans  like  Social  Security.  And  the  rea- 
son they  do  is  that  NHI  gives  them  a  sense  of  economic  security 
and  does  so  in  both  a  fair  way  and  a  way  that  isn't  too  complicated. 

The  reason  so  many  Americans  are  hostile  to  health  insurance 
companies  is,  they  can't  make  any  sense  of  the  terms  of  their  cov- 
erage. Once  more,  they  are  fearful  that  when  it  is  needed,  protec- 
tion won't  be  available.  Health  insurance  companies  in  America  do 
not  lead  the  set  of  institutions  beloved  by  Americans. 

That  is  not  what  you  would  expect  to  hear  from  representatives 
of  the  health  insurance  companies.  The  decline  of  confidence  in 
those  institutions  has  been  considerable. 

Ms.  DeLauro.  It  may  be  too  early  to  get  a  sense  of  how  good  a 
system  is.  In  the  medigap  insurance,  the  insurance  companies  were 
instructed  to  come  up  with  10  separate  plans,  because  there  was 
so  much  duplication  of  services  for  the  elderly  population,  and  cost- 
ly, et  cetera,  that  they  came  up  with  10  plans  nationally,  as  a  way 
in  which  to  cut  out  the  duplication,  the  cost,  et  cetera. 

Is  that,  in  your  view — and  anyone  please  feel  free  to  answer  the 
question — an  interim  step  or  direction  to  go  in,  rather  than  moving 
quickly  into  a  single-payer  system? 

Mr.  Marmor.  This  is  an  area  that  Ms.  Lipsen  and  others  may 
want  to  speak  to.  My  short  answer  would  be  that  one  certainly 
could  move  in  steps  and  in  the  right  direction. 

But  why  would  you  want  to  use  the  political  capital  that  is  avail- 
able once  in  lifetime  to  make  a  tiny  step  when  you  know  that  it 
is  a  step  in  the  direction  that  you  ought  to  take  more  boldly?  That 
is  what  I  would  say. 
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Ms.  LlPSEN.  The  medigap  reform  that  you  are  talking  about  re- 
sponded to  a  particular  set  of  problems  that  have  really  been  in  ex- 
istence since  the  Medicare  program  was  enacted  in  the  mid  1960's. 

The  remarkable  thing  was  that  in  the  process  of  budget  reconcili- 
ation, Members  got  in  a  room  and  both  Republicans  and  Democrats 
decided  to  do  the  right  thing  together  to  make  it  very  clear  that 
they  were  going  to  protect  our  Nation's  elderly  against  fraud  and 
abuse  and  the  sharp  sales  practices  that  went  on  in  that  market- 
place. 

I  think  it  is  a  model,  not  so  much  of  what  we  should  do  to  get 
universal  access  and  cost  containment,  but  it  is  a  model  of  political 
will  and  the  fact  that  it  can  be  done. 

Ms.  DeLauro.  Let  me  just  ask  people's  views  of  Senator  Mitch- 
ell's proposal,  the  play  or  pay  system,  just  generally  in  terms  of 
maintaining  the  employer-based  system  and  trying  to  bring  some 
controls  to  it. 

What  do  you  think  of  that  as  a  first  step,  if  you  will? 

Ms.  Lipsen.  Well,  certainly  we  are  still  analyzing  this  bill,  and 
it  is  300  pages.  But  having  said  that,  I  will  say  that— we  are  heart- 
ened by  the  fact  that  Senator  Mitchell  has  enunciated  a  plan 
with — tne  intent  to  provide  universal  coverage. 

However,  in  the  details  we  are  greatly  troubled.  For  instance — 
and  several  of  the  panelists  have  talked  about  this  today,  that  cost 
containment,  though  it  is  a  goal  of  the  bill,  we  are  not  really  sure 
whether  or  not  it  is  going  to  be  realized  by  that  plan. 

They  are  setting  up  a  very  innovative  State  consortia,  and  they 
say  that  in  about  5  years,  they  will  get  $78  billion  worth  of  savings, 
although  I  don't  really  know  where  they  are  going  to  get  that  big 
of  a  savings. 

And  I  look  to  the  GAO  report  that  you  all  released  last  week,  and 
it  documented  $68  billion  of  savings  in  administrative  waste  per 
year. 

So  I,  while  I  am  happy  that  they  intend  to  do  cost  savings,  I  am 
concerned,  also,  about  the  benefit  packages,  that  the  benefit  pack- 
ages. Because  they  are  not  willing  to  make  the  hard  choices  and 
adopt  a  single-payer  system,  the  benefit  packages  are  not  going  to 
be  comprehensive. 

And  we  were  very  concerned  and  remain  very  concerned  about 
this. 

Dr.  Rachlis.  I  will  just  say  briefly  that  I  do  not  think  that  you 
are  going  to  capture  more  than  a  tiny  fraction  of  the  alternative 
savings  possible  by  that  kind  of  model. 

And  that  is  unfortunate.  But  just  as  an  outsider,  I  would  say  I 
understand  that  you  have  a  verv  strong  insurance  lobby.  I  under- 
stand that  there  are  a  lot  of  jobs  there.  I  understand  all  of  that. 

But  you  cannot  have  cost  control,  I  don't  believe  you  can  have 
roper  cost  control  as  long  as  you  have  hundreds  and  hundreds  and 
undreds  of  different  insurance  companies  failing  at  basic  health 
insurance. 

Ms.  DeLauro.  I  have  asked  about  the  Mitchell,  Senator  Mitch- 
ell's plan,  Ted. 
Bob. 

Mr.  Brandon.  I  made  a  few  comments  about  this  before. 
Ms.  DeLauro.  You  did  before,  right. 
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Mr.  Brandon.  But  I  would  add  that  again  with  an  employer 
mandate  approach,  the  very  sectors  of  the  economy  that  are  most 
vulnerable  to  high  turnover  rates  are  the  ones  that  are  going  to 
watch  employees  jump  back  and  forth  between  coverage  by  their 
employer  and  coverage  by  the  public  program. 

And  it  is  going  to  be  a  nightmare.  I  think  the  main  point, 
though,  in  this  area,  well,  I  guess  I  have  two  main  points.  One  is 
substantive  and  one  is  political. 

The  main  point  is  that  the  savings  aren't  there,  and  if  they  aren't 
there,  by  necessity,  if  you  are  trying  to  do  something  about  the  cost 
explosion  in  this  area,  you  are  going  to  limit  coverage. 

A  family  that  has  a  $500  deductible  under  that  plan  is  still  going 
to  wonder  whether  or  not  they  should  send  their  kid  to  the  doctor. 

And  you  can  protect  the  very  poor,  but  you  have  a  lot  of  people 
in  this  country  that  are  not  below  the  poverty  level  that  are  mak- 
ing those  choices  every  day,  because  financial  barriers  are  still 
there  for  health  care.  They  will  be  under  this  bill. 

The  second  thing,  and  I  think  this  is  both  per  the  approach  on 
employer  mandated  and  also  the  old  payer  approach,  and  it  sort  of 
echoes  what  Ted  Marmor  said,  that  you  are  going  to  need  a  tre- 
mendous amount  of  political  support  to  overhaul  the  Nation's 
health  care  system. 

And  the  only  way  you  are  going  to  get  that  from  the  public  is 
not  to  present  them  with  a  300  page  extremely  complicated  bill 
that  doesn't  promise  to  save  them  any  money,  but  basically  says, 
continue  to  rely  on  the  insurance  companies  you  have  learned  to 
love. 

You  are  not  going  to  get  that,  and  so  you  might  as  well  do  the 
right  thing  and  capture  all  of  that  support  you  can  get. 

There  is  a  reason  why  there  hasn't  been  dramatic  support  for 
any  of  these  other  piecemeal  approaches.  When  we  go  around  and 
talk  to  people  around  the  country,  the  only  thing  that  generates 
real  enthusiasm  is  when  we  talk  about  a  single-payer  approach,  be- 
cause the  pay-or-play  approach  and  the  all-player  approach  is  both 
too  complicated  and  doesn't  deliver  the  goods  for  the  average 
consumer  or  business  owner  in  terms  of  reduced  costs. 

Mr.  Marmor.  If  I  could,  I  would  like  to  separate  two  kinds  of  re- 
actions one  could  have  to  the  Mitchell  bill.  One  is  that  of  a  political 
participant,  a  political  judgment  of  the  Mitchell  bill;  the  other  as 
a  scholar.  And  I  have  both  feelings,  but  I  want  to  keep  them  sepa- 
rate because  I  want  to  be  clear  on  what  basis  I  am  speaking,  what 
role  I  am  taking. 

As  a  political  matter,  I  would  support  much  of  what  you  just 
heard.  That  is,  I  think  for  the  only  time  you  are  going  to  have  in 
my  judgment  in  your  political  career  a  sort  of  political  mobilization 
where  you  could  rewrite  the  rules  of  medical  care,  my  guess  is  that 
this  is  not  the  way  you  want  to  spend  those  political  resources. 

It  is  both  too  complicated  and  not  satisfactory  enough,  but  it  does 
move  in  a  direction  which  is  admirable. 

What  I  would  end  up  saying  politically,  is  that  say  the  most  im- 
portant thing  in  American  health  politics  is  to  get  agreement  that 
we  need  a  change  in  the  rules  of  the  game.  Not  that  we  need  tin- 
kering, but  that  we  need  a  fundamental  change. 
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The  second  most  important  thing  is  that  we  make  sure  we  don't 
do  so  prematurely  because  we  won't  have  a  chance  to  redo  it  in  a 
sensible  way.  That  is  my  political  judgment. 

That  doesn't  mean  that  it  is  foolish  to  tinker.  I  am  just  saying 
that  is  my  judgment  now  of  the  right  thing  to  say  politically. 

But  as  a  scholar,  what  I  would  argue  is  that  international  experi- 
ence varies  very  interestingly  on  the  Mitchell  bill,  and  it  is  worth 
looking  into  more  seriously.  We  do  know  that  it  is  possible  to  have 
employer  mandated  coverage  in  ways  that  have  reasonable  experi- 
ence with  cost  control. 

And  the  evidence  for  that  comes  not  from  Canada,  which  didn't 
do  that,  but  from  West  Germany  and  from  other  systems  in  Eu- 
rope. All  of  the  systems  of  central— of  Continental  Europe  have 
various  employment-related  coverage. 

Now,  what  do  we  learn  from  that?  We  learn  the  following:  No. 
1,  they  lagged  behind  Canada  in  restraining  costs  in  the  1970's;  but 
in  the  1980's3  they  caught  up  with  Canada. 

Two,  we  know  that  the  per  capita  administrative  costs  of  running 
their  insurance  systems  are  higher  than  Canada's  but  that  the 
overall  costs  are  actually  in  line  with  Canada's,  Germany  and  Can- 
ada are  now  practically  identical. 

Third,  we  know,  and  this  is  very  important,  that  those  employer 
mandated  schemes  make  no  significant  use  of  consumer  cost  shar- 
ing as  a  way  of  controlling  cost  in  their  medical  care  system.  The 
only  one  that  does  is  the  French,  and  they  are  the  least  happy  with 
their  scheme. 

So  employer  mandated  insurance  has  no  necessary  connection  to 
lots  of  coinsurance  and  deductibles,  although  you  would  never 
know  that  from  the  discussion  of  the  subject. 

Fourth,  you  would  learn  that  they  have  to  involve  themselves  in 
extraordinarily  complicated  maneuvers  to  make  sure  that  you  don't 
get  the  sort  of  competitive  insurance  effect  of  trying  to  get  rid  of 
an  ill  and  only  cover  the  healthy. 

And  they  have  tried  to  find  a  way  to  spread  the  costs  of  the  sick 
among  the  largest  groups.  How  do  they  do  that?  In  Germany,  once 
you  join  a  sickness  insurance  fund,  you  are  in  it  for  life,  no  matter 
what  happens  to  you.  There  is  no  such  thing  as  joining  a  different 
kind  of  insurance  fund. 

It  becomes  a  one  time  premium,  and  it  goes  on  for  the  rest  of 
your  life. 

If  you  start  when  you  are  younger,  you  pay  a  lower  premium,  but 
over  a  longer  period.  If  you  start  when  you  are  older,  you  pay  a 
higher  premium,  but  over  a  shorter  period. 

Now,  think  of  it.  There  is  a  sickness  fund  for  the  unemployed, 
so  when  you  go  from  employment  to  nonemployment,  there  is  tnat. 

When  you  go  from  employment  to  retired,  there  is  a  sickness 
fund,  and  then  there  are  many  sickness  funds  to  cover  various 
groups. 

Well,  do  we  have  a  political  system  that  is  very  good  at  generat- 
ing that  kind  of  complex  administration?  I  submit  to  you  that  our 
political  system  is  not  very  good  at  that. 

But  as  a  scholar,  I  have  to  tell  you  it  is  possible  to  do  it.  It  is 
complicated  to  do,  and  it  is  somewhat  expensive  on  the  administra- 
tive side  of  the  ledger;  but  with  the  right  conditions,  it  can  be  done. 
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You  would  have  to  ask  yourself,  how  much  would  you  bet  we 
would  ever  get  all  those  things  done  as  opposed  to  having  a  half- 
baked  form  of  it? 

And  we  know  that  a  half-baked  form  of  it,  which  is  what  we  have 
now,  has  led  us  to  spend  the  most  and  feel  the  worst  of  all. 

Ms.  DeLauro.  OK 

Thank  you  very  much,  Mr.  Chairman. 
Just  a  couple  of  concluding  remarks. 

One,  I  think  the  opportunity  for  the  beneficial  opportunity  of 
learning  from  the  comparative  studies  and  the  GAO  report  has 
taken  us  in  some  direction  on  that. 

And  the  panel  has  been  talking  about  the  Canadian  system,  its 
effectiveness  or  ineffectiveness,  I  think  it  has  been  terribly  helpful 
and  that  maybe  we  can  look  at  suggesting  a  commission  like  we 
had  in  1983  to  deal  with  the  Social  Security  situation  in  terms  of 
recommendations  about  how  to  try  to  proceed  on  this,  of  getting  ev- 
erybody in  a  locked  room. 

Thank  you  very,  very  much. 

Mr.  Conyers.  Well,  this  has  been  very,  very  enlightening.  The 
problem,  though,  Ms.  DeLauro,  is  that  it  is  too  late  for  a  Pepper 
Commission  to  start  now.  We  are  in  the  decisionmaking  processes 
legislatively,  so  we  cannot  go  back  now  to  a  commission  that  would 
study  this  from  the  outside. 

Do  you  disagree? 

Mr.  Marmor.  No,  I  don't  disagree.  I  just  disagree  that  that  would 
be  the  purpose  of  the  Commission. 

The  Pepper  Commission  was  going  to  look  into  the  area.  The 
Commission  I  was  suggesting  is  one  that  was  going  to  decide  on 
the  area  and  decide  under  the  gun  of  a  set  of  principles  that  were 
announced  in  advance. 

There  would  be  two-stage  legislation.  We  will  by  X  date  have  a 
plan  that  will  meet  the  following  five  criteria. 

Now,  I  am  not  saying  that  is  easy.  I  am  not  saying  that  is  politi- 
cally simple. 

Mr.  Conyers.  We  just  did  that  with  the  budget  process,  and  I 
think  there  would  be  a  very  marked  reluctance. 
I  say  this — - 
Mr.  Marmor.  Reluctantly. 

Mr.  Conyers.  Because  once  you  do  that,  everybody  begins  to  say 
what  right  did  we  have  to  give  all  of  our  legislative  authority  away 
to  a  small  group,  which  comes  back  with  a  package  that  everybody 
is  generally  unhappy  with. 

And  I  am  afraid  that,  you  know,  the  thing  about  this  hearing 
was  that  there  is  a  real  world  political  discussion,  and  I  am  very 
grateful  to  both  my  committee  members  and  to  trie  panel  for  in- 
dulging in  it. 

You  don't  get  that  too  often,  because  everybody  throws  their  own 
arrows  and  target  the  rest,  because  you  are  trying  to  make  a  record 
for  whatever  your  representational  group  might  be. 

Mr.  Marmor.  Since  I  recommended  this,  I  withdraw  this  as  my 
only  idea.  That  is,  I  want  to  say  I  have  more  ideas  than  that  one. 
I  just  was  throwing  that  out  as  a  possibility. 

Mr.  Conyers.  No,  it  is  a  great  idea. 

Mr.  Marmor.  It  is  your  business  to  be  expert  on  this  question. 


641 

Mr.  Conyers.  Let  me  come  back  to  another  part  of  the  discussion 
that  I  may  have  missed,  and  that  is  that  in  a  political  sense,  you 
see  we  already  have  the  suggestion  of  what  the  real  answer  is. 

One  of  the  problems  is  when  leadership  gets  together,  then  that 
is  considered  the  answer.  So  already,  you  know,  we  are  in  a  tilt  sit- 
uation. We  are  really  not  starting  off  evenly  out  of  the  box. 

Mr.  Marmor.  Right. 

Mr.  Conyers.  Although  I  think  the  gentleman  from  Illinois'  pro- 
posal probably  has  more  support  than  anything  else  right  now. 

But  there  is  a  tendency  to  "fix  it  a  little  bit."  And  I  know  in  a 
more  real,  a  more  idealistic  situation,  this  single-payer  program — 
some  day  this  will  happen;  but  not  today. 

Yes. 

Ms.  Lipsen.  I  just  wanted  to  sav  one  thing,  and  it  responds  to 
something  that  you  mentioned  earlier. 

I  think  that  to  some  extent  the  leadership  proposals  are  respon- 
sible for  sort  of  defining  the  debate  in  the  next  year  or  so.  However, 
that  is  not  to  say  that  we  cannot  be  out  there  pushing  to  have  the 
leadership  still  consider  single  payer  as  an  appropriate  solution. 

And  also,  I  liked  your  idea  of  possibly  allowing  statistics  to  show 
that  the  sky  isn't  going  to  fall  under  a  single-payer  model,  that  in- 
surers are  going  to  be  wrong,  that  the  system  can  be  efficiently 
run. 

And  those  kinds  of  State  laboratories,  I  think,  are  very  valuable; 
and  I  wish  that  they  were  part  of  the  leadership  proposal. 

Mr.  Conyers.  Glad  to  hear  you  say  it  because  I  don't  really  see 
how  single  payer  is  going  to  carry  the  day.  And  I  am  willing  to — 
I  have  been  behind  more  losing  causes  than  anybody  on  this  com- 
mittee. But  I  really  don't  see  the  date  on  the  calendar  when  we  are 
going  to  get  51  Senators  and  218  Members. 

What  I  do  see,  though,  is  that  if  we  had  the  same  system  and 
made  it  optional  with  incentives,  and  did  not  open  it  up  for  every 
State  to  incorporate — it  would  be  a  very  controlled  system,  and  as 
you  know,  Dr.  Marmor  and  Dr.  Rachlis,  it  would  be  as  if  the  Cana- 
dian system  itself  was  introduced. 

Mr.  Marmor.  That  is  what  I  was  going  to  say.  That,  in  fact, 
would  constitute  the  Canadian  method. 

But  I  should  caution  you  that  the  Canadian  arrangement  was 
such  that  as  soon  as  five  provinces  joined  the  system,  then  the  Fed- 
eral payments  of  half  the  costs  would  come  in.  And  that  is  why  as 
soon  as  the  fifth  province  agreed,  there  was  a  rush  to  the  other 
side,  since  Federal  tax  funds  were  going  to  be  used  in  every  other 
province. 

So  you  have  an  interesting  two-step  process.  Those  who  are  in- 
terested politically  in  innovating  start,  and  they  are  rewarded 
when  a  certain  number  of  States  come  in.  But  as  soon  as  that  point 
is  reached,  Canada's  and  every  other  system  in  the  world  shows 
you  you  will  move  to  universal  coverage  quickly  if  the  terms  are 
that  the  Federal  Government  will  share  a  significant  portion  of 
those  costs. 

Mr.  Conyers.  Could  we  do  that? 

Mr.  Marmor.  Could  we  do  the — — 

Mr.  Conyers.  Use  the  Canadian  plan  where  after  number  five 
things  ratchet  in  pretty  clearly? 
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Mr.  Marmor.  This  is  not  something  that  we  have  a  lot  of  experi- 
ence with  doing  in  our  Federal  system. 

Could  we  theoretically?  That  is,  is  it  a  doable  thing?  Absolutely. 

Politically  it  would  constitute  an  innovation.  But  let  me  urge  you 
to  think  about  it  in  the  following  way:  You  know,  in  1910,  the  Unit- 
ed States  didn't  have  a  Federal  Reserve  System.  In  1935,  it  didn't 
have  a  Social  Security  System.  There  was  no  such  institution. 

Every  once  in  a  while  you  actually  have  to  invent  something.  You 
have  to  do  something  different. 

Now,  I,  myself,  don't  believe  that  the  current  arrangements  in 
the  American  public  authority,  American  Government  are  such 
that  we  could  competently  embrace  one  as  the  model. 

I  don't,  for  example,  oelieve  that  the  Medicare  program  is  a 
model  of  operation.  And  the  reason  I  don't  is  that  there  is  no  clear 
political  accountability  for  the  results  in  American  medicine. 

Older  Americans  don't  know  the  name  of  Gail  Wilensky,  the 
HCFA  head.  In  every  Canadian  province,  the  health  minister  is  a 
politically  visible  and  accountable  person,  and  that  is  why  it  works 
for  Canada. 

We  have  a  complicated  system.  We  rely  on  legal  regulations  of 
the  most  arcane  sort,  and  we  have  been  seduced  into  a  form  of 
health  insurance  that  frankly  more  of  is  not  going  to  work. 

In  fairness,  I  think  we  do  need  institutional  innovation,  and  that 
is  why  although  we  cannot  go  back  into  the  commission  mode, 
there  is  some  work  to  be  done  of  a  kind  that  hasn't  been  done. 

Mr.  Conyers.  I  would  be  interested  in  pursuing  that. 

Dr.  Rachlis. 

Dr.  Rachlis.  I  would  like  to  tag  onto  point  that  I  assume  you 
may  be  familiar  with  this,  but  if  you  aren't,  maybe  I  should  make 
the  point  that  each  province  has  a  minister  of  health  who  is  re- 
sponsible for  the  health  insurance  system. 

Now,  in  fact,  the  minister  of  health,  as  my  written  testimony  in- 
dicates, had  no  real  authority  over  doctors  and  hospitals.  There  is 
the  legislative  authority  available,  and  they  can  take  draconian  ac- 
tion if  they  want;  but  when  something  goes  wrong  with  an  individ- 
ual patient,  it  is  clearly  not  the  minister's  fault. 

However,  the  minister  ultimately  takes  political  responsibility, 
and  that  is  why  we  have  "some  stories  like  that  heart  patient  be- 
cause the  cardiologist  in  Vancouver  was  not  really  playing  to  the 
citizens  of  the  United  States.  He  was  playing  to  the  minister  of 
health  of  the  province  of  British  Columbia. 

And,  in  fact,  the  heart  surgery  situation  in  my  province  of  On- 
tario was  played  up  so  much,  partly  because  of  increasing  Amer- 
ican interest  in  our  system,  that  the  ministry  of  health  in  my  prov- 
ince^— in  what  I  believe  was  a  misguided  fashion— tremendously  in- 
creased the  funding  for  heart  surgery. 

It  was  perhaps  not  an  appropriate  place  to  put  the  money;  but 
on  the  other  hand,  I  think  that  it's  proof,  it  should  be  proof  to 
Americans  that  our  system  is  very,  very  responsive  to  political 
pressure  and  that  people  know  whom  to  blame  when  they  have  a 
complaint  about  the  health  care  system.  And  that  is  the  minister 
of  health. 

Mr.  Conyers.  We  have  a  State  payer  in  each  of  the  50  States? 
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Mr.  Marmor.  That  would  be  the  analog  in  this  case.  But  in 
patching  onto  Mitchell,  it  is  very  important  that  you  don't  get  just 
one-half  of  the  equation. 

The  Canadian  provincial  minister  is  responsible  for  care  not 
given,  and  there  is  tremendous  pressure  to  give  it. 

On  the  other  side,  the  Canadian  minister  is  pressured  by  the 
provincial  treasurer  to  hold  back.  In  other  words,  when  you  get  the 
benefits  politically  for  doing  more,  you  get  the  pain  politically  for 
taxing  more.  And  that  is  the  architecture  that  is  crucial. 

That  architecture  is  not  exclusive  to  Canada.  One  form  or  an- 
other of  that  is  true  in  every  one  of  the  OACD  countries,  and  it  is 
that  point  which  I  am  trying  to  get  across;  it  is  not  a  matter  of 
dreamy  thoughts  about  how  can  we  get  universal  access.  Easy, 
Enact  it.  That  is  the  easy  part. 

The  hard  part  is  figuring  out  the  architecture  of  a  structure  that 
you  and  Mr.  Shays  and  Rosa  BeLeuro  could  live  with  over  a  period 
of  time. 

Your  fear  is  the  right  one.  And  I  am  just  begging  you  to  not  let 
people  leap  to  the  conclusion  that  what  is  acceptable  in  the  back 
rooms  of  the  Senate  right  now,  with  lots  of  consultation  with  small 
groups,  is  a  form  that  you  can  live  with  over  a  period  of  time. 

It's  inadequate  to  that  task,  even  if  it  is  adequate  to  the  task  of 
getting  compliance  from  the  pressure  groups  whose  interests  are 
affected. 

Mr.  Brandon. 

Thank  you. 

Mr.  Brandon.  I  would  just  add  to  that  that  I  think  we  will  see 
that  the  compromise  approaches  will  not  be  able  to  stand  up  over 
time,  even  to  the  point  of  getting  enacted.  And  I  think  that  is  the 
important  thing. 

Mr.  Conyers.  Let  me  raise  a  question  that  hasn't  been  brought 
up  here  much  in  the  hearings,  and  that  is  the  involvement  of  mi- 
norities and  their  presence  in  the  U.S.  system  An  argument  has 
been  raised  that  our  ability  to  pick  up  or  adopt  the  best  features 
of  the  Canadian  system  is  compromised  by  the  fact  that  we  have 
a  lot  of  minorities,  innercity  and  poor. 

And  I  want  to  also  combine  that  with  a  phenomenon  I  am  seeing 
around  Detroit;  and  that  is  the  closing  of  hospitals  in  the  city. 

I  mean,  we  have  a  great  thing  going  on  in  the  cities;  is  that  the 
public  hospitals  are  disappearing.  The  private  hospitals  are  moving 
to  the  suburbs.  The  uncompensated  cases  are  growing,  and  this,  of 
course,  is  putting  more  pressure  on  everybody  to  find  a  way  to  sur- 
vive in  this  system. 

I  think  this  problem  has  been  raised  as  a  reason  why  we  need 
change,  but  it  is  also  something  that  we  have  to  be  careful  of  as 
an  argument  against  a  new  culturally  different  system  that  may 
not  be  able  to  take  this  into  effect. 

And  I  would  like  to  make  that  my  last  question.  Could  I  start 
with  Dr.  Marmor,  because  I  know  he  has  to  leave.  And  then  I  will 
ask  everyone  else  to  answer  that  question. 

Mr.  Marmor.  This  is  an  area  that  I  think  particularly  in  the 
public  hospitals  and  the  implications  for  medical  care  that  Michael 
Rachlis  will  be  better  on  answering  than  I  am. 
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But  on  the  question  of  how  different  we  are  in  that  regard,  I 
would  make  just  two  quick  points  I  think  are  accurate. 

One  is  that  Americans  underestimate  the  amount  of  cultural  di- 
versity within  Canada  by  a  very  large  margin.  Canada  is  a  multi- 
racial society,  multiethnic  society,  and  if  you  compare  Vancouver 
with  Seattle,  Montreal  with  Boston,  Toronto  with  Chicago,  or  Mani- 
toba with  Minnesota,  you  will  see  that  the  cross  national 
similarities  are  much  more  striking  than  the  differences. 

There  is  greater  differentiation  within  the  country  than  there  is 
on  the  average  between  the  countries.  So  they  have  a  lot  of  experi- 
ence with  it. 

Now,  that  was  not  true  in  1900.  Most  of  the  commentary  about 
Canada  is  sort  of  vintage  1901  regarding  cultural  and  ethnic  diver- 
sity. 

But  it  is  true  that  our  poverty  levels  are  somewhat  higher  than 
Canada,  and  it  is  true  that  the  concentration  of  ailments  in  our 
innercities  are  now  somewhat  different  from  that  in  Canadian 
cities. 

It  is  of  the  same  type,  but  it  is  worse.  And  the  implication  is  that 
any  American  intervention  in  this  area  would  bring  with  it  the  ex- 
pected costs  of  bringing  into  the  medical  system  those  who  are 
most  in  need  of  it,  who  are  at  the  moment,  if  not  closed  out,  ill 
served  by  it. 

But  that  is  not  an  argument  about  undoability.  That  is  just  an 
argument  about  the  slightly  different  starting  point. 

All  the  same  elements  are  there  but  a  somewhat  different  mag- 
nitude. 

Mr.  Conyers.  Well,  I  assume  that  GAO  took  those  conditions 
into  account  when  they  said  that  the  same  amount  of  money  could 
be  used  more  efficiently  under  a  new  and  universal  single-payer 
system. 

Mr.  Marmor.  They  did.  And  they  are  correct  in  thinking  that  the 
unmet  need  component  is  less  than  the  inflationary  pressure  on  ex- 
penditures. 

If  you  are  worried  about  the  bank  being  broken,  forget  about  ac- 
cess, just  keep  on  doing  what  we  are  doing.  The  real  threat  to 
bankruptcy  is  the  maintaining  of  the  current  arrangements.  We 
have  had  20  years  of  talk  about  how  we  could  not  afford  national 
health  insurance.  The  only  sensible  conclusion  that  someone  could 
come  to  now  is  we  cannot  afford  not  to  have  it  in  a  form  that  we 
can  imagine  will  constrain  the  costs. 

It  has  taken  us  two  decades  to  go  from  wishful  thinking  about 
decentralized  competition  to  the  recognition  that  we  have  to  make 
broad  health  policy  change.  But  that  does  not  mean — and  this  is 
my  last  point.  It  doesn't  mean  that  we  would  necessarily  do  it 
right.  We  could  do  NHI  in  a  way  that  would  so  screw  it  up  that 
our  experience  would  be  even  more  inflationary. 

Mr.  Conyers.  Your  comments  are  valuable.  Thank  you. 

Dr.  Rachlis,  would  you  add  to  that? 

Dr.  Rachlis.  Yes.  I  take  two  or  three  different  points  out  of  your 
question. 

First  of  all,  distribution  and  funding  of  institutions  and  health 
personnel.  In  Canada  we  do  have  maldistribution  of  medical  per- 
sonnel in  particular  in  that  we  lack  medical  doctors  in  some  north- 
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ern  and  remote  areas.  However,  we  have  no  shortage  of  medical 
doctors  in  poorer  areas  of  our  cities,  and  I  agree  with  Dr.  Marmor 
that  Canada  does  not  have  the  degree  of  poverty  as  does  the  Unit- 
ed States,  although  our  record  in  OECD  terms  is  also  poor. 

We  do  not  have  as  much  deep  poverty  as  you  do  in  our  inner 
cities.  But  we  have  no  shortage  of  physicians. 

As  an  example,  in  the  community  that  I  live  in,  prior  to  the  en- 
actment of  universal  medical  coverage  there  were  two  doctors  for 
about  40,000  people,  and  then  soon  after  the  enactment  of  univer- 
sal medical  care,  the  area  was  literally  flooded  with  doctors,  be- 
cause we,  like  you,  are  producing  doctors  at  a  rate  of  two  to  three 


So  my  area  of  Toronto,  which  is  a  poor  area,  has  as  many  doctors 
per  capita  as  any  other  area  of  Toronto.  And  that  is  because  when 
doctors  treat  a  poor  person  they  receive  the  same  amount  of  money 
as  when  they  treat  a  rich  person. 

Mr.  Conyers.  That  would  make  an  enormous  difference  here, 
too.  Also,  the  training  and  cost  of  a  physician's  education  and  start- 
ing out  is  very  different  here  than  it  is  in  Canada.  And  if  that  could 
somehow  be  adjusted,  I  am  hoping  that  we  can  see  doctors  as  a  na- 
tional resource  so  valuable  that  we  want  them  to  go  to  school,  not 
just  limited  to  people  who  can  afford  to  go  to  school  or  are  lucky 
enough  to  get  a  scholarship  or  stipend. 

Dr.  Rachlis.  Yes.  And  that,  of  course,  is  another  issue  which  de- 
serves dealing  with. 

But  I  would  like  to  highlight  that  with  a  universal  health  insur- 
ance plan,  physicians  are  certainly  not  penalized  for  practicing  in 
poor  areas  and,  in  many  cases,  are  rewarded  because  those  pa- 
tients are  worth  every  bit  as  much  as  a  rich  person. 

Second,  the  financing  of  institutions.  Although  it  varies  some- 
what, typically  hospitals  are  funded  on  global  budgets  and  paid  by 
the  Provincial  Ministry  of  Health,  and  that  global  budget  is  based 
partly  on  need,  partly  on  history,  and  partly  on  negotiations  with 
the  Province  about  the  development  of  new  programs  in  that  facil- 
ity. 

But  to  the  extent  that  it  is  based  on  need,  then  a  hospital  in  a 
poor  area  would,  in  fact,  receive  more  funding  than  a  hospital  in 
a  wealthy  area,  because  disease  is  concentrated  in  poorer  segments 
of  the  population.  As  you  could  well  imagine,  the  funding  of  hos- 
pitals is  partly  political.  Typically  a  senior  cabinet  minister  in  the 
provincial  government  or  a  premier  may  have  new  capitol  funds  al- 
located to  a  hospital  in  his  writing.  That  could  happen. 

But  there  is  a  planning  process  that  is  at  least  theoretically 
based  on  need  for  funding  hospitals.  So  you  can  go  to  wealthy  com- 
munities and  find  hospitals  that  are  deteriorating  and  do  need  to 
be  brought  up  to  standard,  and  you  can  go  to  very  poor  commu- 
nities and  find  the  most  modern  hospital  with  the  most  modem 
equipment  available  to  the  people  in  that  community. 

If  Canada  is  an  example,  I  would  say  that  you  would  have  more 
medical  personnel  locating  in  poorer  areas  of  your  cities,  and  that 
the  hospitals  that  are  presently  facing  financial  problems  would  be 
able  to  operate  and  deliver  services  that  people  need. 

But  I  also  want  to  make  another  point,  which  is  about  equality. 
I  think  that  we  have  learned  in  Canada  over  the  last  10  to  20  years 
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that  by  eliminating  financial  barriers  of  access  to  health  care  you 
don't  remove  all  access  barriers.  There  are  linguistic  barriers. 
There  are  cultural  barriers,  et  cetera. 

Particularly  in  the  largest  Provinces — Quebec  and  Ontario — 
there  has  been  the  development  of  community  health  centers,  as  I 
was  indicating  earlier.  In  fact,  I  worked  as  a  familv  doctor  in  a 
community  health  center  in  Toronto  for  8  years  before  I  did  my 
specialty  training,  and  these  centers  are  funded  with  the  recogni- 
tion that  for  certain  groups  in  society  you  need  to  be  more  welcom- 
ing to  get  them  into  the  system.  And  I  certainly  had  the  experience 
of  trying  to  play  whatever  tricks  I  might  to  make  sure  that  persons 
took  their  antihypertensive  medicine  properly,  et  cetera.  So  that 
even  if  they  had  free  access  to  my  care,  even  if  they  had  their 
drugs  paid  for  by  the  Province,  there  were  still  linguistic,  cultural 
and  other  barriers  that  might  need  to  be  surmounted  to  make  sure 
that  people  actually  complied  with  the  care. 

Mr.  Conyers.  Do  you  think  it  feasible  that  we  could  incorporate 
it  into  our  model  plan  community  health  centers  and  HMOs? 

Dr.  Rachlis.  I  think  that  definitely  that  could  be  done.  And,  in 
fact,  the  Province  of  Ontario  is  attempting  that  now.  We  have  al- 
ways had — I  guess  for  20  years  in  Ontario  we  have  had  what  are 
called  health  service  organizations  or  HSO's  that  are  capitated 
medical  practices.  They  also  receive  a  capitation  fee  from  the  pro- 
vincial government  for  ambulatory  care. 

But  recently  they  have  instituted  a  program  for  comprehensive 
health  organizations  or  CHO's,  as  they  are  called,  which  will  be 
capitated,  nonprofit  organizations  that  will,  in  fact,  look  very  much 
like  HMO's.  They  will  receive  a  capitation  payment  for  ambulatory 
services  as  well  as  acute  hospital  services. 

Mr.  Conyers.  Very  interesting. 

Dr.  Rachlis.  I  think  that  could  bear  further  study  on  your  com- 
mittee's part. 

Mr.  Conyers.  If  there  are  no  closing  words,  then,  I  thank  you 
all  very  much.  This  is  an  enormously  important  hearing.  I  hope  it 
is  studied  by  our  colleagues. 

I  would  also  like  to  keep  the  record  open  for  followup  questions 
that  may  come  from  any  other  members  of  the  full  Committee  of 
Government  Operations.  The  committee  stands  adjourned. 

[Whereupon,  at  1:20  p.m.,  the  committee  adjourned,  to  reconvene 
subject  to  the  call  of  the  Chair.l 
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United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Human  Resources  Division 

B-244081 
June  4, 1991 

The  Honorable  John  Conyers,  Jr. 

Chairman,  Committee  on  Government  Operations 

House  of  Representatives 

Dear  Mr.  Chairman: 

This  report,  prepared  at  the  Committee's  request,  reviews  Canada's  universal,  publicly 
funded  insurance  system.  The  report  describes  the  policies  used  in  this  system,  consequences 
for  both  health  care  spending  and  access,  and  implications  for  the  United  States. 

We  are  sending  copies  of  this  report  to  interested  congressional  committees  and  are  making 
copies  available  to  others  on  request. 

This  report  was  prepared  under  the  direction  of  Mark  V.  Nadel,  Associate  Director,  National 
and  Public  Health  Issues,  who  may  be  reached  on  (202)  275-6195  if  you  or  your  staff  have 
any  questions.  Other  major  contributors  to  this  report  are  listed  in  appendix  II. 

Sincerely  yours, 


Lawrence  H.  Thompson 
Assistant  Comptroller  General 
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Executive  Summary 


Recent  polls  indicate  widespread  dissatisfaction  with  the  way  the 
United  States  finances  and  controls  the  cost  of  health  care.  Health 
spending  consumes  a  steadily  rising  share  of  our  national  income — 
almost  12  percent  of  gross  national  product  in  1989,  headed  to  15  per- 
cent by  the  end  of  the  decade.  Yet  many  Americans  who  lack  health 
insurance  face  severe  difficulty  gaining  access  to  health  care.  This  situa- 
tion has  revived  national  debate  over  the  way  we  finance  health  care. 

Meanwhile,  other  industrialized  nations  assure  that  everyone  has  access 
to  the  health  care  system,  have  health  status  indicators  that  equal  or 
exceed  those  of  the  United  States,  and  accomplish  these  goals  while 
spending  less  than  the  United  States.  This  contrast  between  the  U.S.  and 
foreign  experience  suggests  that  the  way  other  nations  finance  health 
services  may  contain  useful  ideas  that  might  be  adapted  to  the  U.S. 
system.  Some  have  looked  to  Canada,  where  the  health  program  has 
broad  popular  support  and  all  residents  are  covered  by  the  program,  but 
per  capita  spending  is  significantly  less  than  in  the  United  States.  Yet 
the  Canadian  program  has  some  features  in  common  with  the  United 
States.  Canadians  choose  their  own  private  physicians,  those  physicians 
are  compensated  on  a  fee-for-service  basis,  and  most  hospitals  are  pri- 
vate, nonprofit  institutions. 

The  Chairman,  House  Committee  on  Government  Operations,  asked  gao 
to  assess  whether  the  Canadian  health  care  system  had  useful  lessons 
for  the  United  States.  He  asked  gao  to  review  salient  features  of  the 
Canadian  system  and  analyze  the  likely  effects  on  cost  and  access  of 
adopting  elements  of  a  Canadian-style  system. 


Background  Canada's  publicly  funded  health  care  system  consists  of  10  separate 

®  provincial  plans  sharing  certain  features.  Health  insurance  is  universal, 

covering  all  medically  necessary  hospital  and  physician  services.  Thus 
coverage  does  not  change  dramatically  or  disappear  when  a  person 
changes  jobs,  as  can  happen  in  the  United  States. 

The  Canadian  system  is  administered  in  each  province  by  a  public 
agency,  which  is  responsible  both  for  reimbursing  providers  and  for 
health  planning.  The  provincial  governments  are  the  single  payers  of 
physicians  and  hospitals  and  make  the  key  decisions  on  health 
financing.  Those  governments  are  thus  responsible,  both  politically  and 
financially,  for  the  health  care  system.  In  this  role,  provincial  govern- 
ments determine  overall  increases  in  hospital  budgets  and  physician  fees 
and  regulate  the  acquisition  of  expensive  equipment  and  services.  This 
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contrasts  with  the  U.S.  system,  in  which  hospitals  and  physicians  are 
reimbursed  by  numerous  payers  (federal  and  state  governments,  private 
insurers,  businesses,  and  individual  consumers)  using  widely  differing 
procedures  and  coverage,  and  no  one  has  responsibility  for  the  condition 
of  the  system  as  a  whole. 

An  added  feature  of  the  Canadian  system  is  that  there  are  no  deduct- 
ibles or  copayments  for  covered  services,  so  Canadians  spend  out  of 
pocket  (or  purchase  private  insurance)  only  for  services  that  are  not 
covered  by  their  provincial  plan — such  as  routine  adult  dental  care,  cos- 
metic surgery,  and  hospital  room  amenities. 


Results  in  Brief  ^  ^e  u™versa^  coverage  and  single-payer  features  of  the  Canadian 

system  were  applied  in  the  United  States,  the  savings  in  administrative 
costs  alone  would  be  more  than  enough  to  finance  insurance  coverage 
for  the  millions  of  Americans  who  are  currently  uninsured.  There  would 
be  enough  left  over  to  permit  a  reduction,  or  possibly  even  the  elimina- 
tion, of  copayments  and  deductibles,  if  that  were  deemed  appropriate. 

If  the  single  payer  also  had  the  authority  and  responsibility  to  oversee 
the  system  as  a  whole,  as  in  Canada,  it  could  potentially  constrain  the 
growth  in  long-run  health  care  costs.  Measured  either  on  a  per  capita 
basis  or  as  a  share  of  gross  national  product,  health  care  costs  have 
risen  at  a  dramatically  slower  pace  in  Canada  than  in  the  United  States. 
The  difference  reflects  Canada's  low  administrative  costs,  controls  on 
hospital  budgets  and  on  the  acquisition  of  high-technology  equipment, 
and  fee  controls  for  physician  services. 

Canadians  have  few  problems  with  access  to  primary  care  services. 
There  are  more  physicians  per  person  in  Canada  than  in  the  United 
States,  and  Canadians  use  more  physician  services  per  person  than  do 
U.S.  citizens.  Yet  the  cost  of  physician  services  per  person  in  Canada 
was  one-third  less  than  in  the  United  States. 

The  Canadian  method  of  controlling  hospital  costs  has  limited  the  use  of 
expensive,  high-technology  diagnostic  and  surgical  procedures.  As  a 
result,  waiting  lists  or  queues  have  developed  for  some  specialty  care 
services,  such  as  cardiac  bypass  surgery,  lens  implants,  and  magnetic 
resonance  imaging.  Emergency  cases,  however,  are  treated  immediately, 
bypassing  the  waiting  lists. 
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A  reformed  U.S.  system  is  not  likely  to  look  exactly  like  the  Canadian 
system,  in  part  because  the  institutions  that  deliver  and  finance  health 
care  in  the  two  countries  have  evolved  quite  differently.  But  particular 
elements  of  the  Canadian  system  are  worthy  of  consideration,  including 
universal  access,  a  uniform  payment  system,  and  expenditure  controls. 


Universal  Access,  Single 
Payer,  and  No  Cost 
Sharing  Are  Key  Features 
of  the  Canadian  System 


Coverage,  administration,  and  the  use  of  copayments  and  deductibles 
are  the  principal  areas  in  which  the  U.S.  and  Canadian  systems  differ.  In 
other  respects,  such  as  the  general  use  of  fee-for-service  physician  reim- 
bursement and  the  predominance  of  private,  nonprofit  hospitals,  the 
two  systems  are  quite  similar. 


In  Canada,  the  Canada  Health  Act  covers  all  residents  in  all  provinces 
for  necessary  physician  and  hospital  care.  Private  health  insurance  that 
duplicates  services  covered  by  the  provincial  plans  is  prohibited.  In  the 
United  States,  coverage  depends  primarily  on  whether  health  insurance 
is  provided  by  an  employer  or  through  public  programs  serving  the  poor 
and  the  elderly.  Since  some  U.S.  employers  do  not  provide  health  insur- 
ance benefits,  there  is  a  potentially  significant  impediment  to  moving 
from  one  job  to  another  in  the  United  States  that  is  not  found  in  Canada. 
In  Canada,  health  insurance  is  aclministered  in  each  province  by  a  single 
public  agency.  In  the  United  States,  insurance  programs  are  adminis- 
tered by  numerous  private  companies  and  public  agencies.  The  Cana- 
dian arrangement  of  concentrating  financial  responsibility  in  a  single 
payer  permits  much  more  efficient  ao!ministration  and  allows  for 
greater  control  over  health  expenditures.  In  1989,  Canadian  spending  on 
health  was  $670  per  person  less  than  in  the  United  States;  the  differ- 
ences primarily  reflected  savings  on  administrative  costs  and  on  physi- 
cian and  hospital  reimbursement. 

In  Canada,  direct  patient  payments  to  providers  for  covered  services  are 
banned,  and  there  are  no  copayments  or  deductibles.  In  the  United 
States,  copayments  and  deductibles  are  common,  and  it  is  not  unusual 
for  health  care  providers  to  bill  the  patient  for  charges  in  excess  of  the 
standard  insurance  reimbursement.  The  Canadian  arrangement  elimi- 
nates any  financial  barrier  to  access. 
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Canada  More  Effective  at 
Cost  Containment 


Canada  has  been  much  more  successful  than  the  United  States  in  con- 
taining health  care  expenditures.  In  1971,  when  Canada  fully  imple- 
mented its  system  for  financing  medical  services,  the  two  countries 
spent  about  the  same  share  of  gross  national  product  on  health  care.  In 
1989,  the  U.S.  share  was  11.6  percent,  whereas  Canada's  was  8.9  per- 
cent. The  differences  reflect  lower  Canadian  spending  on  insurance 
administration  and  on  physician  and  hospital  reimbursement. 


Spending  on  Insurance 


Canada's  publicly  financed  single  payer  system  eliminates  the  costs 
associated  with  marketing  competitive  health  insurance  policies,  billing 
for  and  collecting  premiums,  and  evaluating  insurance  risks.  As  a  result, 
in  1987,  the  latest  year  for  which  comparable  data  are  available, 
Canada's  per  capita  spending  on  insurance  administration  was  only  one- 
fifth  that  of  the  United  States. 


Spending  on  Physicians 


In  1987,  Canada  spent  34  percent  less  per  capita  on  physician  services 
than  did  the  United  States,  reflecting  the  use  of  negotiated  fee  schedules 
and  lower  practice  expenses. 


In  Canada,  physician  professional  associations  in  each  province  set 
reimbursement  rates  for  each  service.  Increases  in  these  rates  are  nego- 
tiated annually  with  the  provincial  government,  which  can  use  its  power 
as  the  single  payer  to  restrain  growth  in  costs.  Between  1971  and  1985, 
after  adjusting  for  inflation,  Canadian  physician  fees  decreased  18  per- 
cent, while  those  of  U.S.  physicians  were  rising  22  percent. 
But  lower  physician  fees  do  not  necessarily  mean  substantially  lower 
net  incomes  under  the  single  payer  system.  Canadian  physicians  need 
not  maintain  an  extensive  office  staff  for  insurance  record  keeping, 
direct  billing  of  patients,  or  collecting  bad  debts,  as  is  needed  by  a  U.S. 
physician.  In  1987,  Canadian  physicians  spent  an  average  of  36  percent 
of  their  gross  income  on  professional  expenses,  compared  to  48  percent 
for  U.S.  physicians.  The  Canadian  system  of  negotiated  fees  permits 
these  savings  to  be  captured  for  the  taxpayer.  In  addition,  malpractice 
insurance  premiums  for  U.S.  physicians  average  10  times  those  of  their 
Canadian  counterparts,  though  this  probably  reflects  differences  in  the 
tort  systems,  rather  than  in  the  health  insurance  systems. 


Spending  on  Hospitals 


The  combination  of  lower  hospital  administrative  costs  and  the  use  of 
budget  controls  limiting  equipment,  facilities,  and  labor  keeps  Canadian 
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hospital  expenses  down.  In  1987,  Canada  spent  18  percent  less  per 
person  for  hospital  services  than  did  the  United  States. 

•  As  with  physicians,  the  single  payer,  universal  coverage  system  permits 
Canadian  hospitals  to  have  far  lower  administrative  costs  than  do  their 
U.S.  counterparts.  A  Canadian  hospital  has  virtually  no  billing  depart- 
ment and  a  minimal  accounting  structure  to  assign  costs  and  charges  to 
patients  and  physicians.  This  probably  means,  however,  that  Canadian 
hospitals  have  substantially  less  detailed  information  on  the  cost  of  par- 
ticular services  than  is  available  in  a  well-administered  U.S.  hospital. 

•  Canada's  chief  means  of  controlling  hospital  expenditures  are  its  system 
of  global  (lump-sum)  budgeting  and  its  limits  on  the  acquisition  of  high 
technology.  In  Ontario,  the  Ministry  of  Health  negotiates  with  individual 
hospitals  their  annual  operating  budgets,  which  automatically  capture 
for  the  taxpayer  the  savings  in  administrative  costs.  The  government 
also  decides  which  hospitals  will  acquire  expensive  high-technology 
equipment  and  which  will  provide  expensive  specialized  services. 


Canadians  Have  Good 
Access  to  Primary  Care, 
but  May  Wait  for  Some 
High-Technology  Services 


In  Canada,  there  are  no  financial  barriers  to  health  care,  and  there  is  an 
ample  supply  of  physicians.  Residents  of  Canada  make  more  physician 
visits  and  have  longer  hospital  stays  than  do  their  U.S.  counterparts. 
However,  tight  hospital  operating  budgets  and  restraints  on  the  diffu- 
sion of  new  medical  technology  mean  that  Canadians  encounter  limits  on 
access  to  some  high-technology  services. 


Patients  with  immediate  or  life-threatening  needs  rarely  wait  for  ser- 
vices, but  waiting  lists  for  elective  surgery  and  diagnostic  procedures 
may  be  several  months  long.  In  October  1990,  about  1,000  Ontario 
patients  were  on  waiting  lists  for  cardiovascular  surgery.  There  was  no 
wait  for  emergency  patients,  but  "urgent"  patients  waited  up  to  1  month 
while  elective  patients  might  wait  up  to  6  months.  To  some  degree,  hos- 
pital capacity  in  the  United  States  is  a  safety  valve  if  Canadian  waiting 
lists  become  a  problem,  but  such  "border  jumping,"  at  least  in  Ontario,  is 
not  extensive. 


Potential  Administrative  If  tne  United  States  were  to  shift  to  a  system  of  universal  coverage  and 

Savings  Would  Offset  a  sin8le  Payer>  38  m  Canada,  the  savings  in  administrative  costs  would 

P    *     #  tt  •  i  be  more  than  enough  to  offset  the  expense  of  universal  coverage,  gao 

UOStS  01  U  niversai  estimates  that,  in  the  short  run: 

Coverage 
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•  Savings  in  insurance  overhead  would  be  $34  billion. 

•  Savings  in  hospital  and  physician  administrative  costs  could  be  another 
$33  billion.  However,  the  United  States  might  deem  it  appropriate  for 
management  purposes  to  retain  some  of  the  more  detailed  statistical  and 
financial  data  that  are  now  collected  in  U.S.  hospitals.  This  might  reduce 
the  savings  somewhat. 

•  The  cost  of  serving  the  newly  insured  would  be  about  $  18  billion. 

•  The  cost  of  providing  additional  services  to  those  currently  insured — 
stemming  from  the  elimination  of  copayments  and  deductibles — could 
be  about  $46  billion. 

However,  the  United  States  may  want  to  retain  some  level  of  cost 
sharing  to  control  utilization  and  constrain  total  health  expenditures. 

In  the  long  run,  effective  limitations  on  provider  payments  through 
global  budgeting  and  negotiated  physician  fees,  as  well  as  controls  on 
expensive  technology,  could  significantly  constrain  the  future  growth  of 
U.S.  health  spending,  leading  to  substantial  further  cost  savings. 


The  situation  in  the  United  States  today  differs  in  several  important 
respects  from  that  in  Canada  at  the  time  its  health  insurance  program 
was  implemented.  The  expansion  of  the  private  health  insurance 
industry,  the  diffusion  of  medical  technology,  and  the  development  of 
alternative  service  delivery  arrangements  make  circumstances  in  the 
United  States  today  different  from  those  in  Canada  when  it  adopted  its 
system. 

Some  elements  of  the  Canadian  system  are  worthy  of  consideration  in  a 
reformed  U.S.  system,  however,  because  they  might  solve  recognized 
problems.  These  might  include  Canada's  universal  access,  uniform  pay- 
ment system,  and  expenditure  controls. 

But  a  reformed  U.S.  system  should  also  retain  and  build  upon  the  unique 
strengths  of  the  existing  structure  of  U.S.  health  care.  The  strong  U.S. 
research  establishment,  the  continuing  development  of  medical  tech- 
nology, and  the  capacity  to  evolve  new  and  potentially  more  efficient 
service  delivery  mechanisms,  such  as  health  maintenance  organizations, 
are  characteristics  of  the  U.S.  system  that  should  be  preserved,  even  as 
we  search  for  models  elsewhere  that  would  help  us  overcome  our  recog- 
nized problems. 
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Chapter  1  

Introduction 


Concern  over  inadequate  access  to  health  care  for  many  Americans  and 
continually  rising  costs  for  health  care  are  generating  renewed  interest 
in  restructuring  the  U.S.  health  care  system.  Most  other  industrialized 
countries  provide  universal  health  insurance  while  spending  less  per 
capita  on  health  services  than  the  United  States.  The  Congress  is  inter- 
ested in  whether  the  health  care  systems  in  these  countries  offer  any 
lessons  that  could  help  the  United  States  expand  access  to  care  while 
stemming  the  rate  of  growth  in  health  care  costs.  The  Chairman,  House 
Committee  on  Government  Operations,  requested  that  we  compare  the 
organization  of  the  Canadian  and  U.S.  health  care  systems  and  assess 
the  implications  for  the  United  States  of  adopting  a  Canadian-style 
program. 


Canada  May  Be  an 
Instructive  Model  for 
U.S.  Reform 


The  Canadian  system,  really  a  network  of  10  provincial  and  2  territorial 
systems,  is  frequently  presented  as  a  possible  model  in  U.S.  health  care 
reform.  Provincial  governments  operate  plans  that  provide  universal 
access,  cover  nearly  all  physician  and  hospital  services,  provide  portable 
benefits,  and  are  publicly  administered  on  a  nonprofit  basis.  The  federal 
government  funds  about  40  percent  of  the  provinces'  costs.  For  the 
province  to  qualify  for  maximum  federal  support,  providers  must  accept 
the  provincial  plan  reimbursement  as  payment  in  full.  There  are  no 
upper  limits  on  the  provision  of  care  provided  as  long  as  it  is  deemed 
medically  necessary.  Canada  prohibits  private  health  insurance,  except 
for  items  not  covered  by  the  provincial  plans. 


The  two  nations  have  certain  common  features  that  make  Canada's 
experience  relevant  for  the  United  States.  Although  it  is  not  identical  to 
the  United  States,  Canada  probably  comes  closer  to  sharing  certain  U.S. 
characteristics  than  any  other  industrialized  country.  First,  it  does  not 
have  a  socialized  system  of  delivering  medical  care.  Rather,  most  health 
resources  in  Canada  are  in  the  private  sector.  It  is  a  system  whereby  a 
third  party  pays  private  providers.  Second,  most  physicians  are  inde- 
pendent and  earn  their  incomes  by  fee-for-service.  Ninety-five  percent 
of  Canadian  doctors  work  for  themselves,  not  for  the  government. 
Finally,  90  percent  of  hospitals  are  private,  nonprofit  corporations, 
exceptions  being  federally  owned  and  operated  veterans'  hospitals  and 
provincial  psychiatric  hospitals. 
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Canada  Constrains 
Aggregate  Health 
Expenditures  Better  Than 
the  U.S. 


A  comparison  of  real  health  care  expenditures  in  the  two  countries 
shows  that  Canada  spends  less  per  capita  and  a  smaller  share  of  its  eco- 
nomic output  on  health  care.  Canada's  relative  success  in  containing 
costs  is  evidenced  by  its  slower  rate  of  growth  in  health  care  expendi- 
tures since  1971,  the  year  publicly  funded  health  insurance  was  imple- 
mented in  all  provinces.  As  a  result,  health  care  expenditures  per  capita 
and  as  a  proportion  of  gross  national  product  (gnp)  remain  significantly 
less  than  in  the  United  States.  This  gap  is  due  to  differences  in  how  the 
two  countries  finance  and  deliver  health  care  as  well  as  socio- 
demographic  differences. 


Canada  spent  roughly  one-fourth  less  per  capita  on  health  care  in  1989 
(the  latest  year  for  which  comparable  data  are  available).  The  average 
per  capita  expenditure  was  $1,570  in  Canada  compared  to  $2,196  in  the 
United  States  (in  1987  dollars).  Between  1971  and  1989,  Canada's 
average  annual  growth  rate  in  real  per  capita  health  expenditures  was 
lower  than  the  comparable  U.S.  rate.  Real  per  capita  expenditures  on 
health  care  grew  by  3.7  percent  per  year  in  Canada  compared  to  4.5 
percent  in  the  United  States.  As  shown  in  figure  1.1,  the  difference  in 
spending,  after  adjusting  for  inflation,  grew  from  $167  per  person  in 
1971  to  $626  in  1989. 
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Notes:  Expenditures  were  converted  to  1987  constant  dollars  by  dividing  health  care  spending  by  the 
gross  domestic  product  implicit  price  deflators  for  the  United  States  and  Canada.  The  Organization  (or 
Economic  Cooperation  and  Development's  purchasing  power  parity  for  1987,  $1.24  CAN  •»  $1.00  U.S., 
was  used  to  convert  Canadian  to  U.S.  dollars. 

In  1989,  Canada's  health  spending  share  of  gnp  was  2.7  percentage 
points  below  that  of  the  United  States.  In  1971,  health  care  consumed 
about  the  same  share  of  economic  output  in  both  countries  (7.4  percent 
in  Canada  and  7.5  percent  in  the  United  States).  However,  between  1971 
and  1989  the  two  shares  diverged;  health  expenditures  as  a  share  of  gnp 
grew  at  a  1.1-percent  annual  average  rate  in  Canada  compared  with  a 
2.5-percent  rate  in  the  United  States.  In  1989,  Canada's  health  spending 
share  of  gnp  was  8.9  percent  compared  to  1 1.6  percent  in  the  United 
States.  (See  fig.  1.2.) 
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Figure  1.2:  Total  Health  Expenditures  as  a  Share  of  GNP  (1971-89) 
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This  analysis  of  the  Canadian  and  U.S.  record  of  cost  control  has  been 
subject  to  criticism.  A  recent  study  by  the  Health  Insurance  Association 
of  America  (hiaa)  suggests  that  comparisons  of  the  two  nations'  health 
spending  as  a  proportion  of  gnp  exaggerates  Canada's  success  in  con- 
taining health  expenditures.1  hiaa  argues  that  faster  gnp  growth,  not 
slower  health  spending,  explains  why  health's  share  of  gnp  has  stayed 
lower  in  Canada.  They  contend  that  it  is  more  appropriate  to  look  at 
changes  in  per  capita  spending  as  an  indicator  of  the  effectiveness  of 
health  care  cost  controls. 

Canada's  faster  real  economic  growth  provides  better  support  for  the 
opposite  conclusion  to  this  argument,  hiaa's  comparative  analysis  does 
not  consider  the  potential  impact  of  faster  gnp  growth  on  health  care 


'E.  Neuschler,  "Canadian  Health  Care:  The  Implications  of  Public  Health  Insurance,"  Health  Insur- 
ance Association  of  America  Research  Bulletin,  June  1990. 
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spending.2  If  U.S.  income  had  grown  as  fast  as  Canada's,  health  spending 
would  have  increased  more  and  per  capita  spending  would  have  been 
even  higher  than  the  current  U.S.  levels.  Indeed,  a  recent  international 
comparison  of  health  expenditures  indicates  that  for  the  United  States, 
health  expenditures  tend  to  grow  at  a  faster  rate  than  income.  This  sug- 
gests that  not  only  would  per  capita  health  spending  increase,  but  the 
share  of  gnp  spent  on  health  care  would  also  rise.  Canada's  ability  to 
restrain  health  care  spending  despite  rapid  economic  growth  may  be 
attributed  to  how  it  finances  and  allocates  health  care  services.3 


Health  indicators  do  not  differ  substantially  between  the  United  States 
and  Canada  even  though  the  proportions  of  gnp  allocated  to  health  in 
both  countries  vary.  The  health  of  Canadians,  as  measured  by  standard 
(if  crude)  indicators,  is  as  good  as  or  better  than  that  of  U.S.  residents.4 

The  average  life  expectancy  of  Canadian  men  and  women  is  longer  than 
in  the  United  States.  In  1986,  life  expectancy  at  birth  was  73.1  years  for 
a  Canadian  man  compared  to  71.3  years  for  an  American  man,  and  79.9 
years  for  a  Canadian  woman  compared  to  78.3  years  for  an  American 
woman.  In  both  countries  the  leading  causes  of  death  were  heart  dis- 
ease, malignant  tumors,  respiratory  disorders,  cerebrovascular  diseases, 
and  accidents. 

The  infant  mortality  rate  in  Canada  also  is  lower  than  that  of  the  United 
States.  In  1987,  the  infant  mortality  rate  in  Canada  was  7.3  deaths  per 
1,000  live  births,  compared  to  the  U.S.  rate  of  10.1.  Another  children's 
health  status  indicator  is  the  proportion  of  infants  born  with  low  birth 
weights;  these  infants  are  at  greater  risk  of  dying  or  developing  long- 
term  disabilities.  In  the  mid-1980s,  in  the  United  States,  6.8  percent  of 
all  births  were  low  birth  weight,  compared  to  5.7  percent  in  Canada. 


2Health  expenditures  tend  to  increase  faster  than  income  growth  in  the  United  States.  Income  growth 
generates  increased  spending  on  health  care  in  Canada,  but  health  expenditures  tend  to  grow  at  a 
slower  rate  than  income.  See  G  J.  Schieber  and  J.P.  Poullier,  "Overview  of  International  Comparisons 
of  Health  Care  Expenditures,"  Health  Care  financing  Review,  Annual  Supplement  1989,  pp.  1-7. 

3  A  J.  Culyer,  Health  Care  Expenditures  in  Canada:  Myth  and  Reality;  Past  and  Future  (Canadian  Tax 
Foundation  Paper  No.  82),  1988. 

"Although  aggregate  data  are  comparable,  there  is  a  significant  difference  when  comparing  these 
indicators  for  US.  whites  and  blacks.  Relative  to  all  Canadians,  US.  whites  have  similar  or  lower 
mortality  rates  for  several  leading  causes  of  death.  However,  US.  whites  have  a  shorter  life  expec- 
tancy and  higher  infant  mortality  rate  than  all  Canadians.  At  the  same  time,  US.  blacks  have  much 
higher  mortality  rates  for  almost  all  leading  causes  of  death,  higher  infant  mortality  rates,  and  a 
shorter  life  expectancy  than  either  US.  whites  or  the  average  Canadian.  Data  from  Canada  on  health 
status  indicators  are  not  readily  available  by  race. 


Health  Status  Indicators 
Are  Comparable 
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Life  expectancy,  cause-specific  mortality,  and  infant  mortality  data  may 
be  poor  indicators  of  the  relative  quality  of  the  two  health  delivery  sys- 
tems. A  more  discriminating  measure  of  quality  would  be  a  comparison 
of  incidence  rates  for  sentinel  health  events.6  Such  data,  however,  were 
not  readily  available  on  a  comparable  basis. 

Health  status  is  influenced  by  many  other  factors.  A  1979  study  by  the 
Department  of  Health,  Education,  and  Welfare  estimated  that  only  10 
percent  of  premature  deaths  in  developed  countries  are  attributable  to 
inadequate  health  services.  The  rest  are  due  to  unhealthy  lifestyles  (50 
percent),  environmental  factors  (20  percent),  and  human  biological  fac- 
tors (20  percent).  Thus,  broadening  access  to  health  care  may  not  be 
enough  to  raise  the  health  status  of  all  Americans.  It  is  likely,  however, 
to  improve  the  health  of  those  who  currently  lack  access  to  health  care 
services. 


Critics  Of  Canada  Cite  Health  experts  have  identified  a  number  of  weaknesses  in  the  way  the 

Rationing  Problem  Canadian  health  care  system  is  managed.6  U.S.  critics  of  the  Canadian 

system  widely  cite  rationing  of  medical  technology  as  an  unacceptable 
weakness.  For  services  that  are  in  tight  supply,  such  as  cardiac  bypass 
surgery,  lens  implants,  and  magnetic  resonance  imaging  (mri),  patients 
are  placed  on  waiting  lists  to  receive  care  according  to  the  urgency  of 
treatment.  Such  rationing  of  services  results  from  government  con- 
straints on  hospital  budgets  and  the  number  of  facilities  used  for 
specified  high-technology  services.  Some  health  experts  argue  that  con- 
straints on  the  availability  of  innovative  technologies  conflict  with 
quality-of-care  concerns.  (See  ch.  4.) 

Some  Canadian  patients  who  experience  delays  in  obtaining  specialized 
medical  services  cross  the  border  to  seek  care  in  the  United  States.  In 
this  way,  the  United  States  acts  as  a  "safety  valve"  for  Canada  If  the 
United  States  implemented  the  Canadian-style  system  of  stringent  con- 
trols on  technology  acquisition,  there  would  be  no  similar  backup  system 
for  U.S.  citizens. 


6Sentinel  health  events  are  medical  conditions  or  stages  of  conditions  that  indicate  a  lack  of  access  to 
quality  primary  care.  These  events  indude,  for  example,  cases  of  measles,  mumps,  or  polio  in  chil- 
dren, and  advanced  breast  cancer,  uncontrolled  diabetes,  or  uncontrolled  hypertension  in  adults. 

6M.  Rachlis  and  C.  Kushner,  Second  Opinion:  What's  Wrong  With  Canada's  Health  Care  System  and 
How  To  Fix  It  (Toronto:  Harper  and  Collins),  1989 
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At  the  request  of  the  Chairman,  House  Committee  on  Government  Oper- 
ations, we  examined  Canada's  two  decades  of  experience  under  uni- 
versal, publicly  funded  health  insurance  and  sought  implications  of  that 
experience  for  U.S.  health  care  reform.  Specifically,  we  sought  to 
answer  the  following  questions: 

•  What  are  the  major  similarities  and  differences  between  the  health  care 
systems  of  the  United  States  and  Canada? 

•  What  policies  has  Canada  used  to  control  costs  in  the  physician  and  hos- 
pital sectors? 

•  As  a  consequence  of  the  structure  and  policies  implemented  in  the  Cana- 
dian health  care  system,  are  there  serious  limitations  on  access  to  high- 
technology  and  specialized  services? 

•  If  the  United  States  adopted  certain  features  of  a  Canadian-style 
system,  how  would  national  health  spending  change? 

•  What  are  the  access  and  health  implications  for  the  United  States  of 
adopting  a  system  with  universal,  first-dollar  coverage? 


Objectives,  Scope,  and 
Methodology 


Our  review  includes  data  from  Canada  as  a  whole  and  from  the  province 
of  Ontario.7  Since  each  of  the  10  provincial  programs  has  some  unique 
features,  we  often  found  data  available  only  at  the  provincial  level.  For 
our  analysis  of  access  issues,  we  confined  our  data  collection  efforts  to 
Ontario,  recognizing  that  there  may  be  significant  differences  across 
provinces.  Our  cost  estimates  assume  the  United  States  would  imple- 
ment a  publicly  funded  system  modeled  after  that  in  Ontario.  We  did  not 
review  the  financing  and  delivery  of  long-term  care  services  provided  at 
institutions  other  than  hospitals. 


Methodology  T°  carry  out  our  objectives,  we: 

•  Analyzed  expenditure  patterns  in  Canada,  Ontario,  and  the  United 
States  using  data  from  Health  and  Welfare  Canada,  the  Ontario  Ministry 
of  Health,  and  the  U.S.  Health  Care  Financing  Administration. 

•  Reviewed  literature  over  the  last  10  years  describing  Canadian 
approaches  to  regulating  hospital  and  physician  payments. 


7We  agreed  with  the  Committee  that  Ontario  would  serve  as  a  "benchmark"  province  for  such  com- 
parisons. Ontario  accounts  for  37  percent  of  the  Canadian  population,  38  percent  of  national  health 
expenditures,  and  38  percent  of  Canadian  physicians. 
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Interviewed  Canadian  hospital  administrators  and  physicians,  provin- 
cial officials,  and  professional  health  care  groups  and  U.S.  health  policy 
experts. 

Surveyed  selected  Ontario  hospitals  providing  high-technology  and  spe- 
cialized services. 

Consulted  an  advisory  panel  composed  of  U.S.  and  Canadian  govern- 
ment and  academic  health  care  experts. 

We  conducted  our  review  from  January  through  December  1990  in 
accordance  with  generally  accepted  government  auditing  standards. 
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The  Canadian  system  provides  health  insurance  coverage  to  all 
residents  regardless  of  financial  or  health  status.  Unlike  in  the  United 
States,  where  access  is  often  limited  by  an  individual's  insurance  cov- 
erage, access  in  Canada  is  limited  province-wide  by  annual  health  care 
budgets.  By  maintaining  a  single  payer  for  all  medical  services,  the 
Canadian  system  has  the  leverage  and  institutional  incentives  to  reduce 
administrative  costs  and  control  overall  expenditure  growth.  But  as  a 
consequence  of  these  controls,  some  health  care  services  may  not  be 
available  or  accessible  due  to  limits  on  expensive  technologies  and  ser- 
vices. (See  ch.  4.) 

The  Canadian  approach  to  health  insurance  proceeds  from  a  base  of 
national  standards  that  are  implemented  through  a  network  of  provin- 
cial plans.  As  a  condition  of  federal  funding,  provincial  plans  must 
implement 

•  universal  coverage  for  all  legal  residents, 

•  comprehensive  coverage  of  all  medically  required  services, 

•  reasonable  access  to  insured  services  with  no  deductibles,  copayments, 
or  extra  billing,1 

•  portability  between  jobs  and  residences,  and 

•  public  administration  on  a  nonprofit  basis. 

Provinces  set  their  own  plan  policies  and  finance  the  plans  according  to 
their  budgets.  For  the  most  part,  plan  benefits  are  similar  across 
provinces. 

Under  this  arrangement,  most  features  of  the  Canadian  health  financing 
system  are  different  from  those  of  the  U.S.  system.  These  include  uni- 
formity of  benefits,  streamlined  administration  of  insurance  plans,  pro- 
hibition against  cost  sharing,  lump-sum  budget  reimbursement  of 
hospitals,  and  government's  active  role  in  constraining  health  costs 
across  entire  health  sectors. 


'No  extra  billing  means  providere  may  not  charge  a  fee  in  addition  to  that  which  is  reimbursed  by  the 
insurance  plan.  Canada  further  discourages  private  payment  by  requiring  physicians  who  bill 
patients  directly  to  leave  the  provincial  health  plans  altogether.  A  doctor  can  choose  not  to  partici- 
pate. However,  few  doctors  could  survive  in  full-time  private  practice  since  free  care  is  always  avail- 
able. Thus,  nearly  all  participate.  A  patient  can  patronize  any  doctor  privately,  but  few  are  willing  to 
pay  fees  rather  than  go  where  care  is  free. 
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Canadian  Insurance 
Coverage  Does  Not 
Depend  on  Income  or 
Health  Status 


Ln  both  Canada  and  the  United  States,  health  care  is  limited  by  financial 
resources  However,  each  country  approaches  access  to  health  care  ser- 
vices in  a  different  way.  In  Canada,  financial  constraints  are  applied  to 
the  entire  system,  but  not  directly  to  an  individual's  utilization.  In  the 
United  States,  financial  constraints  are  placed  directly  on  individuals' 
utilization — ability  to  pay  is  an  important  factor  in  obtaining  access  and 
amount  of  care — not  on  the  svstem  as  a  whole. 


Canadian  health  policy  reflects  the  ideal  that  all  citizens  have  equal 
access  to  medical  care  regardless  of  their  ability  to  pay.  Under  this  ideal, 
people  who  can  afford  to  pay  do  not  purchase  medical  care  that  is  better 
or  more  readily  available  than  that  obtained  by  people  who  are  less  well 
off.  Instead,  financial  constraints  on  health  care  in  Canada  are  applied 
through  provincial  budgets,  for  example,  by  limiting  expenditures  on 
technology.  (See  ch.  4.)  The  effects  of  these  constraints  apply,  in  prin- 
ciple, equally  to  all  residents. 

In  the  United  States,  access  to  health  care  is  determined  largely  by  indi- 
vidual insurance  status  or  ability  to  pay,  which  is  usually  determined  by 
whether  and  where  people  are  employed,  In  addition,  federal  and  state 
programs  help  reduce  the  effect  of  individual  financial  constraints 
through  Medicaid,  Medicare,  and  state  assistance  programs.  Neverthe- 
less, over  32  million  Americans  under  age  65  lack  either  public  or  pri- 
vate health  insurance  coverage.  These  uninsured  Americans  must  either 
pay  out-of-pocket  or  rely  on  public  hospitals,  clinics  offering  free  or  sub- 
sidized care,  and  other  forms  of  charity  care.  Financial  constraints  on 
health  care  in  the  United  States  are  applied  by  the  different  payers  for 
health  care,  thus  creating  an  ad  hoc  collection  of  cost-control  policies 
that  vary  by  insurance  carrier. 

Barriers  to  health  care  are  less  evident  in  Canada  than  in  the  United 
States.  For  many  Americans,  such  financial  barriers  as  lack  of  insur- 
ance, inadequate  coverage,  and  cost-sharing  requirements  limit  their 
access  to  health  services.  In  a  1988  survey2  of  U.S,  and  Canadian  adults, 
7.5  percent  of  Americans  surveyed — representing  about  18  million 
people — reported  that  they  failed  to  receive  needed  medical  care  for 
financial  reasons,  compared  to  less  than  1  percent  of  Canadians.  The 
proportion  that  did  not  receive  needed  medical  care  for  nonfinancial 
reasons  (such  as  inability  to  get  appointments  or  lack  of  transportation) 
was  also  higher  in  the  United  States  than  in  Canada.  (See  fig.  2.1.) 


2RJ.  Btendon,  "Three  Systems:  A  Comparative  Survey."  Health  Management  Quarteriy,  First  Quarter 
1989,  pp.  2-10.   
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Figure  2.1:  Survey  Respondents  Who  Did 
Not  Receive  Needed  Medical  Care  (1988) 


~~]  United  States 
y  Canada 

Source:  Blendon,  "Three  Systems,''  pp.  2-10,  Exhibit  9. 


Coverage  in  Canada  Is 
Universal 


In  Canada,  universal  health  insurance  covers  the  entire  population. 
Each  provincial  health  plan  must  offer  health  coverage  to  all  legal  pro- 
vincial residents.  Thus,  Canadians  are  not  excluded  on  the  basis  of 
income  or  health  status.3 


Coverage  in  Canada  is  "portable."  It  is  not  linked  to  employment, 
patient  residence,  or  provider  location.  A  resident's  home  province  will 
pay  for  health  expenses  incurred  in  other  provinces  and,  to  some  extent, 
outside  the  country.  Portability  enhances  job  mobility:  since  health 
insurance  coverage  is  not  linked  to  employment,  people  need  not  stay  in 
a  job  simply  because  it  offers  a  needed  health  benefits  package. 


3 While  all  social  classes  use  the  same  facilities  and  get  similar  care,  wealthier  patients  are  able  to 
afford  more  amenities,  such  as  private  rooms  instead  of  standard  wards,  and  to  seek  care  in  the 
United  States. 
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Provincial  health  plans  provide  unlimited  insurance  coverage  for  all 
medically  necessary  services.  These  include  hospital  inpatient  care  (at 
standard  ward  level),  hospital  outpatient  care,  and  physician  services. 
Hospital  admissions  are  the  prerogative  of  the  physician  and  patient 
without  interference  by  the  insurer  (the  government).  There  are  no 
restrictions  placed  on  a  patient's  choice  of  physician.4  Other  covered 
benefits  vary  by  province  and  may  include  outpatient  prescription 
drugs  for  the  elderly  and  poor,  preventive  services,  and  routine  dental 
care  for  children. 

For  both  hospital  and  physician  services,  government  reimbursement 
represents  payment  in  full.  Individuals  do  not  pay  deductibles  or  copay- 
ments  for  covered  services.  Provincial  plans  vary  in  the  range  of  bene- 
fits provided  and  the  extent  to  which  they  reimburse  charges.  People 
may  still  incur  out-of-pocket  expenses  for  services  not  included  in  the 
provincial  plans,  such  as  routine  adult  dental  care  and  cosmetic  surgery, 
and  additional  charges  for  a  private  or  semiprivate  hospital  room.  Indi- 
viduals often  obtain  private  health  insurance  coverage  through  their 
employer  to  defray  the  cost  of  such  services. 


Coverage  in  the  United  ^  **e  United  States,  residents  have  varying  degrees  of  health  insurance 

States  Is  Uneven  coverage — from  comprehensive  to  none  at  all.  In  1988, 85  percent  of 

Americans  under  age  65  had  some  health  insurance,  either  public  or  pri- 
vate. (See  fig.  2.2.)  Private  health  plans  cover  almost  three-quarters  of 
the  under  65  population.  A  variety  of  public  programs  provide  health 
insurance  or  direct  health  care  to  the  elderly,  the  disabled,  military  per- 
sonnel and  their  dependents,  veterans,  federal  civilian  employees,  native 
Americans,  and  the  poor. 


4Ip.  some  provinces,  there  are  financial  disincentives  to  discourage  patients  from  using  specialists 
without  referrals.  The  disincentives  are  directed  to  physicians  rather  than  patients. 
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Figure  2.2:  Sources  of  Hearth  Insurance 
for  Individuals  Under  Age  65  (1988) 


No  Insurance 


Employer  or  Union 


8% 

Individual 


Private  health  insurance  coverage  is  primarily  a  function  of  the  indi- 
vidual's income  and/or  place  of  employment.  However,  employment 
does  not  guarantee  coverage.6  Of  the  over  32  million  Americans  under 
age  65  that  were  uninsured  in  1988,  most  were  from  families  with  a 
working  adult.  Some  firms  do  not  offer  health  insurance  to  their 
employees.  Small  businesses,  which  are  less  likely  than  large  firms  to 
offer  health  insurance,  cite  costs  and  insufficient  profits  as  major  rea- 
sons for  not  offering  health  insurance.  In  addition,  certain  industries  as 
diverse  as  hair  styling  and  logging  may  be  entirely  excluded  by  various 
insurers.  Contingent  workers  (temporary,  part-time,  self-employed,  and 
contract  workers)  are  less  likely  than  other  workers  to  have  health 
insurance  through  their  employers.  Medical  underwriting,  a  means 
insurers  use  to  exclude  high-risk  individuals,  can  restrict  coverage  for 
workers  with  such  conditions  as  diabetes  or  AIDS.6 


6 Provisions  in  the  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1986  protect,  temporarily, 
employees  of  firms  with  20  or  more  employees  against  loss  of  employer-related  health  care  coverage. 
However,  employers  may  charge  employees  up  to  102  percent  of  premium  costs. 

6See  U.S.  General  Accounting  Office,  Health  Insurance:  Cost  Increases  Lead  to  Coverage  limitations 
and  Cost  Shifting  (GAO/HRD-90-68,  May  22, 1990). 
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The  extent  of  benefits  varies  widely  among  insurers.  Most  insurance 
sold  by  private  companies  is  regulated  primarily  by  the  states,  and  thus 
must  provide  state-mandated  minimum  benefits.  Self-insured  employer 
plans,  which  do  not  fall  under  the  jurisdiction  of  state  insurance  laws, 
cover  about  half  of  insured  workers.7  Medicare  provides  reimbursement 
for  a  standard  set  of  benefits  for  all  beneficiaries.  Medicaid,  the  joint 
federal  and  state  health  insurance  program,  also  has  a  federally  man- 
dated core  package  of  benefits,  to  which  the  states  may  add  benefits. 

Most  insurance  plans  require  copayments,  including  coinsurance, 
deductibles,  or  both.  In  addition,  insurance  companies  may  have  limits 
on  their  total  liability.  Medicare  requires  copayments  or  deductibles  and 
allows  extra  billing  by  providers.8 

In  addition  to  cost  sharing,  health  insurers  use  other  approaches 
designed  to  control  costs,  which  result  in  limits  on  access  to  care.  Under 
managed  care,  for  example,  insurers'  strategies  for  deterring  unneces- 
sary care  have  controlled  the  use  of  services.9  The  Medicaid  program 
also  limits  access  by  a  variety  of  means.  Some  states,  for  example,  limit 
the  number  of  inpatient  hospital  days  they  will  cover  or  establish  low 
physician  reimbursement  rates,  which  can  restrict  recipients'  ability  to 
find  participating  providers. 

The  uninsured  face  financial  barriers  to  health  care  and  receive  less 
health  care  than  other  individuals.10  They  generally  use  fewer  services 
and  rely  more  on  providers'  willingness  to  provide  uncompensated  care. 
Some  receive  services  for  free  or  at  reduced  rates  in  various  settings, 
such  as  private  hospital  emergency  rooms  and  government-run  clinics 
and  hospitals. 


7  Employers  that  self-insure  assume  the  risk  of  paying  for  their  employees'  health  care  costs  instead 
of  purchasing  insurance  coverage. 

8  However,  the  United  States  is  moving  to  limit  these  charges  for  Medicare  services;  in  other  pro- 
grams, it  limits  which  services  or  beneficiaries  may  be  liable  for  copayments. 

^Techniques  include  gatekeeping  by  a  primary  care  physician,  prior  authorization,  second  surgical 
opinions,  utilization  review,  and  capitation  payments  to  the  provider  with  financial  disincentives  for 
hospitalization  or  referral  to  specialists.  Inconveniences,  such  as  delays  for  service  or  required 
preauthorizations  before  using  an  emergency  department,  are  also  barriers  to  access. 

10See  J.  Hadley,  E.  Steinberg,  and  J.  Feder,  '"Comparison  of  Uninsured  and  Privately  Insured  Hospital 
Patients:  Condition  on  Admission,  Resource  Use,  and  Outcome,"  Journal  of  the  American  Medical 
Association,  VoL  266,  No.  3.  Jan.  16, 1991,  pp.  374-379. 
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Canada's  System  Is 
Administered  by  a 
Single  Payer  in  Each 
Province 


In  Canada,  the  same  entity  in  each  province  is  responsible  for  adminis- 
tration, regulation,  and  financing.  Thus  a  single  entity  is  responsible,  in 
fiscal  as  well  as  political  terms,  for  the  performance  of  the  system.  In 
the  United  States,  responsibility  for  administering,  controlling,  and 
funding  the  health  care  system  is  diffuse.  The  United  States  has  a  plu- 
ralistic system  of  financing  that  involves  private  insurers,  employers, 
and  federal,  state,  and  local  governments  in  reimbursing  health  care 
services. 


The  Canadian  government — federal  and  provincial — is  almost  the 
exclusive  source  of  payment  for  medical  care  covered  under  the  provin- 
cial health  plans.  In  1987,  public  payments  accounted  for  74  percent  of 
the  nation's  total  expenditure  for  health  care  services.  Private  insurance 
and  individuals  made  up  the  balance  of  the  health  expenditures  for 
purchase  of  services  not  covered  by  the  plans.  In  contrast,  U.S.  private 
payers — insurance  companies  and  individuals — provided  57  percent  of 
the  funds  used  to  purchase  health  care  services  in  1987. 


Provincial  Management 
With  Shared  Federal- 
Provincial  Financing 


Each  provincial  plan  is  financed  jointly  by  the  provincial  and  federal 
governments.  To  receive  a  federal  subsidy,  provinces  "enroll"  in  the 
national  health  program  by  enacting  provincial  health  insurance  plans 
meeting  the  set  of  five  conditions  outlined  on  page  20.  The  provincial 
governments  receive  block  grants  to  administer  their  plans  (the  federal 
share  of  public  expenditures  on  health  averages  about  40  percent).  The 
provincial  governments  use  various  combinations  of  general  revenue, 
premiums,  and  taxes  to  finance  the  program. 


Following  federal  guidelines,  provincial  health  plans  are  administered 
by  public  agencies  on  a  nonprofit  basis.  Provincial  authorities  decide 
(1)  how  much  money  will  be  spent  on  health,  (2)  whether  to  insure  ser- 
vices beyond  those  of  the  national  policy,  and  (3)  how  it  will  finance  the 
provincial  share  of  the  plan's  costs. 


The  leading  constraint  on  spending  derives  from  the  single  funding 
source  structure  of  the  Canadian  system.  The  provincial  government  is 
the  sole  source  of  funds  for  the  hospital  and  physician  budget  sectors. 
Providers  have  no  other  source  of  income  if  they  are  dissatisfied  with 
government  reimbursements  unless  they  opt  completely  out  of  the 
system.  This  provincial  monopoly  over  payments  serves  as  the  founda- 
tion for  cost  control  over  these  sectors  of  the  Canadian  health  budget. 
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With  the  government  as  payer,  patients  do  not  take  part  in  the  reim- 
bursement of  hospital  and  physician  services.  The  government  pays  hos- 
pitals with  lump-sum  payments,  which  account  for  most  of  hospitals' 
operating  revenues.  It  also  approves  expenditures  for  capital  improve- 
ments, new  equipment,  and  expansion.  The  government  reimburses 
physicians  according  to  a  schedule  of  fixed  rates  that  are  set  by  the  pro- 
vincial medical  association  and  are  constrained  by  the  total  percentage 
increase  in  the  fee  base  negotiated  between  the  government  and  the 
association. 


U.S.  Health  Care  System        m  tne  United  States,  multiple  entities — some  federal,  some  state,  and 
Lacks  Central  Control  some  private — have  a  role  in  financing,  administering,  and  reimbursing 

the  health  care  system.  The  lack  of  a  single  entity  managing  the  system 
results  in  piecemeal  measures  to  control  costs.  On  the  other  hand,  the 
decentralized  competitive  system  offers  the  possibility  of  greater  con- 
sumer choice  concerning  the  level  and  nature  of  health  care  benefits  for 
some  Americans.  It  has  also  led  to  the  development  of  innovative 
approaches  to  health  care  delivery,  like  hmos  and  managed  care. 

With  a  variety  of  reimbursement  systems,  U.S.  providers  are  often  paid 
different  amounts  for  the  same  services,  depending  on  the  consumer's 
insurance  carrier."  Hospitals  are  paid  prospectively  on  a  fixed  amount 
per  case  by  Medicare  or  on  a  fixed  percentage  of  charges,  on  a  per  diem 
rate,  or  in  full  by  other  insurers.  Others,  such  as  Department  of  Veterans 
Affairs  hospitals,  are  funded  on  a  fixed  budget.  Reimbursement 
methods  for  U.S.  physicians  include  salary,  fee-for-service,  and  a  fixed, 
per-patient  amount  (capitation). 

Under  the  U.S.  multiple  payer  system,  reimbursement  rates  often  vary 
among  payers,  with  some  payers  being  more  "generous"  than  others  (in 
some  states,  for  example,  Medicaid  is  regarded  as  having  low  reimburse- 
ment rates).  As  a  result,  providers  may  increase  charges  to  other 
sources  to  compensate  for  low  reimbursement.  Individual  insurers  try  to 
limit  their  own  costs,  usually  without  coordination  with  other  payers. 


1 1  Medicare  influences  private  sector  payers  because  of  tts  size.  Some  policies  it  adopts  have  been 
adopted  by  other  payers,  such  as  Blue  Cross/Blue  Shield. 
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Single  Payer  Structure  With  Province-Wide 
Policies  Helps  Control  National  Health  Spending 


With  its  single  payer  arrangement  for  financing  and  administering  its 
health  care  system,  Canada  has  been  more  successful  than  the  United 
States  in  constraining  costs  in  the  insurance,  physician,  and  hospital 
components  of  its  health  care  budget.  A  single  payer  lowers  the  cost  of 
administering  both  private  and  public  health  insurance  and  helps  reduce 
the  administrative  costs  borne  by  hospitals,  physicians,  and  patients.  It 
also  has  the  political  incentives  and  ability  to  restrain  overall  health 
expenditures. 

Within  the  single  payer  framework,  Canada  has  been  partially  suc- 
cessful in  limiting  spending  growth  for  physician  services  by  controlling 
physician  fees.  Canada  has  also  contained  hospital  costs  by  allocating  to 
individual  hospitals  lump-sum  budgets,  called  "global  budgets,"  and  by 
setting  constraints  on  the  acquisition  and  use  of  high-technology  equip- 
ment and  services. 

Most  of  the  difference  between  U.S.  and  Canadian  per  capita  health  care 
spending  comes  from  the  insurance,  physician,  and  hospital  sectors.  In 
1987  (the  latest  year  for  which  comparable  sectoral  data  are  available), 
Canada  spent  $448,  or  23  percent,  less  per  capita  on  health  care.  Insur- 
ance overhead  (the  cost  of  administering  public  and  private  insurance 
programs),  payments  for  physician  services,  and  payments  to  hospitals 
accounted  for  78  percent  of  the  total  per  capita  spending  difference 
between  the  two  countries.  Except  for  two  sectors,  public  health  and 
drugs  and  appliances,  Canadian  per  capita  expenditures  were  below  the 
U.S.  level.  (See  table  3.1.) 
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Table  3.1:  Health  Expenditures  Per  (^^KH^^HnHnBnnBHHBH 

Capita,  by  Sector  (1987)  In  1987  U.S.  dollars   

Percent 
of  total 

Sector  U.S.      Canada     Difference  difference 


Hospitals  and  construction3  $802  $659  $144  32 

Physicians'  services  369  241  128  29 

Insurance  overheadb  95  18  77  17 

Other  professionals0  84  20  64  14 

Dentists' services  108  82  26  6 

Research  36  13  23  5 

Other  health  care  49  42  7  2 

Other  institutions"  158  156  2  1 

Public  health  58  67  -9  -2 

Drugs  and  appliances  196  209  -13  -3 

Total*  $1,955       $1,507  $448  100 


"U.S.  data  include  new  construction  at  hospitals  and  nursing  homes;  Canadian  data  include  capital 
expenditures  on  construction,  repair,  and  machinery  at  hospitals,  clinics,  and  homes  for  special  care 

Represents  the  difference  between  premiums  collected  and  benefits  paid  by  insurers  but  does  not 
include  provider  billing  and  collection  expenses. 

Represents  all  health  care  practitioners  except  physicians  and  dentists;  includes  private-duty  nurses, 
chiropractors,  podiatrists,  optometrists,  osteopaths,  and  physiotherapists. 

°US  data  represent  nursing  home  care;  Canadian  data  include  homes  for  the  aged,  institutions  for  the 
handicapped,  and  nursing  homes. 

"Sum  of  percentages  may  not  equal  100  due  to  rounding. 

Source:  Canadian  data  from  Health  and  Welfare  Canada;  U.S.  data  from  Health  Care  Financing  Adminis- 
tration, Office  of  the  Actuary 


Single  Payer  Lowers 
Insurance  Overhead 


The  Canadian  single  payer  system  is  much  less  costly  to  administer  as  a 
result  of  the  arrangements  for  paying  benefits.  Having  a  universal  single 
payer  system  lowers  the  costs  of  insurance  administration  by  stream- 
lining reimbursement  and  eliminating  expenses  associated  with  selling 
multiple  policies,  billing  and  collecting  premiums,  and  evaluating  risk. 
Having  a  single  payer  also  lowers  costs  for  providers  by  eliminating  the 
burden  of  completing  numerous,  complex  claim  forms  and  meeting  other 
administrative  requirements. 


Insurance  administration  was  the  source  of  nearly  one-fifth  of  the  dif- 
ference between  Canadian  and  U.S.  health  care  spending  in  1987.  In  the 
United  States,  administrative  costs  for  public  insurance  programs  and 
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the  net  cost  of  private  health  insurance  amounted  to  $95  per  person.  In 
contrast,  Canada's  insurance  administration  cost  was  $18  per  person.1 


Payment  System  Trims  Canada's  single  payer  system  simplifies  the  process  of  paying  claims. 

Insurance  Administration      Eacn  Provmce  issues  a  health  plan  "charge  card"  to  each  resident.  Prov- 
iders submit  the  card  number  with  the  claim  to  the  provincial  govern- 
ment, which  pays  the  provider  in  full.  Because  of  universal  coverage, 
there  are  no  costs  to  the  system  for  determining  eligibility.  Nor  are  there 
personnel  or  operational  expenses  for  marketing,  estimating  risk  to  set 
differential  premiums  or  decide  whom  to  cover,  approving  hospital 
admissions,  or  allocating  shareholder  profits. 

In  Ontario,  for  example,  the  Ontario  Health  Insurance  Plan  (ohip) 
administers  payments  to  all  health  care  practitioners  for  provincially 
insured  services.  Physicians  claim  compensation  for  their  services  and 
get  paid  according  to  an  official  schedule  of  benefits,  which  lists  pay- 
ment amounts  for  all  services  considered  medically  necessary. 

In  the  United  States,  the  large  and  complex  private  insurance  system 
accounts  for  the  extra  costs  of  administering  the  U.S.  insurance  pro- 
grams. Multiple  insurers  marketing  a  range  of  plans  differing  in  scope  of 
coverage  require  high  overhead  to  cover  claims  processing  and  mar- 
keting costs.  The  market  mechanism  creates  greater  consumer  choice, 
less  bureaucratic  decisionmaking,  and  greater  responsiveness  to  con- 
sumer needs.  These  advantages,  however,  are  part  of  the  reason  for 
higher  administrative  costs. 

Insurance  company  administrative  expenses  include  claims  and  general 
administration,  commissions,  premium  taxes,  and  other  costs.  As  a  per- 
centage of  claims,  total  administrative  costs  of  private  U.S.  insurers 
vary  from  40  percent  for  plans  with  four  or  fewer  employees  to  5.5  per- 
cent for  groups  with  10,000  or  more  employees.2 


1  In  1987,  Canadian  insurance  administration  totaled  $466  million  (U.S.  dollars).  This  expenditure  was 
made  in  three  sectors:  $246  million  by  provincial  governments,  $6  million  by  the  federal  government, 
and  $214  million  in  the  private  sector.  In  the  United  States,  public  program  administration  and  the 
net  cost  of  private  health  insurance  amounted  to  $23.9  billion  in  1987.  Of  this  amount,  $6.5  billion 
was  for  federal  and  state  programs,  and  almost  all  the  rest  for  private  insurance  carriers. 

2Claims  administration  charges  also  vary  by  size  of  employer.  For  the  smallest  plans,  charges  average 
9.3  percent  of  incurred  claims;  for  the  largest  plans,  they  average  3.0  percent.  This  relatively  low 
share,  however,  is  considered  fixed  since  each  claim  has  to  be  examined  and  a  separate  rate  payment 
made.  See:  Congressional  Research  Service,  "Cost  and  Effects  of  Extending  Health  Insurance  Cov- 
erage" (Education  and  Labor  Serial  No.  100-EE),  Oct.  1988. 
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In  both  Canada  and  the  United  States,  the  overhead  expense  of  health 
insurance  is  far  less  for  government  programs  than  for  private  health 
insurance.  Public  programs  in  both  countries  benefit  from  economies  of 
scale  (public  programs  are  generally  much  larger)  and  the  absence  of 
marketing  costs.  For  1987,  overhead  expenses  for  Canada's  public 
health  insurance  programs  were  about  1  percent  of  total  program  costs, 
and  for  U.S.  public  programs,  about  3  percent.3  These  figures  contrast 
with  about  11  to  12  percent  for  overhead  costs  of  private  insurance 
plans  in  both  countries. 

Insurance  administration  in  Canada  is  a  smaller  component  than  in  the 
United  States  and  has  remained  small  since  the  introduction  of 
government-funded  hospital  and  medical  care  insurance.  In  1987,  the 
average  administrative  costs  of  public  and  private  insurance  programs 
in  the  United  States  represented  4.9  percent  of  total  health  expendi- 
tures. In  Canada,  the  overhead  share  of  public  and  private  insurance 
plans  is  only  1.2  percent.  As  shown  in  figure  3.1,  real  per  capita  expend- 
itures for  insurance  administration  in  Canada  have  remained  nearly 
constant.  Since  1971,  this  sector  of  the  U.S.  health  economy  has  grown 
at  an  average  rate  of  6.2  percent  per  year.  By  1987,  U.S.  spending  on 
insurance  overhead  had  increased  to  five  times  that  of  Canada. 


3VS.  pubbc  programs  incur  more  utilization  review-type  exymao  and  have  higher  eligibility  deter- 
mination costs  that  may  help  explain  the  higher  US.  percentage. 
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Note:  Expenditures  were  converted  to  1387  constant  dollars  by  dividing  health  care  spending  by  the 
gross  domestic  product  implicit  price  deflators  for  the  United  States  and  Canada.  The  Organization  for 
Economic  Cooperation  and  Development's  purchasing  power  parity  for  1987,  $1 .24  CAN  -  $1 .00  U.S., 
was  used  to  convert  Canadian  to  U.S.  dollars. 


Costs 


Single  Payer  Reduces  Witn  a  system  of  universal  coverage  and  a  single  payer,  Canadian  physi- 

Provider  Administrative       cians  and  hospitals  avoid  the  administrative  complexities  of  determining 
which  third  parties  cover  each  patient  and  what  those  third  parties 
require  to  obtain  payment.  Such  a  system  also  avoids  problems  of 
shifting  costs  or  devoting  resources  to  cover  bad  debts. 

For  Canadian  physicians,  differences-in  insurance  adininistration  costs 
show  up  as  lower  overhead  for  practice.  Unlike  U.S.  physicians,  they  are 
not  burdened  with  determining  insurance  status,  filling  out  different 
claim  forms,  managing  collections,  or  compensating  for  uncollectible 
accounts.  (See  p.  40.) 
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Hospital  administration  and  accounting  costs  are  also  lower  in  Canada 
because  hospitals  need  fewer  administrative  personnel.  A  Canadian  hos- 
pital has  virtually  no  billing  department  and  a  minimal  accounting  struc- 
ture to  attribute  costs  and  charges  to  individual  patients  and  physicians. 
(See  p.  47.) 

In  the  United  States,  provider  overhead  includes  the  accounting  costs  of 
complying  with  the  requirements  for  many  insurers'  documentation  as 
well  as  dealing  with  eligibility  determinations,  direct  billing  of  patients, 
and  collections.  One  study  estimated  that,  when  provider  overhead  is 
included,  administration  costs  may  account  for  more  than  half  the  dif- 
ference in  cost  between  the  Canadian  and  U.S.  systems.4 

While  Canada's  reduced  administrative  requirements  may  lower  costs, 
they  also  reduces  the  potential  to  manage  costs  as  effectively.  For 
example,  Canadian  hospitals  have  been  described  by  physicians  as 
having  underdeveloped  information  systems.  Unlike  the  U.S.  reimburse- 
ment system,  the  global  budgeting  approach  provides  hospitals  fewer 
incentives  for  careful  tracking  of  costs  per  patient  day  or  costs  per  case. 


Fee  Controls  and 
Other  Policies  Limit 
Physician 
Expenditures 


Canada  has  more  active  physicians  per  person  and  uses  more  physician 
services  per  capita  than  the  United  States,  but  it  spends  less  for  physi- 
cian services  per  person.  The  difference  in  expenditure  levels  is  attrib- 
uted primarily  to  provincial  governments'  control  over  fees.6  However, 
Canada's  potential  savings  from  constrained  growth  in  fees  are  eroded 
somewhat  by  increased  use  of  physicians'  services.  Physician  supply 
policies  that  affect  the  professional  specialty  mix  also  maintain  rela- 
tively lower  spending  for  physician  services.  Finally,  the  universal  cov- 
erage, single  payer  structure  lowers  physicians'  expenses  for 
administration. 


*S.  Woolhandler  and  D.U.  Himmeistein,  "The  Deteriorating  Administrative  Efficiency  of  the  VS. 
Health  Care  System,"  New  England  Journal  of  Medicine,  VoL  324,  No.  18,  May  2,  1991,  pp.  1263- 
1258. 

6V.R.  Fuchs  and  JS.  Hahn,  "How  Does  Canada  Do  It  A  Comparison  of  Expenditures  for  Physicians' 
Services  in  the  United  States  and  Canada,"  New  England  Journal  of  Medicine,  Vol.  323,  No.  13,  Sept 
27, 1990,  pp.  884-890. 
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A  comparison  of  Canadian  and  U.S.  growth  in  per  capita  expenditures 
for  physician  services  is  presented  in  figure  3.2.  Since  Canada  imple- 
mented fee  controls  in  1971,  it  has  developed  a  distinct  cost  advantage.6 
In  1987,  the  difference  in  expenditures  represented  29  percent  of  the 
total  difference  in  Canadian  and  U.S.  health  care  spending.  The  amount 
spent  on  Canadian  physicians  was  one-third  ($128  per  person)  less  than 
that  spent  in  the  United  States. 


Figure  3.2:  Physicians'  Services:  Real  Expenditures  Per  Capita  (1971-87) 


75 


1971        1972       1973       1974       1975       1976       1977       1978       1979       1980       1981        1982       1983       1984       198S       1988  1987 

United  Slates 
----  Canada 

Note:  Expenditures  were  converted  to  1987  constant  dollars  by  dividing  health  care  spending  by  the 
gross  domestic  product  implicit  price  deflators  for  the  United  States  and  Canada.  The  Organization  for 
Economic  Cooperation  and  Development's  purchasing  power  parity  for  1987,  $1 .24  CAN  =  $1 .00  U.S., 
was  used  to  convert  Canadian  to  U  S  dollars. 


6There  are  substantial  differences  among  provinces  in  Canada.  Canadian  per  capita  expenditures  for 
physician  services  reflect  in  large  part  the  experience  in  the  province  of  Quebec.  Quebec  has  built 
utilization  controls  into  its  fee  system  by  sharply  limiting  fees  once  physicians  reach  a  target  income. 
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Controlling  Physician  Fees 
Has  Been  Reasonably 
Effective  in  Restraining 
Overall  Physician 
Expenditures 


Fees  for  most  specific  physician  services  are  much  lower  in  Canada  than 
in  the  United  States.  A  comparison7  of  1986  Ontario  fees  for  selected 
procedures  with  1986  mean  Medicare  charges  shows  that  Ontario  fees 
were  consistently  well  below  the  average  Medicare  fee.8  For  example, 
the  Ontario  fee  for  a  coronary  artery  bypass  was  25  percent  of  the  Medi- 
care charge.  Similarly,  the  Ontario  fee  for  cataract  removal  with  inser- 
tion of  intraocular  lens  was  24  percent  of  the  Medicare  charge. 

Fee  schedule  negotiations  in  Canada  have  succeeded  not  only  in  control- 
ling physician  fees  but  also  in  reducing  them  in  real  dollar  terms.9  A 
comparative  analysis  of  inflation-adjusted  fees  shows  a  decrease  of  18 
percent  between  1971  and  1985  in  Canada.  (See  fig.  3.3.)  In  contrast, 
U.S.  fees  increased  by  22  percent  over  the  same  period. 


Canada's  ability  to  limit  growth  in  per  capita  spending  on  physician  ser- 
vices is  largely  the  result  of  constraints  on  physician  fees.  Through 
negotiations  with  provincial  medical  associations,  provincial  govern- 
ments use  their  power  as  the  single  buyer  of  medical  services,  called 
monopsony  power,  to  hold  down  prices  paid  to  physicians.  Since  physi- 
cians' ability  to  bill  patients  directly  was  effectively  eliminated  in  1984, 
government  payment  represents  payment  in  full. 


Utilization  Increases 
Reduce  Some  Gains  From 
Fee  Controls 


Although  fee  controls  are  crucial  to  containing  physician  expenditures, 
they  give  physicians  incentives  to  increase  the  volume  of  services  they 
provide.  Physicians  have  responded,  in  both  Canada  and  the  United 
States,  to  fixed  and  constrained  fee  schedules  by  increasing  the  volume 
of  services  they  provide.  Provincial  governments  now  recognize  that  the 
method  of  reimbursing  physicians  must  control  both  price  and  quantity 
increases. 


7W.C.  Hsiao  and  others,  "Results  and  Policy  Implications  of  the  Resource-Based  Relative-Value 
Study,"  New  England  Journal  of  Medicine,  Vol.  319,  No  13,  Sept  29, 1988,  pp.  881-888. 

8This  does  not  reflect  the  fact  that  VS.  physicians  can  charge  the  patient  fees  above  the  Medicare  fee 
schedule,  which  is  not  permitted  in  Canada. 

9The  fee  schedule  establishes  a  price  for  each  medical  service  covered  by  public  insurance.  After  the 
medical  association  and  the  provincial  government  negotiate  the  overall  increase  in  the  fee  schedule, 
the  association  decides  how  to  allocate  the  Increase  to  different  specialties  and  services. 
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The  ban  on  extra  billing,  an  increase  in  physician  supply  (which  has 
lowered  the  number  of  patients  per  physician),  and  limitations  on  hos- 
pital resources  have  put  greater  financial  pressures  on  physicians.10 
Increasing  utilization  is  the  primary  option  left  for  physicians  to  raise 
income  levels  beyond  the  rate  of  increase  in  fees.  Figure  3.3  shows  that 
while  inflation-adjusted  fee  levels  declined  during  the  1970s,  utilization 
per  capita  steadily  increased.  These  utilization  increases  were  not 
enough,  however,  to  eradicate  the  constraining  effects  of  fee  limitations. 


Figure  3.3:  Indexes  of  Per  Capita  Utilization  and  Inflation-Adjusted  Physicians'  Fees  in  Canada  (1971-85) 
180    Indexed  Utilization,  Physicians'  Fsos  (1971  =  100) 


1971         1972         1973         1974         1975         1976         1977         1978         1979         1980         1981         1982         1983         1984  1985 


i  Utilization 
----   Physicians' Fees 

Source:  M  L.  Barer,  R.G.  Evans,  and  R  J  Labelle,  "Fee  Controls  as  Cost  Control:  Tales  From  the  Frozen 
North,"  Mjjbank  Quarterly,  Vol  66,  No  1,  pp.  1-64.  Table  A3. 

Canadian  data  indicate  that  the  number  of  physician  services  has  risen 
more  rapidly  than  the  number  of  physicians.  In  the  2  years  after 
Ontario's  ban  on  extra  billing,  services  per  physician  grew  by  nearly  2.5 


1  "Controls  on  hospital  expenditures  impinge  on  individual  physicians  by  limiting  the  complementary 
resources  that  are  available  to  them.  The  number  of  hospital  beds  per  physician  has  declined  substan- 
tially. This  has  resulted  in  more  restrictions  being  placed  on  hospital  admitting  privileges,  leading  to  a 
commensurate  reduction  in  physicians'  earning  potential. 
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percent  each  year;  in  the  previous  7  years,  the  average  annual  increase 
had  been  a  little  over  1  percent. 

The  Canadian  provinces  recognize  the  need  to  place  constraints  on  phy- 
sician utilization  in  order  to  fully  realize  the  benefits  of  fee  control."  The 
Ontario  Ministry  of  Health,  for  example,  has  attempted  to  constrain 
increases  in  the  fee  schedules  when  significant  growth  in  physician  utili- 
zation above  target  levels  cannot  be  explained  by  demographic  changes. 
To  provide  incentives  for  efficiency  improvement  as  well  as  expenditure 
control,  the  Ministry  is  considering  alternative  remuneration  systems  to 
fee-for-service,  such  as  managed  care  models. 

In  each  province,  utilization  review  committees  have  been  established  to 
control  overbilling  and  fraud  (and  possibly  control  unnecessary  ser- 
vices). They  monitor  practitioners  to  identify  patterns  of  practice  that 
deviate  radically  from  their  peers.  The  committee  can  request  physi- 
cians with  aberrant  claims  to  provide  an  explanation  of  their  billings.  If 
necessary,  they  can  impose  on  physicians  a  formal  review  and  discipli- 
nary action.  However,  because  they  lack  the  mandate  and  resources  to 
do  more  than  identify  outliers,  the  committees  are  not  considered  very 
effective.  In  Ontario,  for  example,  less  than  10  percent  of  doctors  with 
unusual  billing  practices  were  referred  for  further  investigation  during 
1990. 


Physician  Supply  Ample, 
Relatively  Fewer 
Specialists 


Canada's  fee  controls  have  apparently  had  little  or  no  effect  on  the 
availability  of  physicians.  The  active  physician-to-population  ratio  is 
slightly  higher  in  Canada  than  in  the  United  States.  However,  the  dis- 
parity with  respect  to  general  and  family  practitioners  is  particularly 
large,  with  Canada  having  nearly  four  times  the  number  of  doctors  per 
person. 


Despite  the  constraints  on  fees  and  extra  billing,  medicine  remains  an 
attractive  profession  in  Canada.12  The  number  of  physicians  emigrating 
from  Canada  annually  decreased  from  663  in  1978  to  386  in  1985.  (This 
may  have  been  due,  in  part,  to  more  stringent  U.S.  immigration  policies.) 
In  1988-89  there  were  an  average  of  4  applicants  for  each  first  year 


1 1  J.  Lomas  and  others,  "Paying  Physicians  in  Canada:  Minding  Our  Ps  and  Qs,"  Health  Affairs,  Spring 
1989,  pp.  80-102. 

12See  J  .K.  Iglehart,  "Canada's  Health  Care  System  Faces  Its  Problems,"  New  England  Journal  of 
Medicine,  Vol.  322,  No.  8,  Feb.  22, 1990,  pp.  662-568. 


Page  37 


GAG/HRD-9190  Canadian  Health 


684 


Chapters 

Single  Payer  Structure  With  Province-Wide 
Policies  Helps  Control  National 
Health  Spending 


opening  in  Canadian  medical  schools.  This  compares  with  a  U.S  average 
of  1.6  applicants  per  first  year  opening. 

Lake  the  United  States,  Canada's  increase  in  physicians  has  been  greater 
than  its  increase  in  the  population.  Between  1970  and  1988,  the  number 
of  practicing  physicians  nearly  doubled;  the  population  per  practicing 
physician  declined  from  837  to  525.  The  government's  concern  is  with 
physician  surpluses,  rather  than  shortages. 

However,  a  substantial  and  growing  difference  exists  in  the  mix  of  phy- 
sician specialties  in  the  two  countries.  This  is  due,  in  part,  to  provincial 
policies  to  control  postgraduate  training.  For  example,  Ontario  has  a 
"guideline"  policy  that  the  physician  supply  ratio  should  be  55  percent 
general  practitioners  to  45  percent  specialists.  One  approach  to  maintain 
this  mix  is  to  control  the  availability  of  specialty  residency  positions  in 
medical  schools. 


Unlike  the  United  States,  Canada  has  maintained  roughly  equal  numbers 
of  generalists  and  specialists.  The  proportion  of  Canadian  physicians 
engaged  in  general  or  family  practice  increased  from  50.8  percent  in 
1970  to  52.5  percent  in  1988.  In  contrast,  the  proportion  of  U.S.  physi- 
cians engaged  in  general  or  family  practice  decreased  from  19  percent  in 
1970  to  about  13.3  percent  in  1988.  If  general  internists  and  general 
pediatricians  are  included,  the  United  States  has  33.8  percent  primary 
care  providers. 

The  1987  average  net  income  of  physicians  in  Canada  was  $82,740 
(U.S.),  compared  with  $132,300  earned  by  U.S.  physicians  in  private 
practice.  Some  of  the  difference  in  average  net  incomes  can  be  explained 
by  the  more  specialty-rich  mix  of  physicians  in  the  United  States. 
Ontario  physicians  are  the  highest  paid  in  Canada.  Their  average  net 
professional  earnings  were  $96,450  (U.S.)  in  1987.  As  shown  in  figure 
3.4,  the  range  of  average  net  incomes  of  physicians  in  different  special- 
ties is  broader  in  the  United  States  than  in  Ontario.  For  surgical  and 
procedural  specialties,  U.S.  practitioners  earn  substantially  more. 
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Figure  3.4:  Average  Net  Incomes  of  Sell- 
Employed  Physicians  by  Specialty  (1986) 


Note:  General  and  family  practice  income  data  are  combined  for  the  United  States 
Source:  J.K  Iglehart,  "Canada's  Health  Care  System  Faces  Its  Problems,"  table  1 


Canadian  physicians  benefit  from  lower  administrative  and  malpractice 
liability  costs.  The  proportion  of  Canadian  physicians'  gross  income  that 
goes  toward  overhead  expenses  is  much  lower  than  that  of  their  Amer- 
ican counterparts.  In  1987,  average  professional  expenses  of  Canada's 
self-employed  physicians  were  $46,000  (U.S.),  or  about  36  percent  of 
gross  income.  By  comparison,  average  professional  expenses  of  U.S.  self- 
employed  physicians  in  1987  were  $123,700,13  or  48  percent  of  gross 
income.  Figure  3.5  shows  the  share  of  gross  income  accounted  for  by 
professional  expenses  for  self-employed  physicians  in  Ontario  and  the 
United  States. 


Canadian  Professional 
Expenses  Are  Much  Lower 


13The  major  components  of  VS.  professional  expenses  included  nonphysician  personnel  payroll 
($42,500),  office  expenses  ($30,000),  medical  liability  premiums  ($15,000),  medical  materials  and 
supplies  ($13,600),  medical  equipment  ($6,500),  and  other  expenses. 
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Figure  3.5:  Professional  Expenses  as  a 
Percentage  of  Gross  Income  for 
Selected  Specialties  (1986) 


Note:  General  and  family  practice  data  are  combined  lor  the  United  States. 

Source:  Calculated  from  data  presented  in  J.K.  Iglehart,  "Canada  s  Health  Care  System  Faces  Its 

Problems,"  table  1. 


As  noted  above,  U.S.  physicians  face  significant  administrative  demands 
from  health  insurers.  They  must  bill  various  public  and  private  third- 
party  payers  and  often  the  patient  as  well.  The  need  to  file  multiple 
forms,  resolve  disputed  claims,  and  wait  for  delayed  payment  imposes 
additional  costs.  In  Canada,  physicians  submit  claims  for  all  their 
patients  to  a  single  payer  in  each  province  and  usually  receive  prompt 
and  complete  payment.  Administration  in  Ontario  is  simplified  by  using 
a  standard  claim  card  and  a  limited  number  of  service  codes.  As  a  result, 
the  amount  of  staff  and  physician  time  spent  on  billing  is  negligible. 

A  large  part  of  U.S.  professional  expenses  is  devoted  to  billing  activities, 
including  a  share  of  the  payroll  cost  of  office  staff,  the  cost  of  outside 
billing  services,  and  the  value  of  the  physician's  time  spent  on  claims.  A 
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recent  study14  estimates  the  cost  of  physician  overhead  and  billing 
expenses  in  the  United  States  at  $106  to  $203  per  capita.  By  contrast, 
the  universal  coverage,  single  payer  reimbursement  system  lowers  the 
overhead  cost  of  practicing  medicine  in  Canada.  Under  that  system,  the 
study  estimates  the  cost  of  physician  billing  and  overhead  expenses  at 
$41  to  $80  per  capita  in  1987. 


Malpractice  premiums  are  another  factor  contributing  to  the  differential 
in  expenditure  on  physician  services.  A  comparison  of  average  profes- 
sional liability  premiums  in  1987  is  shown  in  table  3.2.  The  data  indicate 
that,  on  average,  premiums  paid  by  self-employed  Canadian  physicians 
were  less  than  one-tenth  those  paid  by  U.S.  physicians. 


Table  3.2:  Professional  Liability 
Premiums  tor  Self-Employed  Physicians 

(1987) 


In  U.S.  dollars 

Canadian 

Mean  U.S. 

premiums 

premiums 

All  phyaiciana  (average) 

$1,470 

$15,000 

General/family  practice 

645 

8,900 

Internal  medicine 

1,090 

8,400 

Pediatrics 

1,090 

7,100 

Surgery 

4,235-6,655 

24,500 

One  reason  for  differences  in  malpractice  liability  may  be  attributable  to 
Canada's  universal  insurance  coverage  and  broad  benefits,  which 
obviate  the  need  to  sue  to  recover  future  medical  expenses.  Such  costs  in 
the  United  States  may  constitute  one-quarter  of  the  damages  awarded  in 
tort  suits.  Other  reasons  are  attributable  to  different  national  attitudes 
toward  litigation  and  differences  in  tort  laws. 

Although  difficult  to  quantify,  the  United  States  by  comparative  stan- 
dards is  a  more  litigious  society  than  Canada,  One  study  shows  that 
Canadian  physicians  are  only  one-fifth  as  likely  to  be  sued  for  malprac- 
tice as  American  physicians.15  This  may  be  attributable  in  part  to  the 
fact  that  in  Canada  a  large  proportion  of  the  winning  side's  court  costs 
are  the  responsibility  of  the  loser  and  that  cases  taken  on  contingency 
are  limiied  (even  prohibited  in  Ontario). 


14S.  Woolhandter  and  D.U.  Himmelstein,  "The  Deteriorating  Adrntaistrative  Efficiency  of  the  US. 
Health  Care  System." 

15P.C.  Coyte,  D.N.  Dewees,  and  MJ.  TrebUcock,  "Medical  Malpractice— The  Canadian  Experience," 
New  England  Journal  of  Medicine,  VoL  324,  No.  2,  Jan.  10. 1991,  pp.  89-93. 
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Other  legal  differences  between  the  two  countries  include  the  use  of 
juries,  which  tend  to  be  more  generous  than  judges  toward  plaintiffs, 
and  compensation  of  plaintiff,  lawyer,  and  court  costs.  In  Canada,  juries 
are  used  infrequently,  punitive  damages  are  rarely  awarded,  and  there 
are  judicial  caps  on  awards  for  pain  and  suffering. 


Global  Budgeting  and 
Technology 
Management 
Constrain  Hospital 
Spending 


In  Canada,  policies  designed  to  limit  the  escalation  of  hospital  spending 
succeeded  by  lowering  the  intensity  of  services  provided.  These  policies 
entail  the  use  of  global  budgets  and  management  of  medical  technology. 
Together  with  the  universal  access,  single  payer  structure  that  reduces 
adnunistrative  requirements,  hospital  budgetary  and  capital  controls 
account  for  32  percent  of  the  difference  in  per  capita  health  spending 
between  Canada  and  the  United  States. 

Figure  3.6  shows  the  widening  gap  between  U.S.  and  Canadian  hospital 
expenditures.  Since  1971,  Canada  has  been  more  successful  in  con- 
straining real  growth  in  hospital  costs.  From  1971  to  1980,  real  hospital 
spending  per  capita  grew  at  2.3  percent  annually  on  average,  less  than 
half  the  U.S.  rate.  This  reflected  in  large  measure  a  constant  level  of 
resources  for  each  hospital  day.  Canadian  hospital  expenditure  growth 
more  closely  paralleled  the  U.S.  experience  in  the  1980s,  reflecting  to 
some  extent  reduced  growth  rates  achieved  in  the  United  States  and 
some  readjustment  to  greater  service  intensity  in  Canada 
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Figure  3.6:  Hospital  Care:  Real  Expenditures  Per  Capita  (1971-87) 


SCO     1987  U.S.  Dollars 


1971        1872       1973       1974       197S       1978       1977       1978       1979       1380       1981        1882       1983       1964       1965       1968  1967 


— —  United  Sates 
----  Canada 

Note:  Expenditures  were  converted  to  1987  constant  dollars  by  dividing  health  care  spending  by  the 
gross  domestic  product  implicit  price  deflators  for  the  United  States  and  Canada.  The  Organization  for 
Economic  Cooperation  and  Development's  purchasing  power  parity  for  1987.  $1  24  CAN  =  $1 .00  U.S., 
was  used  to  convert  Canadian  to  U  S.  dollars. 


There  is  an  important  difference  between  the  two  countries  in  their 
approaches  to  hospital  cost  containment.  Canadian  provinces  have  a 
centralized,  overtly  political  decision-making  process,  whereas  the 
United  States  has  a  largely  decentralized,  institution-centered  process. 
Because  responsibility  for  controlling  hospital  resources  in  Canada  rests 
with  the  provincial  government,  health  care  issues  generate  intense 
political  debate.  Negotiating  issues  of  underfunding,  shortages,  and 
waiting  lists  are  an  important  part  of  the  process  by  which  providers 
obtain  their  share  of  public  resources.  In  the  United  States,  hospitals  are 
more  apt  to  turn  to  market  mechanisms  to  deal  with  resource  problems. 


Hospitals  Are  Financed  Among  the  cost-containment  measures  used  to  control  hospital 

Through  Global  Budgets        spending,  the  prospective  global  budgeting  system  may  be  the  most 
6  5  important.  In  1969,  prospective  global  budgeting  replaced  line-by-line 

budgeting  as  Ontario's  system  for  financing  hospital  operating 
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expenses.16  Each  hospital  receives  a  fixed  sum  for  the  year,  usually  an 
increment  over  last  year's  budget  adjusted  for  the  current  expenditure 
trend  in  the  provincial  budget.  Although  actual  hospital  expenditures 
are  monitored  periodically,  no  detailed  accounting  is  required  by  the 
province. 

Through  control  over  capital  and  operating  funds,  the  Ministry  of 
Health  controls  hospital  expansions  and  increases  in  number  of  hospital 
beds.  Ontario  has  bed  allocation  guidelines  in  place  that  are  used  to 
assess  the  need  for  increased  bed  capacity  and  the  equitable  distribution 
of  inpatient  beds.  For  the  allocation  of  acute  care  beds,  Ontario  has  a 
current  target  of  3.5  beds  per  1,000  population  in  southern  Ontario  and 
4.0  beds  per  1 ,000  in  northern  Ontario. 

Caps  on  Operating  Revenues  Operating  budgets  are  funded  almost  entirely  by  the  Ministry  of  Health 

in  each  province.17  In  Ontario,  the  Ministry  annually  increases  the  alloca- 
tion to  each  hospital  by  a  common  base  percentage  to  adjust  for  infla- 
tion. Additional  allocations  may  be  made  to  (1)  small  acute  care 
hospitals  to  recognize  smaller  economies  of  scale,  (2)  hospitals  that 
experience  an  increase  in  inpatient  and/or  outpatient  workload,  (3)  hos- 
pitals that  experience  growth  in  patient  volume  for  special  services,  and 
(4)  hospitals  approved  for  new  or  expanded  programs.  In  addition,  the 
Ministry  has  been  phasing  in  case-mix  adjusters  to  reflect  the  type  of 
care  patients  receive. 

Hospital  administrators  divide  the  Ministry's  lump-sum  allocations 
according  to  internal  priorities.  Over  70  percent  of  hospital  operating 
budgets  go  to  labor.  Other  operating  expenses,  such  as  medical  supplies, 
drugs,  food,  and  utilities,  account  for  the  remainder. 

Impact  on  Hospital  Management  Prospective  global  budgeting  has  advantages  over  other  reimbursement 
systems.  Its  predictability  and  flexibility  allow  hospital  administrators 
more  autonomy  in  making  allocation  decisions.  In  principle,  a  benefit  of 
global  budgeting  is  that  hospitals  should  become  more  cost-conscious 


16Operating  budgets  include  no  allowance  for  capital  expenditures.  Hospitals  must  apply  separately 
for  the  approval  and  funding  of  new  capital  acquisition. 

17  In  Ontario,  the  Ministry's  allocation  accounted  for  about  81  percent  of  each  hospital's  funding  in 
1986-87.  Although  patient  copayments  and  deductibles  are  prohibited,  hospitals  may  tap  other 
sources  for  additional  operating  funds.  These  range  from  philanthropic  support  to  parking  fees  to 
differential  charges  for  private  versus  semiprivate  rooms. 
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and  efficient  since  they  must  fund  all  expenditures  from  the  given  pro- 
spective budget.18  At  the  same  time,  however,  global  budgeting  induces 
some  hospital  practices  that  may  be  undesirable. 

On  the  positive  side,  global  budgeting  encourages  hospitals  to  cut  costs 
and  use  funds  efficiently.  For  example,  to  avoid  unnecessary  use  of 
costly  resources  for  individual  patients,  hospitals  emphasize  outpatient 
rather  than  inpatient  care.19  Shifting  services  to  outpatient  facilities  also 
benefits  the  hospital  in  that  certain  services  can  be  billed  to  the  Min- 
istry, generating  additional  reimbursement.  Other  cost-saving  measures 
include  bulk  purchasing  of  drugs  and  other  items,  contracting  out 
"hotel"  services  (such  as  laundry  and  meal  services),  and  merging 
departments  with  similar  or  complementary  functions  (such  as  obstetric 
and  pediatric  departments)  within  hospitals. 

On  the  negative  side,  global  budgeting  can  prompt  hospitals  to  pare 
expenditures  to  an  unacceptable  level.  To  stretch  limited  dollars,  hospi- 
tals have  incentives  to  admit,  and  retain  as  long  as  possible,  low-cost 
patients.  As  a  result,  hospitals  may  fill  acute  care  beds  with  low-cost, 
long-term  patients.  These  patients  have  daily  medical  requirements  that 
are  well  below  average  in  cost.  The  patients  are  typically  over  65  years 
of  age,  and  their  lengths  of  stay  exceed  60  days.  Such  patients  are  often 
referred  to  as  "bed-blockers,"  because  they  prevent  physicians  from 
using  acute  care  beds  to  treat  short-term  patients.20  The  Ontario  Min- 
istry of  Health  and  health  care  providers  estimate  that  bed-blockers 
occupy  about  15  percent  of  acute  care  beds. 

Another  negative  effect  under  global  budgeting  is  that  hospital  adminis- 
trators' discretion  over  decision-making,  while  largely  beneficial,  limits 
the  Ministry's  authority  to  control  the  use  of  hospital  resources.  Since 
the  Ministry  does  not  monitor  expenditures  on  a  case-by-case  basis,  the 
government  cannot  directly  prevent  unnecessary  admissions  or  exces- 
sive lengths  of  stay  or  other  adverse  patterns  of  use  of  beds  in  acute 
care  hospitals.  In  addition,  the  government  has  minimal  control  over  the 


13Ontario  modified  its  hospital  budgeting  process  in  1982  to  give  hospitals  incentives  to  be  more  effi- 
cient. Under  what  is  calkd  the  Busiress-Oriented  New  Development  plan,  hospitals  are  responsible 
for  deficits  and  are  allowed  to  keep  surpluses.  Hospitals  facing  deficits  may  dose  beds  and  cut  back 
on  services  to  stay  within  their  fiscal  constraints. 

19Between  1977  and  1986,  the  proportion  of  hospital  activity  accounted  for  by  ambulatory  care  rose 
from  19  to  29  percent  of  patient-days  in  Ontario. 

20Becently,  tie  Ministry  ha3  developed  several  initiatives  to  reduce  hospital  stays  by  bed-blockers, 
induding  an  emphasis  on  corrtrraauty-based  care,  long-term  care  reform,  and  changes  in  fiscal 
incentives. 
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diffusion  of  "low  technology" — low  start-up  cost,  high-volume  proce- 
dures.21 Furthermore,  hospitals  have  little  incentive  to  develop  detailed 
information  systems,  since  budgets  are  not  based  on  individual  patient 

costs. 

Finally,  the  Ontario  Ministry  of  Health  finds  it  difficult,  if  not  impos- 
sible, to  close  hospitals,  despite  estimates  of  a  system  wide  surplus  of 
beds.  The  political  ramifications  are  extensive,  and  thus,  no  public  hos- 
pital has  been  closed  in  the  last  5  years.  Instead,  as  hospitals  submit 
capital  requests  for  hospital  beds,  the  Ministry  considers  a  range  of 
alternatives  to  inpatient  services,  including  ambulatory  and  community- 
based  programs.  Approximately  one-third  of  Ontario  hospitals  are  cur- 
rently going  through  this  "replaroiing"  process. 

A  recent  review  of  the  hospital  funding  system  identified  some  of  these 
problems  with  global  budgeting,  but  it  recommended  retaining  and 
making  adjustments  to  the  system.22  A  health  advisory  committee 
reporting  to  the  Premier  of  Ontario  found  that  global  budgeting  (1)  dis- 
couraged bottom-up  responsibility  for  controlling  costs  and  encouraged 
a  growth  mentality,  (2)  failed  to  address  inequities  in  hospital  budgets, 
and  (3)  focused  on  management  efficiency  rather  than  health  outcomes. 
The  committee  recommended  retaining  global  budgeting  as  the  core 
funding  method,  but  with  modifications  to  account  for  case-mix  differ- 
ences in  hospital  workloads. 

Impact  on  Service  Intensity  Canada's  hospital  expenditures  per  capita  were  18  percent  below  the 

U.S.  level  in  1987,  primarily  because  of  lower  costs  per  patient-day. 
Compared  to  their  U.S.  counterparts,  Canadian  hospitals  have  more 
admissions  and  longer  stays.  A  study  of  Ontario  data  for  1986  indicates 
that  hospital  costs  per  patient-day  (for  people  over  65)  were  about  one- 
third  of  the  average  U.S.  cost.23  This  savings  is  attributable  primarily  to 


21  A.L  Linton  and  C  D.  Nay  lor  "Organized  Medicine  and  the  Assessment  of  Technology:  Lessons 
From  Ontario,"  New  England  Journal  of  Medicine,  Vol  323,  No.  21,  Nov.  22, 1990,  pp.  1463-1467. 

22"From  Vision  to  Action,"  Report  of  the  health  Care  System  Committee,  Premier's  Council  on  Heattl 
Strategy,  May  1989. 

23These  hospitals  had  similar  admission  rates  and  case  mix,  but  far  longer  stays  (14  days  in  Ontario 
compared  to  8  days  in  the  United  States).  See  J.  Newhouse,  G.  Anderson,  and  L.  Roos,  "Hospital 
Spending  in  the  United  States  and  Canada:  A  Comparison,"  Health  Affairs,  Winter  1988,  pp.  6-16. 
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Ontario  hospitals'  lower  service  intensity — that  is,  the  use  of  less  labor, 
supplies,  procedures,  and  equipment.24 

Service  intensity  per  hospital-day  has  escalated  more  slowly  in  Ontario 
than  in  the  United  States.  For  the  period  1980-87,  wages  and  other  costs 
rose  about  as  fast,  but  growth  in  the  use  of  hospital  resources  per 
patient-day  was  minimal.  The  increased  inflation-adjusted  costs  of  hos- 
pital care  attributable  to  growth  in  resources  per  patient-day  was  19 
percent  in  Ontario  compared  to  80  percent  in  the  United  States.25 

Several  factors  may  account  for  lower  service  intensity  in  Canada.26  For 
example,  hospitals  use  fewer  nurses,  drugs,  operating  rooms,  mri,  and 
other  resources  per  day  of  inpatient  care.  In  the  United  States,  the  mix 
of  hospital  activities  favors  intensive,  high-technology  services,  whereas 
in  Canada  it  favors  long-term  chronic  care.  High-technology  capacities 
available  per  capita  have  tended  to  increase  less  rapidly  in  Canada. 

In  addition,  hospital  administrative  costs  are  lower.  Some  portion  of  the 
cost  difference  is  accounted  for  by  the  greater  administrative  require- 
ments of  the  American  hospital  system.  The  complex  payment  system  in 
the  United  States  requires  hospitals  to  maintain  a  larger  administrative 
staff  to  bill  patients  and  insurers,  determine  eligibility,  and  deal  with 
utilization  review  mechanisms.  One  study  estimates  that  hospital  admin- 
istration costs  $162  per  person  in  the  United  States,  compared  to  $50 
per  person  in  Canada.27 

As  noted  earlier,  the  Canadian  system  may  achieve  lower  administrative 
costs  in  part  because  it  forgoes  data  collection  needed  for  planning  and 
efficiency  improvements.  Hospital  managers  benefit  from  the  reduction 
in  reporting  and  in  detailed  oversight  by  government.  But  the  Ministry 
lacks  a  mechanism  to  learn  whether  people  are  being  underserved  or 


24 AS.  Detsky  and  others,  "Containing  Ontario's  Hospital  Costs  Under  Universal  Insurance  in  the 
1980s:  What  Was  the  Record?"  Canadian  Medical  Association  Journal,  Vol.  142,  No.  6. 1990,  pp.  565- 
572. 

25 From  1972  to  1979-80,  growth  in  hospital  inputs  generated  only  a  1.7-percent  increase  in  Ontario's 
hospital  expenditures  compared  to  a  23.2-percent  increase  in  the  period  1979-80  to  1986-87.  Most  of 
the  real  growth  in  hospital  cost  was  attributed  to  increases  in  wages  in  the  1980s. 

26R.G.  Evans  and  others,  "Controlling  Health  Expenditures — The  Canadian  Reality,"  New  England 
Journal  of  Medicine,  Vol  320,  No.  9,  Mar.  2, 1989,  pp.  571-577. 

27S.  Woolhandler  and  D.U.  Himmelstein,  "The  Deteriorating  Administrative  Efficiency  of  the  US. 
Health  Care  System." 
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overserved,  because  it  does  not  receive  detailed  bills  about  individual 
patients. 


High  Technology  Is 
Tightly  Controlled 


Another  method  used  in  Canada  to  contain  hospital  expenditures  is  to 
control  the  diffusion  of  medical  technology.  Control  of  high  technology 
and  the  new  treatments  associated  with  them  not  only  conserves  pro- 
gram resources  but  also  limits  operating  costs  arising  from  added  ser- 
vice capacity.  Many  of  the  new  health  care  technologies  require 
expensive  capital  equipment  and  the  hiring  of  technical  labor,  both  of 
which  can  increase  costs  greatly.  (See  ch.  4  for  a  discussion  of  conse- 
quences of  these  policies.) 


In  Ontario,  the  Ministry  of  Health  controls  hospital  high  technology  by 
requiring  approval  for  acquisition  of  certain  equipment  and  specialty 
services.  If  government  approval  is  given,  the  hospital  may  receive 
funds  to  cover  some  of  the  costs  of  the  new  service  in  addition  to  any 
increase  in  the  base  budget.  Hospitals  making  purchases  that  are  not 
approved  by  the  Ministry  do  not  (officially  at  least)  receive  operating 
funds  for  the  equipment  or  services.  Because  most  of  the  hospital's  oper- 
ating funds  come  from  the  Ministry,  hospitals  have  a  strong  financial 
incentive  to  obtain  approval  before  making  major  expansions  or 
purchases  of  expensive  technology,  unless  funds  can  be  reallocated  from 
internal  sources. 

As  a  result  of  this  policy,  Canada  has  fewer  items  of  high-technology 
equipment  and  specialty  services  per  person  than  does  the  United 
States.  Moreover,  there  are  concerns  that  the  centralized  planning  and 
approval  process  is  open  to  broad  political  controversy  and  that  it  limits 
the  system's  responsiveness  and  flexibility. 


Regulation  and  Funding  of 
Technology 


Through  control  over  capital  and  operating  funds,  the  Ministry  of 
Health  limits  the  distribution  of  high-technology  services  among  hospi- 
tals.28 Certain  types  of  equipment,  such  as  computed  tomography  (ct) 
scanners,  mris,  and  lithotripters,  require  Ministry  approval  in  order  to 
receive  operating  funds  from  the  Ministry.  Also,  hospitals  must  obtain 


^Through  the  1989  independent  Health  Facilities  Act,  the  Ministry  also  regulates  facilities  that  pro- 
vide outpatient  services.  Examples  of  these  services  include  cataract  surgery,  radiology  and  ultra- 
sound, and  laser  treatments.  Outpatient  service  facilities  must  be  licensed  by  the  Ministry  and  are 
subject  to  its  quality  assurance  requirements  and  inspections. 
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Ministry  approval  of  any  significant  volume  change  in  specialty  ser- 
vices, such  as  cardiac  surgery,  transplantation,  and  dialysis,  in  order  to 
receive  additional  operating  funds.25 

For  financial  reasons,  it  is  important  for  hospitals  to  receive  approval 
from  the  Ministry  of  Health.  Although  the  Ministry  does  not  usually  pro- 
vide grants  for  the  acquisition  of  high-technology  equipment. r  it  does 
provide  a  portion  of  the  operating  funds  for  approved  equipment.  If  an 
institution  invests  in  a  new  program  without  prior  government 
approval,  all  capital  and  operating  costs  must  be  financed  out  of  its 
existing  global  budget 

Hospitals  receive  fronding  for  specialized  services,  such  as  cardiovas- 
cular units,  from  the  global  operating  budget  and  from  additional  Min- 
istry of  Health  funds,  called  "life  support  funding."  Life  support  funds 
cover  marginal  costs  for  special  services  not  covered  through  growth 
funding.  These  funds  are  available  for  specified  programs,  including 
dialysis,  pacemakers,  open-heart  surgery,  chemotherapy,  and  neonatal 
care. 

Less  High-Technology  Equipment 
and  Servi  ces 


A  consequence  of  limiting  physician  specialties  and  restraining  the  dif- 
fusion of  high  technology  is  the  reduced  availability  of  certain  treat- 
ments and  procedures.  (See  fig.  3.7.)  For  each  of  the  six  technologies 
shown.  Canada  has  substantially  fewer  units  per  person  than  the  United 
States.  It  is  not  clear  from  these  data  however,  whether  the  United 
States  has  an  overabundance  of  equipment.  Canada  a  scarcity,  or  both. 


:sTbe  Ifeasa-v  oixaas  advice  on  capital  expeneinires  from  a  variety  of  sources,  rrrrading  the  local 
tijuMMig  ad  advisory  bodies.  raJVri  District  Health  Coaaciis.  Theifiriscry  may  also  cccsui  experts. 
Ministry  program  coordinators,  and  beafch  scenes  centers  ; centers  that  provide  specialty  en, 
'jz^L-'S—i-       researcr  . 

3:Bospitajs  generate  funds  for  eqnlpmpnf;  acqrasrtnn  from  a  variety  of  sources.  These  incrade  priaE- 
thropy.  surpkses  from  the  upuaiHig  budget,  and  funds  from  aridliary  services,  such  as  pariarjg  fees. 
Hospitals  nay  also  ase  bjepreoatxfi  aHosraixes  tnciuded  n  the  hcspstal  s  lccz-  ' — -?  -i  -.-j*^ 
However  the  process  of  centralized  approval  (jresam  bospcals  free,  oocair^g  capital  from  private 
markets- 
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Figure  3.7:  Availability  of  Selected 
Medical  Technologies 


////  *Jf 


Source:  D.  A.  Rubtee,  "Medical  Technology  in  Canada,  Germany,  and  the  U.S.."  Health  Affairs.  Fall 
1989.  pp.  178-181,  Exhibit  1. 

The  relative  effectiveness  of  the  health  care  systems  that  have  less 
high-technology  and  specialty  services  compared  to  those  with  high 
levels  is  uncertain.  Studies  suggest  that  there  are  significant  benefits  to 
concentrating  certain  high-technology,  complicated  procedures.  Outcome 
data  for  certain  specialized  procedures,  such  as  coronary  artery  bypass 
graft  surgery,  indicate  that  mortality  rates  are  lower  in  centers  that  per- 
form a  high  volume  of  these  procedures  than  in  low-volume  centers.31 

In  fact,  having  more  technology  does  not  necessarily  reflect  how  inten- 
sively or  appropriately  it  is  used.  For  example,  for  some  cardiovascular 


31See  HS.  Luft,  J.  P.  Bunker,  and  A  C  Enthoven,  "Should  Operations  Be  Regionalized:  The  Empirical 
Relation  Between  Surgical  Volume  and  Mortality,"  New  England  Journal  of  Medicine,  Vol  301,  No. 
25,  Dec  20, 1979,  pp.  1364-1369,  and  M.  McGregor  and  G.  Metier,  "Planning  of  Specialized  Health 
Facilities,"  New  England  Journal  of  Medicine,  Vol.  299,  No.  4,  July  27, 1978,  pp.  179-181. 
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procedures,  population-based  utilization  rates  in  Manitoba  and  Ontario 
are  comparable  to  those  in  the  United  States;  for  other  procedures,  rates 
are  much  lower.32  In  fact,  in  the  United  States  utilization  rates  vary 
widely  for  different  geographic  areas.  One  study  found  a  threefold  vari- 
ation between  the  lowest  and  highest  rates  of  coronary  artery  bypass 
procedures  among  Medicare  beneficiaries  in  different  locations.33  Never- 
theless, Canada's  lower  rates  for  certain  procedures  do  not  conclusively 
represent  underservicing,  nor  do  U.S.  rates  conclusively  reflect  over- 
provision  of  services. 

Effect  of  Political  Influence  in  the   Political  influence  is  an  important  part  of  the  process  of  allocating 
Allocation  of  Technology  resources.  Ontario's  Ministry  of  Health,  for  example,  has  been  criticized 

for  not  applying  consistent,  rational  criteria  to  technology  management. 
In  response  to  adverse  publicity,  the  Ministry  has  injected  funds  into  the 
system  on  an  ad  hoc  basis.  The  growing  conflict  over  the  availability  of 
technology  is  seen  in  the  media  accounts  that  report  obstacles  to  the 
system's  access  to  care. 

The  health  care  system's  vulnerability  to  politics  is  due  in  part  to  the 
government's  direct  role  in  financing  and  managing  the  system  and  the 
public  popularity  of  the  health  care  program.  As  a  result,  Ontario's 
health  plan  is  a  highly  visible  program,  and  any  perceived  problems, 
especially  with  access  to  care,  are  immediately  and  extensively  reported 
in  the  press.  For  example,  negative  publicity  about  waiting  times  for 
cardiovascular  surgery  resulted  in  the  Ministry  providing  additional 
funds  to  expand  and  initiate  a  new  cardiovascular  facility. 

Just  as  the  government  may  use  the  popularity  of  the  health  care 
system  to  get  votes,  providers  also  use  political  leverage  to  acquire 
otherwise  unauthorized  equipment  or  services.  Providers  may,  for 
example,  purchase  equipment  and  depend  on  publicity  to  force  the  Min- 
istry of  Health  to  retroactively  reimburse  them.34 


32 A  comparison  of  discharge  rates  for  U.S.  patients  65  years  old  and  over  to  those  in  Manitoba  and 
Ontario  showed  that  the  U.S.  rate  was  twice  as  high  for  coronary  artery  bypass  surgery  and  20 
percent  higher  for  valvular  surgery.  However,  the  U  S.  discharge  rates  were  approximately  10  per- 
cent lower  than  Manitoba  and  Ontario  for  major  reconstructive  surgery  and  permanent  pacemakers. 
See  G.  M.  Anderson,  J.P.  Newhouse,  and  L.L.  Roos,  "Hospital  Care  for  Elderly  Patients  With  Diseases 
of  the  Circulatory  System:  A  Comparison  of  Hospital  Use  in  the  United  States  and  Canada,"  New 
England  Journal  of  Medicine,  Vol.  321,  No.  21,  Nov.  23,  1989,  pp.  1443-8. 

33M.R.  Chassin  and  others,  "Variations  in  the  Use  of  Medical  and  Surgical  Services  by  the  Medicare 
Population,"  New  England  Journal  of  Medicine,  Vol.  314,  No.  5,  Jan.  30, 1986,  pp.  286-90. 

34See  R.  Deber,  G.  Thompson,  and  P.  Leatt,  "Technology  Acquisition  in  Canada,"  International 
Jo  irnal  of  Technology  Assessment  in  Health  Care,  Vol.  4,  1988,  pp.  186-206. 
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With  universal  coverage  and  an  ample  supply  of  general  practitioners, 
access  to  primary  care  in  Ontario  is  generally  available  on  demand. 
However,  as  a  consequence  of  global  budgeting  for  hospitals  and  direct 
controls  on  the  diffusion  of  certain  high-technology  services  and  equip- 
ment, access  to  some  specialty  care  services  is  limited.  This  in  turn  has 
resulted  in  shortages  and  deferred  care.  For  these  services,  Canadians 
attempt  to  ration  care  according  to  the  severity  of  the  case;  that  is,  those 
identified  to  be  in  greatest  need  receive  care  first.  This  approach  to 
rationing  differs  from  that  of  the  United  States,  which  rations  not  only 
on  the  basis  of  insurer  or  provider  decisions  but  also  on  the  basis  of 
ability  to  pay. 

In  Canada,  provincial  governments  make  implicit  rationing  decisions 
using  global  budgetary  constraints  and  explicit  rationing  decisions  using 
controls  on  high-technology  services.  A  Toronto  hospital  division  head 
characterizes  the  Canadian  approach  to  rationing  as  enabling  the 
government1 

"...to  contain  costs  while  largely  evading  direct  responsibility  for  any  curtailment  of 
services. ...[This]  allows  the  government  to  argue  that  physicians  and  hospitals  must 
be  held  accountable  for  the  use — and  abuse — of  health  care  dollars." 

Waiting  lines,  or  "queues,"  have  developed  primarily  for  selected  expen- 
sive surgical  procedures  and  diagnostic  equipment  that  emerged  in  the 
1970s  and  1980s,  such  as  mris,  cardiac  bypass  surgery,  lithotripsy,  lens 
implants,  and  hip  replacements.  For  these  services,  physicians  must 
ration  care  on  the  basis  of  medical  need  rather  than  providing  it  to  all 
who  may  benefit.  Ontario  health  care  providers  contend  that  queuing  is 
the  result  of  the  provincial  government's  attempts  to  control  health 
expenditures.  The  Ministry  believes  that  queues  are  a  natural  result  of 
the  "rationalization"  of  health  care — "getting  the  right  patient  to  the 
right  service  at  the  right  time." 


Access  to  Primary 
Care  Is  Unconstrained 


Primary  care  is  easily  accessible  to  Ontario  residents.  Patients  visit  their 
f  amily  physician  or  other  general  practitioner  with  no  evidence  of 
queues  or  lengthy  waiting  times  for  appointments.  For  example,  nearly 
all  expectant  mothers  in  the  province  receive  prenatal  care.  In  the 
United  States,  76  percent  of  women  who  had  live  births  in  1988  received 
prenatal  care  starting  in  the  first  trimester,  18  percent  began  prenatal 


1  AS.  Detsky  and  others,  "Containing  Ontario's  Hospital  Costs  Under  Universal  Insurance  in  the 
1980s:  What  Was  the  RecordT'  Canadian  Medical  Association  Journal,  Vol.  142,  No.  6, 1990,  pp.  565- 
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Queues  Have 
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Specialized  Services 


i  dying  on  queue  have 


How  Queues  Are  Managed 
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While  no  formal  criteria  for  ranking  patients  are  in  place,  practitioners 
stratify  patients,  putting  those  at  presumed  higher  risk  at  the  head  of 
the  queue.  Patients  are  categorized  by  their  physicians  as  emergent, 
urgent,  or  elective.  Because  no  standard  definitions  exist,  these  classifi- 
cations vary  by  medical  service  and  by  physician.  In  general,  emergent 
cases  involve  life-threatening  conditions  and  require  immediate  diag- 
nostic or  surgical  services.  Urgent  cases  usually  involve  serious  medical 
conditions  for  which  the  patient  is  monitored  and  treated  while  in  the 
hospital.  Elective  cases  refer  to  medical  conditions  for  which  the  patient 
needs  to  be  treated  but  is  not  in  imminent  danger.  Patients  classified  as 
urgent  or  elective  are  monitored  for  changes  in  their  condition  while 
waiting  for  scheduled  openings  and  may  receive  alternative  therapies. 


Extent  of  Queuing  for  Tne  len8tn  °f  wait  and  the  number  of  people  waiting  in  queue  varied 

Selected  Services  across  medical  services.  In  general,  the  specialty  services  we  examined 

did  not  have  queues  for  emergent  cases  but  had  queues  for  urgent  and 
elective  patients.  Patients  with  non-life-threatening  conditions  typically 
did  not  have  priority  status,  and  their  numbers  and  waiting  time  in 
queue  were  relatively  larger  and  longer. 

Queues  also  varied  widely  by  facility.  Among  the  reasons  cited  by  hos- 
pital directors  for  this  variation  include  (1)  geographic  location  of  the 
service,  (2)  patient  preference  for  a  particular  hospital  or  physician,  and 
(3)  capacity  and  sharing  arrangements  among  hospitals.  Table  4. 1 
shows  the  number  of  specialty  care  programs  reporting  queues  and  the 
range  among  hospitals  in  terms  of  the  number  of  patients  and  length  of 
time  waiting.  Because  neither  the  Ministry,  hospitals,  nor  physicians 
systematically  collect  data  on  patients  waiting  in  queue,  we  were  not 
able  to  independently  verify  the  information  providers  reported  to  us. 
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Table  4.1:  Queuing  for  Specialty  Care 
Services  in  Ontario  (Oct  1990) 


Emergent 

Oof  13 

0 

0 

0 

0 

Urgent 

4  of  13 

6 

15 

1 

21 

Elective 

13  of  13 

40 

1,200 

2 

180 

MRI:d 

Emergent 

1  of  7 

1 

1 

2 

2 

Urgent 

2  of  7 

75 

75 

3 

30 

Elective 

7  of  7 

100 

893 

480 

Cardiovascular 
surgery:8 

Emergent 

Oof  10 

0 

0 

0 

0 

Urgent 

7  of  10 

4 

87 

30 

Elective 

9  of  10 

263 

7 

180 

Eye  surgery:' 

Emergent 

Oof  9 

0 

0 

0 

0 

Urgent 

3  of  9 

14 

Elective 

9of9 

10 

400 

30 

360 

Orthopedic 
surgery:s 

Emergent 

Oof  8 

0 

0 

0 

0 

Urgent 

6  of  8 

6 

12 

14 

30 

Elective 

8of8 

17 

380 

60 

360 

Lithotripsy:" 

Emergent 

1  of  1 

168 

168 

1 

90 

Urgent 

1  of  1 

271 

271 

360 

360 

Elective 

1  of  1 

180 

180 

720 

720 

Specialized 

physical 

rehabilitation' 

4of5 

50 

80 

1 

60 

Autologous 
bone  marrow 
transplants' 

5  of  6 

6 

30 

21 

240 

•All  specialty  care  directors  for  MRI,  cardiovascular  surgery,  lithotripsy,  and  autologous  bone  marrow 
transplants  reported  queuing  data  to  us  Because  we  were  unable  to  obtain  information  on  all  of  the 
other  programs,  this  table  reflects  the  following:  13  of  the  22  directors  for  CT  scanners,  9  of  the  17 
directors  for  eye  surgery,  8  of  the  18  directors  for  orthopedic,  and  5  of  the  6  directors  tor  specialized 
physical  rehabilitation. 


"Not  all  program  directors  reporting  queues  for  their  program  were  able  to  provide  the  number  of 
patients  in  queue  by  category. 

°Not  ail  program  directors  reporting  queues  for  their  program  were  able  to  provide  the  waiting  period  in 
queue  by  category. 


eroarams        Number  of  patients  Number  of  days 

waiting  waiting- 


e  porting 
queues* 


CTscan: 
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aAltemative  procedures  are  available  for  patients  in  queue  tor  MRI. 

eConsists  primarily  of  coronary  bypass  surgery  and  valve  replacement. 

'Consists  primarily  of  lens  implants,  including  those  associated  with  the  removal  of  cataracts. 

^Consists  primarily  of  hip  and  joint  replacements. 

"Lithotripsy  is  a  medical  technique  that  uses  sound  waves  to  break  up  kidney  and  gall  bladder  stones 
A  second  lithotripsy  unit  was  approved  by  the  Ministry  of  Health  and  began  operation  in  late  August 
1990  Our  review  does  not  include  information  from  this  site  because  at  the  time  of  our  review  this  unit 
had  been  in  operation  for  only  5  weeks.  An  alternative  treatment,  surgery,  is  available  for  patients  in 
queue  for  lithotripsy. 

'For  specialized  physical  rehabilitation,  patients  are  generally  stabilized  after  injury  and  placed  in  one 
queue  for  ongoing  treatment. 

'Autologous  bone  marrow  transplants  involve  removing,  treating,  and  replacing  the  patient's  own  bone 
marrow.  Patients  with  a  better  than  15-percent  chance  of  survival  are  generally  put  in  a  single  queue 
and  ranked  using  specific  criteria 

One  specialty  care  program  with  long  waiting  lists  was  cardiovascular 
surgery.5  Program  directors  reported  1,029  patients  waiting  in  queue. 
While  no  queue  existed  for  emergent  cases,  124  patients  were  in  the 
urgent  queue  and  905  patients  were  in  the  elective  queue.  Waiting  times 
ranged  from  1  to  30  days  for  the  urgent  queue  and  from  7  to  180  days 
for  the  elective  queue. 

The  longest  line  for  emergent  care  was  for  lithotripsy  treatment:  168 
patients  waiting  from  1  to  90  days.  In  part  this  was  due  to  the  availa- 
bility of  only  one  lithotripsy  machine  in  the  province  that,  because  it 
was  not  very  powerful,  often  required  patients  to  be  treated  several 
times.  As  it  became  increasingly  difficult  to  manage  the  queue  and  mon- 
itor the  growing  number  of  patients,6  the  Ministry  of  Health  approved  a 
second  lithotripsy  unit.  This  additional  machine  should  result  in  a  signif- 
icant reduction  in  the  queue  that  existed  at  the  previously  sole  facility. 

The  diagnostic  technologies  with  limited  access  are  mris  and  cr  scanners. 
All  program  directors  for  mri  units  reported  queues  for  elective  cases. 
The  number  of  patients  waiting  in  queue  ranged  from  100  to  893.  The 
length  of  wait  in  queue  ranged  from  1  to  480  days.  Similarly,  all  ct  scan 
program  directors  reported  queues  for  elective  cases.7  The  number  of 


BIn  metro-Toronto,  the  total  number  of  open-heart  procedures  declined  between  1985  and  1988;  the 
number  of  people  waiting  for  bypass  surgery  rose  from  444  in  1986  to  723  in  1988;  as  of  January 
1989, 848  people  were  waiting.  In  1984  the  average  waiting  times  were  2  to  3  weeks;  during  1989 
they  ranged  from  3  to  9  months. 

6  According  to  the  gatekeeper  for  the  lithotripsy  machine,  patients  categorized  as  elective  were  often 
reclassified  as  urgent  or  emergent,  operated  on,  or  referred  to  the  United  States  for  treatment 

7  There  are  22  CT  scans  located  in  teaching  hospitals  throughout  Ontario.  Although  CT  scans  are  also 
located  at  community  hospitals,  we  did  not  attempt  to  measure  queuing  for  them. 
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patients  waiting  in  queue  for  an  elective  ct  scan  ranged  from  40  to 
1,200.  The  length  of  wait  ranged  from  2  to  180  days. 

We  also  found  long  waits  for  cataracts/lens  implants  and  hip  replace- 
ments. Patients  with  cataracts,  which  are  primarily  elective  cases, 
waited  from  30  to  360  days  for  eye  surgery.  For  orthopedic  surgery, 
such  as  hip  replacements,  urgent  patients  waited  from  14  to  30  days, 
while  elective  patients  waited  from  60  to  360  days. 

Although  no  queues  exist  for  treatment  of  life-threatening  conditions, 
such  as  kidney  failure  and  neonatal  care  for  high-risk  deliveries, 
capacity  is  limited  for  treatment  of  these  conditions.  According  to  sev- 
eral kidney  specialists,  limited  capacity  for  kidney  dialysis  means  that 
patients  often  receive  less  frequent  and  sometimes  less  than  optimal 
treatment.  Similarly,  specialty  care  directors  for  neonatal  services 
reported  that,  because  of  limited  resources  in  their  departments, 
patients  are  often  transferred  to  other  hospitals. 


Causes  of  Queuing  at 
Teaching  Hospitals 


Queues  are  the  result  of  hospitals'  attempts  to  deal  with  the  constraints 
imposed  by  global  budgeting  and  technology  controls.  As  discussed  in 
chapter  3,  hospitals  receive  most  of  their  operating  revenues  from  global 
budgets,  and  the  acquisition  of  high  technology  is  restricted  by  the  pro- 
vincial government.  Because  funding  is  limited,  the  amount  of  medical 
and  nonmedical  personnel,  equipment  and  supplies,  and  other  hospital 
resources  is  also  limited.  Hospital  adrninistrators  must  decide  how  their 
operating  funds  will  be  allocated  and  still  provide  a  wide  range  of  spe- 
cialty services,  while  department  heads  compete  for  hospital  resources. 


Diagnostic  services,  such  as  ct  scans  and  mris,  are  examples  of  how 
Ontario's  constraints  on  both  the  acquisition  and  operating  costs  of 
equipment  affect  access.  For  ct  scanners,  the  Ministry  has  developed  a 
set  of  guidelines  for  assigning  appropriate  placements  of  ct  scanners 
throughout  the  province.  Further,  the  Ministry  provides  sufficient  funds 
to  cover  operating  costs  for  only  part  of  the  day  (usually  8  hours).  Hos- 
pitals are  required  to  obtain  a  financial  commitment  from  sources 
outside  their  global  budget  in  order  to  use  the  equipment  more 
intensively.8 


Toronto  General  Hospital  typically  runs  its  MRI  two  shifts  per  day.  The  operating  deficit  generated 
by  the  second  shift  is  funded  partly  through  excess  revenues  generated  by  occasional  paying  patients 
from  the  United  States  and  other  countries. 
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Cardiac  surgeries  are  limited  by  the  number  of  hospitals  equipped  for 
open  heart  surgery  and  operating  room  time.  The  Ministry  of  Health 
limits  the  number  of  heart  surgery  wards  and  gives  those  hospitals 
funding  to  perform  a  specified  number  of  heart  operations.  Thus,  a  car- 
diac surgeon  who  has  the  capacity  to  do  4  to  5  heart  operations  weekly 
may  be  limited  by  the  hospital  to  only  3  to  4  operations  per  week. 

The  availability  of  hospital  beds  also  determines  the  volume  of  health 
care  services  provided.  Some  intensive  care  beds  are  set  aside  in  antici- 
pation of  emergency  cases.  When  emergent  cases  exceed  the  allocated 
number  of  intensive  care  beds,  queues  develop.  Departments  must 
account  for  limited  access  to  intensive  care  beds  when  ranking  and 
scheduling  their  patients  for  diagnosis  and  treatment.  High  occupancy 
rates  and  long  stays  at  specialty  hospitals  may  restrict  hospital 
admissions. 

Labor  shortages  in  hospitals  have  also  contributed  to  queuing.  These 
include  shortages  of  nurses,  operating  room  technicians,  and  other 
skilled  hospital  personnel.  For  example,  at  some  hospitals,  a  shortage  of 
trained  nurses  has  caused  bed  closures.  The  nursing  shortage  at  hospi- 
tals in  metropolitan  areas,  such  as  Toronto,  has  been  attributed  to  low 
salaries  and  high  stress-related  duty.9 

According  to  the  Ontario  Ministry  of  Health  and  several  hospital  offi- 
cials, queues  at  teaching  hospitals  are  due  in  part  to  an  increasingly 
older  patient  population  that  places  growing  demands  on  hospitals  for 
more  costly,  specialized  services.  Also,  as  the  average  age  increases, 
patients  require  longer  stays  in  intensive  care  and  acute  care  beds, 
which  contributes  to  queues. 

Finally,  the  Ministry  is  hesitant  to  develop  or  increase  capacity  for  spe- 
cial services  with  small  treatment  populations.  Often  the  Ministry  will 
not  increase  capacity  until  the  volume  of  patients  needing  the  medical 
service  becomes  sufficient  to  warrant  development  or  expansion  of  the 
service.  The  Ministry  studies  the  application  of  treatment  alternatives 
before  approving  new  or  increased  capacity  for  special  services.  A  Min- 
istry official  stated  that  U.S.  facilities  are  often  used  until  new  special 
services  are  developed  in  the  province. 


'Since  the  time  of  our  review,  the  nursing  shortage  has  been  substantially  reduced,  according  to  hos- 
pital officials. 
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for  Treatment 


Patients'  Health  May  The  health  consequences  of  waiting  for  services  is  an  issue  of  some 

Deteriorate  While  Waiting     deDate  among  American  and  Canadian  health  policy  experts.  Critics 
6     claim  that  queuing  is  jeopardizing  Canadians'  health.  Others  hold  that, 
despite  publicity  about  waiting  lists,  there  is  little  data  to  suggest  that 
the  overall  quality  of  health  care  has  been  compromised. 

Despite  a  high  level  of  satisfaction  with  their  overall  system,10  a  recent 
poll  shows  that  only  32  percent  of  Canadians  are  "very  satisfied"  with 
their  access  to  elective  surgery  and  48  percent  were  "very  satisfied" 
with  the  availability  of  high-technology  tests,  procedures  and  equip- 
ment. In  both  of  these  areas,  Americans  polled  showed  a  higher  propor- 
tion of  "very  satisfied"  responses  (50  percent  "very  satisfied"  with 
access  to  elective  surgery  and  58  percent  "very  satisfied"  with  access  to 
high-technology  services)." 

Specialty  care  directors  we  contacted  reported  some  negative  health 
effects  resulting  as  patients  wait  in  queue.  Most  patients  experience 
pain  and  discomfort,  and  some  may  develop  psychological  problems. 
Cancellations  of  procedures  for  elective  patients  waiting  in  queue  cause 
anxiety  and  frustration. 

The  condition  of  some  patients  may  worsen,  making  surgery  more  risky. 
If  patients  seriously  deteriorate  while  waiting  in  queue,  they  may 
undergo  alternative  therapies.  A  urologist  told  us  that  because  of  the 
long  queue  for  lithotripsy  treatment,  many  doctors  perform  surgery  to 
remove  kidney  stones,  putting  the  patient  at  higher  risk  than  with  a 
lithotripsy  procedure. 

In  addition  to  effects  on  health,  hospital  specialty  care  directors 
reported  negative  economic  consequences  for  patients  waiting  in  queues. 
Often  patients  experience  a  financial  setback,  such  as  decreased  income 
or  loss  of  a  job.  For  example,  an  orthopedic  surgeon  said  that  many  of 
his  patients  are  unable  to  work  because  they  are  physically  immobile 
while  they  wait  for  a  hip  or  other  joint  replacement.  Also,  according  to 
several  hospital  administrators  and  physician  directors,  additional 
treatment  costs  are  incurred  while  patients  wait  in  queue.  Patients  are 


'"Opinion  poDs  show  that  Canadians  are  more  satisfied  with  their  health  care  system  than  Ameri- 
cans.  A  1988  survey  of  citizens  of  Canada  and  the  United  States  found  that  67  percent  of  Canadians 
were  very  satisfied  with  the  health  care  services  they  used  in  the  last  year.  In  contrast,  only  36 
percent  of  Americans  responded  that  they  were  very  satisfied  More  than  half  of  the  Canadians  felt 


10  percent  in  the  United  States.  See:  RJ.  Blendon,  "Three  Systems:  A  Comparative  Survey.' 

1 1  Louis  Harris  and  Associates,  "Comparing  Health  Systems,"  November  1990. 
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often  given  additional  diagnostic  tests,  medication,  or  other  modes  of 
treatment  until  they  receive  the  service  they  need.  This  increases  the 
total  cost  of  treatment.  For  example,  the  substitution  of  surgery  for 
lithotripsy  results  in  higher  costs. 


Few  Ontario  Residents  The  abundant  U.S.  capacity  for  the  services  rationed  in  Canada  is  used 

Seek  Treatment  in  the  US     by  Provincial  governments  to  help  manage  their  queues  and  by  some 

individuals  to  avoid  Canadian  queues.12  Some  Canadian  physicians  refer 
their  patients  in  queues  to  U.S.  hospitals  that  have  the  medical  expertise 
and  equipment.  (According  to  Canadian  health  officials,  some  Ameri- 
cans cross  the  border  to  Canada  to  obtain  specialized  services  that  are 
not  readily  available  in  the  United  States  or  to  receive  lower  cost  health 
care.)  Many  facilities  in  the  United  States  are  aggressively  marketing 
medical  services,  such  as  cardiac  care  and  addiction  treatment,  to 
Canadians.  Ontario  residents  seeking  health  services  in  the  United 
States  often  go  to  hospitals  along  the  U.S./Ontario  border,  including 
those  in  Buffalo,  Cleveland,  and  Detroit. 

Recent  data  show,  however,  that  there  is  very  little  border-jumping.  The 
Pepper  Commission13  and  the  American  Medical  Association14  recently 
conducted  informal  surveys  of  American  hospital  adrriinistrators 
expecting  high  numbers  of  Canadian  patients.  Both  groups  concluded 
that  few  Canadians  seek  care  at  American  medical  centers.  Canadians 
accounted  for  less  than  1  percent  of  total  admissions  in  each  of  the  nine 
border  hospitals  surveyed  by  the  Association.  The  Pepper  Commission 
identified  Buffalo  General  hospital,  with  about  3  percent  Canadian 
admissions,  as  having  the  largest  share  of  Canadian  patients. 

The  Ontario  Ministry  of  Health  estimated  that,  in  1990,  it  spent  roughly 
$100  million  (U.S.)  for  medical  services  provided  in  the  United  States  to 
provincial  residents  seeking  to  avoid  queues.  This  represented  about  1 
percent  of  the  total  provincial  health  care  budget.  For  many  rationed 
services,  the  Ontario  health  plan  approves  payment  for  treatment  in  the 
United  States.  By  arrangement  with  the  Ministry,  some  U.S.  hospitals 
have  agreed  to  accept  lower  payment  for  services  provided  to  patients 
from  Ontario.  The  Ministry  pays  75  percent  of  the  U.S.  hospital  charges 


12In  addition,  some  Canadians  seek  treatment  in  U.S.  institutions  because  they  find  themselves  in 
need  of  treatment  while  vacationing  in  the  United  States  or  for  confidentiality  reasons. 

13The  Pepper  Commission,  A  Call  for  Action.  Supplement  to  the  Final  Report,  Sept  1990,  pp.  226-6. 

14D.A.  Rublee,  "A  Survey  of  Western  Canada's  Use  of  the  US.  Health  Care  System,"  American  Med- 
ical Association,  Center  for  Health  Policy  Research,  Sept.  1989. 
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and  the  same  fees  it  would  have  paid  to  physicians  had  the  service  been 
provided  in  Ontario.  U.S.  hospitals  absorb  the  remaining  hospital 
charges  and  are  responsible  for  making  up  the  difference  between  the 
fees  paid  to  the  physician  by  the  Ministry  and  the  fees  normally  charged 
by  the  physician. 

The  Ontario  policy  to  pay  for  treatment  at  U.S.  facilities  reflects  the 
Ministry's  position  that  purchasing  U.S.  health  care  services  for  Cana- 
dian citizens  is  more  efficient  than  incremental  investments  in  Canadian 
hospitals.  However,  some  Ontario  physicians  believe  that  the  amount  of 
money  paid  to  hospitals  and  physicians  in  the  United  States  could  be 
more  efficiently  spent  on  expanding  capacity  for  cardiac  surgery  and 
other  medical  services  in  Ontario. 
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If  the  United  States  adopted  certain  key  financing  features  of  the  Cana- 
dian health  care  system — namely,  universal  insurance  coverage  with  no 
deductibles  or  copayments  and  a  single  public  payer — these  features 
would  generate  both  costs  and  savings.  Universal  insurance  would  gen- 
erate additional  costs  associated  with  providing  full  coverage  to  the  32 
million  uninsured  Americans.  The  elimination  of  all  deductibles  and 
copayments  would  yield  larger  but  more  uncertain  cost  increases  associ- 
ated with  increased  utilization  of  health  care.  However,  the  streamlining 
of  insurance  administration  under  a  universal  coverage,  uniform  pay- 
ment system  would  generate  sufficient  savings  to  cover  the  costs  of 
expanded  access  and  could  potentially  offset  the  more  uncertain  costs 
associated  with  elimination  of  all  cost-sharing  requirements. 

We  derived  "ballpark"  cost  estimates  using  data  from  Ontario's  health 
insurance  plan.  There  is  uncertainty  surrounding  even  these  simple  esti- 
mates. In  general,  we  have  attempted  to  synthesize  existing  data  and 
make  a  relatively  conservative  estimate  of  potential  costs  and  savings  in 
the  insurance,  physician,  and  hospital  sectors. 


Moreover,  we  recognize  that  the  United  States  would  likely  modify  any 
reforms  adopted  from  Canada  to  be  consistent  with  U.S.  political  institu- 
tions and  to  accommodate  the  existing  health  care  structure.1  Such  mod- 
ifications could  have  significant  effects  on  the  system's  costs  and 
savings.  (See  ch.  6.) 

Setting  up  a  Canadian-style  system  in  the  United  States  would  require 
legislation  similar  to  the  Canada  Health  Act  to  establish  universal  access 
to  a  broad  range  of  insured  health  services  and  empower  government  to 
control  budgets  for  the  hospital  and  physician  sectors  of  the  health 
economy.  In  the  United  States,  who  (federal,  state,  other)  would  admin- 
ister the  system?  What  would  be  the  role  of  private  insurers?  How 
would  sector-wide  spending  controls  be  implemented  for  investor-owned 
health  facilities?  These  and  other  unknowns  will  have  important  effects 
on  U.S.  health  spending  reform,  but  considering  them  in  our  calculations 
was  beyond  the  scope  of  our  review. 

Instead  we  developed  estimates  reflecting  changes  that  would  occur  in 
aspects  of  U.S.  reimbursement,  coverage,  and  benefits  if  elements  of  the 
Ontario  health  insurance  program  were  fully  replicated.  Our  estimates, 
therefore,  are  intended  to  be  "working  numbers"  to  serve  as  a  starting 


'See  T.R.  M armor  and  J.L.  Mashaw,  "Canada's  Health  Insurance  and  Ours:  The  Real  Lessons,  the  Big 
Choices,"  The  American  Prospect,  Fall  1990,  pp.  18-29. 
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point  for  expenditure  reform  discussions.  In  fact,  no  attempt  was  made 
to  calculate  the  cost  or  length  of  a  transition  period  for  implementation. 


To  estimate  the  short-term  effects  of  the  United  States'  adopting  fea- 
tures of  a  Canadian-style  system,  we  calculated  the  sum  of  (1)  the  sav- 
ings achieved  from  streamlining  the  administrative  process,  (2)  the  cost 
of  providing  universal  health  insurance,  which  would  increase  the  utili- 
zation of  health  services  by  the  formerly  uninsured,  and  (3)  the  cost  of 
eliminating  deductibles  and  copayments,  which  would  increase  the  utili- 
zation of  services  by  the  formerly  insured. 

We  expect  that  both  the  savings  and  the  added  costs  would  be  concen- 
trated in  the  insurance,  physician,  and  hospital  sectors.  Savings 
achieved  from  reductions  in  administrative  expenses  could  more  than 
offset  the  added  costs  of  increased  utilization.  As  shown  in  table  5.1, 
introducing  universal  coverage  and  eliminating  cost-sharing  payments 
could  increase  expenditures  by  about  $64  billion.  However,  nearly  $67 
billion  in  estimated  savings  in  administrative  expenses  could  offset  the 
added  costs.  The  net  impact,  after  transition  and  for  the  first  year  of  full 
implementation,  would  be  to  reduce  national  health  spending  by  about 
$3  billion,  or  roughly  0.4  percent  of  the  1991  health  expenditures  pro- 
jected for  the  United  States.2 


Table  5.1 :  Estimated  Savings  and  Costs  HMHBSH 
of  Adopting  a  Canadian-Style  System  in     Dollars  in  billions 


1991 


Insurance    Physicians      Hospitals  Total 

Total  savings 

$(33.9) 

$(14.8) 

$(18.2) 

$(66.9) 

Total  added  costs: 

1.8 

27.2 

34.9 

63.9 

Newly  insured 

0.9 

7.1 

10.2 

18.2 

Currently  insured 

0.9 

20.1 

24.7 

45.7 

Net  change 

$(32.1) 

$12.4 

$16.7 

$(3.0) 

Administrative 
Savings  Would  Offset 
Costs  in  the  Short  Run 


Assumptions  Used  in  Cost     We  used  tnree  kev  assumptions  in  deriving  our  estimate  of  effects  on 
Estimation  national  health  spending.  First,  the  United  States  would  fully  adopt 

msyor  elements  of  a  Canadian-style  system  as  currently  implemented  in 
Ontario.  Second,  some  cost-saving  factors  and  all  cost-inducing  factors 


2U.S.  health  care  expenditures  for  1991  are  expected  to  be  $706.9  billion.  Nearly  two-thirds  of  this 
total  is  accounted  for  by  insurance  overhead,  payments  to  hospitals,  and  payments  to  physicians — 
amounting  to  $34.6  billion,  $277.2  billion,  and  $  137.6  billion,  respectively. 
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would  have  their  full  effect  in  the  first  year  of  complete  implementation. 
Third,  potential  transition  costs  were  not  included.  Without  carefully 
specifying  how  a  Canadian-style  system  would  be  implemented  in  the 
United  States,  it  is  not  possible  to  estimate  either  the  length  of  time  or 
the  costs  of  transition.  Costs  to  be  incurred  during  this  transition  would 
come  from  building  the  administrative  machinery  to  implement  global 
budgeting,  physician  fee  controls,  and  other  policies. 

For  this  analysis,  we  did  not  account  for  a  number  of  effects  that  are 
indirect  and  secondary  to  health  financing.  For  example,  we  did  not 
attempt  to  calculate  indirect  savings  that  could  be  achieved  from  cov- 
ering preventive  care  (such  as  prenatal  exams,  mammograms,  and  com- 
prehensive childhood  immunizations)  or  changes  in  spending  for  drugs, 
long-term  care,  dental,  or  other  services.  Nor  did  we  address  the  signifi- 
cant shifts  in  the  distribution  of  payments  among  government,  private 
employers,  and  consumers  that  a  conversion  to  a  single  payer  would 
generate. 

Finally,  we  did  not  consider  differences  between  the  United  States  and 
Canada  that  are  external  to  their  health  systems  that  would  neverthe- 
less affect  health  costs.  For  example,  lower  malpractice  insurance 
expenses  in  Canada  may  reflect  differences  in  tort  laws  and  attitudes 
toward  litigation  as  well  as  differences  in  health  financing  systems. 


Savings  in  Administrative     Savings  would  derive  from  reductions  in  administrative  costs,  which 
Qjgj-g  would  involve  no  diminution  in  health  services  delivered.  Savings  would 

be  realized  only  if  the  public  payer  succeeded  in  lowering  payments  to 
hospitals  and  physicians  rather  than  letting  them  retain  the  savings  in 
administrative  expenses.  As  discussed  in  chapter  3,  health  insurers' 
overhead  costs  and  providers'  administrative  costs  are  substantially 
lower  in  Canada  than  in  the  United  States.  A  universal  access  system 
administered  by  a  nonprofit  agency  would  reduce  costs  by  eliminating 
the  need  to  determine  coverage,  eligibility,  and  risk  status  and  by  elimi- 
nating marketing  costs.  The  simplified  payment  process  would  also 
lower  the  billing  and  clerical  costs  that  U.S.  hospitals  and  physicians 
now  bear.  As  a  result,  expenditures  for  the  insurance,  physician,  and 
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hospital  sectors  under  a  Canadian-style  system  would  be  lowered  by 
about  S67  billion.3 

Insurance  Overhead  If  the  United  States  lowered  its  insurance  overhead  to  Ontario's  level. 

the  potential  savings  in  health  care  expenditures  would  be  $34  billion 
per  year.  As  discussed  in  chapter  3.  the  share  of  health  expenditures 
accounted  for  by  insurance  overhead — payments  to  insurance  compa- 
nies not  used  for  payment  of  benefits,  such  as  marketing  cost  and  eligi- 
bility determination — represents  a  substantial  portion  of  the  difference 
in  per  capita  spending  in  the  two  countries.  The  overhead  component  of 
health  insurance  premiums  accounted  for  close  to  6  percent  of  the  total 
health  expenditures  in  the  United  States  (in  19&9)  as  compared  to  just 
over  1  percent  in  Ontario.  Canada's  lower  spending  is  attributable  to  its 
simplified  reimbursement  system  using  a  single  payer  and  to  the  limited 
role  for  private  insurers  to  provide  supplemental  rather  than  basic 
coverage. 

Physician  Costs  If  U.S.  physicians  could  reduce  their  billing  costs  to  the  level  of  their 

Ontario  counterparts,  the  potential  savings  would  average  about 
S26.OO0  per  physician.'1  For  the  nation,  the  annual  savings  could  be  up  to 
S 1 5  billion  provided  that  the  savings  are  reflected  in  lowered  physician 
fee  schedules.  These  savings  would  stem  from  reductions  in  practice 
costs  (excluding  any  changes  in  malpractice  premiums  that  could  occur) 
and  would  not  lower  the  net  incomes  of  physicians. 

We  estimated  the  administrative  costs  borne  by  U.S.  physicians  that  are 
additional  to  those  of  Ontario's  physicians  as  the  sum  of  (1)  the  differ- 
ence in  spending  on  nonphysician  salaries  and  benefits.  (2)  the  amount 


^Short-run  estimate  of  administrative  cost  savings  have  also  been  made  by  Physicians  for  a  National 
Health  Program  fPNHP;1  and  Lewm  1CT  PNHP  estimates  insurance  overhead  savings  at  S27  bfflion 
compared  to  a  Lewm  1CT  estimate  of  $  22  billion  Savings  in  physician  administrative  costs  are  esti- 
mated to  be  $9  billion  by  PNHP  and  about  $  1  billion  by  Lewm  KF.  In  the  PNHP  analysis,  savings  in 
hospital  administration  costs  are  estimated  at  $31  WYrm.  assuming  that  the  full  difference  in  admin- 
istrative costs  car,  be  attributed  to  differences  in  the  way  Canadian  and  VS.  heakh  care  systems  are 
organized.  Lewin  1CT  defines  hospital  administrative  costs  much  more  narrowly  and  estimates  a  J 1 1 
billion  savings-  Our  estimate  falls  between  the  two.  See  K.  Grumbach  and  others.  "liberal  BeneBts. 
Gonservative  Spending;  The  Physicians  for  a  National  Health  Program  Proposal"  Journal  of  the 
American  jjgjggj  gag  ajjig  Vol  266,  No.  19.  May  15,  1991.  pp.  2549- 2S54.  and  Lewm  ICT. 
National  Health  Spending  Under  Alternative  Universal  Access  Proposal  (prepared  for  AJL-CIO  by 
LS  Lewm  and  J  Shells  ■.  Oct.  26.  1990. 

4 In  the  physician  services  category,  our  data  mainly  reflect  spending  for  services  provided  by  self- 
employed  physicians,  since  salaries  paid  by  hospitals  to  physicians  are  accounted  for  in  the  hospital 
care  category  Payments  for  services  provided  by  salaried  physicians  in  health  maintenance  organiza- 
tions ,"H>iOs )  are  included  in  the  physician  category-,  but  only  2  percent  of  US.  physicians  are  sala- 
ried by  HMOs.  We  thus  calculate  the  potential  savings  cm  bflting  expenses,  which  are  relevant  to  sebf- 
aapJoyeo  physicians  only,  against  the  entire  amount  of  payments  to  the  physician  category. 
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spent  on  specific  billing  services,  and  (3)  the  difference  in  the  value  of 
physicians'  time  spent  by  filing  insurance  forms  and  providing  required 
second  opinions.5 

Hospital  Costs  If  the  United  States  reduced  its  hospital  administrative  costs  to  the  level 

in  Ontario,  it  could  save  about  $18  billion  in  the  first  full  year.  We  esti- 
mate that  in  1988  U.S.  hospitals  spent  15  percent  of  total  revenues  on 
administration,  including  general  accounting,  patient  accounts,  admit- 
ting, medical  records,  purchasing  and  stores,  and  data  processing.  By 
contrast,  Ontario  hospitals,  which  receive  an  annual  global  budget  from 
the  provincial  government  and  bill  only  for  amenities,  spent  9  percent  of 
revenues  on  similar  administrative  functions. 

Much  of  the  difference  in  hospital  adrriinistrative  costs  has  been  attrib- 
uted to  the  complex,  cumbersome  reimbursement  system  that  confronts 
U.S.  hospitals.  The  U.S.  payment  system  requires  hospitals  to  maintain  a 
large  administrative  and  financial  apparatus  to  determine  coverage, 
charge  patients  and  insurers,  and  resolve  billing  disputes.  Global 
budgeting  is  the  mechanism  that  enables  the  single  payer  in  Canada  to 
capture  these  savings. 


Added  Cost  Of  Increased        Adoption  of  universal  insurance  coverage  without  cost  sharing  in  the 
Utilization  United  States  would  likely  increase  health  care  spending.  The  increase 

would  result  from  greater  access  to  health  care  for  the  uninsured  and 
greater  use  of  health  care  services  for  all  Americans.  With  access  to  a 
broader  range  of  services,  utilization  by  the  uninsured  would  likely 
increase  substantially.  With  virtually  no  cost-sharing  requirements,  use 
of  health  care  services  by  both  the  newly  insured  and  the  currently 
insured  would  also  likely  increase.6  Taken  together,  we  estimate  that 
these  two  factors  could  raise  U.S.  health  care  expenditures  under  a 
Canadian-style  system  by  about  $64  billion. 


5In  1988,  the  American  Medical  Association  surveyed  3,000  physicians  involved  with  Medicare  and 
Blue  Shield  insurance  programs  to  ascertain  how  much  time  they  and  their  staff  spend  on  administra- 
tive activities.  It  found  that  (1)  a  physician  spends  an  average  of  six  minutes  per  claim,  (2)  the  physi- 
cian's staff  spends  an  average  of  1  hour  per  claim,  and  (3)  about  14  percent  of  physicians  have  used 
an  outside  billing  service  at  a  cost  of  about  $8  per  claim.  See:  American  Medical  Association,  Center 
for  Health  Policy  Research,  "The  Administrative  Burden  of  Health  Insurance  on  Physicians,"  SMS 
Report,  Vol.  3,  No.  2, 1989. 

SThe  effects  of  this  increased  utilization  on  health  are  difficult  to  assess,  but  appear  to  be  positive. 
App.  I  reviews  several  studies  of  changes  in  populations'  utilization  patterns  after  introduction  of 
"free"  care  and  provides  a  discussion  of  the  potential  effects  of  improved  access  on  health  status. 
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Providing  expanded  health  care  to  the  uninsured  would  account  for 
about  one-fifth  of  the  total  cost  of  increased  utilization.  Currently,  the 
uninsured  spend  about  40  percent  less  than  those  insured  for  hospital 
and  physician  services.  The  additional  cost  of  bringing  the  uninsured  up 
to  the  level  of  health  care  provided  to  the  insured  under  the  current 
system  would  increase  annual  U.S.  health  expenditures  by  about  $12  bil- 
lion, or  2  percent  of  current  national  health  expenditures.  This  estimate 
represents  the  additional  cost  of  providing  an  average  level  of  health 
care  to  the  uninsured  U.S.  population  if  they  were  covered  by  a  typical 
insurance  plan.7 

The  largest  and  most  uncertain  factor  contributing  to  costs  is  the  poten- 
tial effect  of  eliminating  deductibles  and  copayments.  We  estimate  the 
cost  to  be  about  $52  billion.  Costs  depend  on  the  extent  to  which  elimi- 
nating the  individual's  responsibility  for  copayments  and  deductibles 
would  induce  greater  utilization  of  hospital  and  physician  services.  In 
developing  our  estimate,  we  assume  that  utilization  of  hospital  care 
would  increase  by  10  percent,  use  of  physician  services  would  increase 
by  17  percent,8  and  administrative  costs  would  increase  proportionately. 


Substantial  Savings 
Could  Accrue  in  the 
Long  Run 


In  the  long  run,  operating  under  a  Canadian-style  health  care  system 
could  help  control  the  growth  in  health  care  spending.  Global  budgeting, 
physician  fee  controls,  and  constraints  on  the  diffusion  of  high- 
technology  equipment  within  the  context  of  a  uniform  payment  system 
provide  a  basis  for  exerting  some  control  on  the  growth  of  health 
expenditures  in  future  years.  In  Canada,  these  policies  were  used  to 
keep  the  share  of  gnp  spent  on  health  care  stable  at  about  7.4  percent 
from  1971  to  1981.  After  an  abrupt  rise  in  1982,  the  share  has  stabilized 
at  about  8.8  percent. 


The  United  States  has  experienced  a  continually  rising  share  of  its  gnp 
going  to  health  care.  Aggregate  mechanisms  to  control  the  rate  of 


7  A  typical  health  plan  was  assumed  to  cover  physician  care,  hospital  inpatient  and  outpatient  care, 
and  prescription  drugs.  It  included  a  $200  deductible,  20-percent  coinsurance,  and  a  $3,000  cap  on 
out-of-pocket  expenses.  The  study  also  assumed  that  utilization  by  newly  insured  individuals  would 
increase  to  the  level  of  insured  individuals  of  similar  age,  sex,  income,  and  health  status  characteris- 
tics. See  Lewin/ICF,  The  Health  Care  Financing  System  and  the  Uninsured  (prepared  for  HCFA  by 
J.  Needleman  and  others),  Apr.  4, 1990. 

8The  Rand  Health  Insurance  Experiment  estimated  a  10-percent  increase  in  utilization  of  hospital 
services.  As  noted  in  app.  I,  estimates  of  the  utilization  response  to  free  care  on  physicians'  services 
range  from  3  (the  average  Canadian  experience)  to  31  percent  (the  Rand  analysis).  For  our  estimate, 
we  took  the  midpoint  of  these  two  figures. 
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Chapter  5 

Potential  Savings  in  Administrative  Expenses 
Could  Offset  Costs  of  Providing  Universal 
Access  in  the  United  States 


spending  growth  have  not  been  tried  here.  Canada  and  several  other 
countries  have  had  more  success  in  controlling  aggregate  expenditures. 

The  Canadian  system  provides  one  approach  that  the  United  States 
could  adopt  to  more  effectively  control  the  share  of  resources  devoted  to 
health  care.  Were  the  United  States  able  to  constrain  the  growth  in 
health  care  costs  so  that  the  health  care  share  of  gnp  stabilized,  the 
future  savings  are  potentially  large. 

The  Health  Care  Financing  Adrninistration  estimates  that  U.S.  health 
spending  will  increase  by  9  percent  annually,  2.5  percentage  points 
higher  than  gnp.9  By  2000,  under  current  policies,  health  care  spending 
as  a  share  of  gnp  is  expected  to  rise  from  1 1.6  percent  (as  of  1989)  to 
15.0  percent. 

Figure  5.1  illustrates  the  potential  cost  savings  that  could  result  if  the 
United  States  were  successful  in  keeping  the  rate  of  health  expenditure 
growth  at  the  rate  of  gnp  growth  beginning  in  1995.  The  extent  to  which 
full  adoption  of  a  Canadian-style  system  in  the  United  States  would 
yield  such  results  depends  not  only  on  the  feasibility  of  implementation, 
but  also  the  willingness  to  maintain  the  controls  necessary  to  restrain 
spending  throughout  the  time  period. 


^Health  Care  Financing  Administration,  Division  of  National  Cost  Estimates,  Office  of  the  Actuary, 
"National  Health  Expenditures,  1986-2000,"  Health  Care  Financing  Review,  Summer  1987,  Vol.  S, 
No.  4,  pp.  1-36. 
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— HCFA  est  of  growth  in  health  expenditures 
....  Health  Expenditures  grow  at  rate  of  GNP 


Structural  Differences 
and  Implementation 
Issues  Would  Affect 
Costs 


Several  important  structural  differences  could  mitigate  the  cost-saving 
potential  of  adopting  a  uniform  payment  system  in  the  United  States. 
Conversion  to  a  new  health  care  system  would  require  many  regulatory 
decisions,  making  it  difficult  to  implement.  Although  a  full  exploration 
of  implementation  issues  is  beyond  the  scope  of  this  report,  the  fol- 
lowing is  a  discussion  of  features  of  the  U.S.  system  that  would  require 
accommodation. 


For  example,  some  1,200  private  companies  in  the  United  States  sell 
more  than  $192  billion  in  health  insurance.  The  role  of  these  companies 
would  need  to  be  refined  under  a  publicly  funded,  single  payer  system. 
In  addition,  the  growing  importance  of  hmos  as  an  insurance  alternative 
presents  challenges  that  Canada  did  not  face  when  it  defined  its  system. 
The  U.S.  Medicare  program  itself  has  problems  defining  payment  rates 
for  HMOs  relative  to  other  providers,  suggesting  the  complexities  that  the 
more  varied  U.S.  insurance  structure  poses  for  implementation. 

U.S.  outpatient  medical  care  and  use  of  investor-owned  facilities  outside 
hospital  settings  are  examples  of  other  structural  differences  that  would 
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require  special  cost  control  measures.  Canada  has  been  able  to  control 
the  diffusion  of  mris  and  other  high-cost  equipment  by  limiting  approval 
to  hospitals,  which  are  governed  by  global  budgets.  The  United  States 
would  have  to  develop  additional  measures  to  control  high-technology 
equipment  costs  outside  hospitals. 

The  preponderance  of  medical  doctors  in  the  United  States  who  are  clas- 
sified as  nonprimary  care  specialists  has  escalated  the  costs  of  physician 
services.  As  a  result,  to  contain  physician  expenditures  as  is  done  in 
Ontario,  the  United  States  would  establish  reimbursement  rules 
whereby  physicians  are  paid  uniform  rates  whether  the  service  is  per- 
formed by  generalists  or  specialists. 

In  implementing  health  financing  reforms,  the  United  States  would 
likely  make  many  modifications  to  the  Canadian  system  that  could 
result  in  costs  or  savings.  For  example,  to  avoid  queues,  the  United 
States  could  forgo  some  cost  savings  by  permitting  greater  latitude  in 
diffusion  of  new  technologies.  To  accommodate  individuals  willing  to 
pay  for  services  outside  the  public  system,  it  could  allow  for  a  privately 
funded  health  care  delivery  sector.  To  contain  utilization,  the  United 
States  could  choose  to  retain  deductibles  and  copayments  for  higher 
income  residents.  Whatever  the  change,  as  the  system  is  modified  to 
meet  the  expectations  of  the  U.S.  population,  the  cost  estimates  of 
adopting  such  a  system  would  change  significantly. 
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Chapter  6  

Conclusions 


Canada's  comprehensive  health  care  reforms  have  resulted  in  universal 
access  to  health  care  while  maintaining  control  over  the  growth  of 
health  care  costs  relative  to  the  United  Slates.  Canada's  20-year  experi- 
ence with  national  health  insurance  can  provide  some  insights  for  health 
care  reform  in  the  United  States.  Both  the  strengths  and  weaknesses  of 
Canada's  system  can  provide  invaluable  lessons  for  any  attempt  at  com- 
prehensive reform  in  the  United  States. 

The  Canadian  experience  clearly  demonstrates  that  it  is  possible  to 
move  to  universal  access  without  any  major  effects  on  the  net  costs  of 
health  care.  Indeed,  the  short-term  administrative  savings  alone  are 
more  than  adequate  to  cover  any  reasonable  cost  estimate  of  extending 
health  care  to  everyone.  The  second  area  where  Canada's  relative  per- 
formance has  been  clearly  better  is  in  the  control  of  the  nation's 
resources  devoted  to  health  care.  The  United  States  has  been  experi- 
menting with  a  number  of  piecemeal  cost-containment  efforts  that  in  the 
aggregate  have  not  been  as  successful  as  the  Canadian  approach  in  con- 
straining the  share  of  gnp  going  toward  health  care.  The  relative  success 
of  Canada's  comprehensive  reforms  suggests  the  need  for  the  United 
States  to  consider  a  more  integrated  approach. 

It  is  not,  however,  clear  that  the  United  States  could  or  should  replicate 
the  Canadian  system  in  every  dimension.  Canadian  elimination  of 
deductibles  and  copayments  for  all  necessary  medical  care  is  an  example 
of  a  policy  that  should  be  carefully  evaluated  within  the  American  con- 
text. The  potential  costs  of  eliminating  cost  sharing  are  the  largest,  most 
volatile,  and  most  uncertain  factor  affecting  costs  of  movement  toward 
a  Canadian  style  system.  If  the  United  States  adopted  universal  cov- 
erage, we  should  consider  retaining  some  form  of  cost  sharing,  except 
for  low-income  persons,  to  hold  down  the  costs  of  implementing  compre- 
hensive reform.  These  cost  savings  could  than  be  used  to  provide  some 
leeway  for  the  United  States  to  improve  upon  the  Canadian  system  and 
make  it  more  acceptable  to  U.S.  citizens. 

Retaining  some  degree  of  cost  sharing  may  also  make  it  easier  to  inte- 
grate hmos  and  other  forms  of  managed  or  coordinated  care  into  a 
national  system.  In  several  states  hmos  represent  a  large  share  of  the 
total  health  insurance  market,  and  it  may  be  important  to  develop  a 
mechanism  to  build  on  the  existing  health  infrastructure  in  these  states. 

While  Canada  has  substantially  streamlined  administrative  costs  and 
burdens  for  physicians  and  hospitals,  it  may,  at  the  same  time,  not  have 
invested  sufficient  resources  in  the  management  information  systems 
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needed  to  improve  service  efficiency.  The  United  States  may  want  to 
retain  and  build  upon  information  systems  that  have  been  incorporated 
into  our  health  care  system.  For  example,  the  drg  system  for  hospital 
prospective  payment  gives  hospitals  the  incentive  to  develop  cost-based 
management  information  systems  to  determine  whether  a  hospital  is 
operating  efficiently.  Canada's  global  hospital  budgeting  provides  little 
incentive  to  monitor  individual  cases  and  may  have  led  to  some  ineffi- 
cient hospital  use  in  terms  of  hospital  stays  that  are  unnecessary  or  too 
lengthy.  The  United  States  may  want  to  retain  elements  of  its  DRG-based 
reimbursement  system  as  a  mechanism  for  constraining  hospital  cost 
growth. 

The  effects  of  constraints  on  the  development  and  diffusion  of  new  med- 
ical technologies  is  one  weakness  of  the  Canadian  system  that  is  prob- 
ably most  troubling  to  Americans.  With  our  strong  medical  research 
establishment,  the  United  States  needs  a  more  flexible  approach  to  the 
acquisition  of  high-technology  and  other  resources  to  avoid  development 
of  future  queues  for  high-technology  procedures  and  to  provide  incen- 
tives for  further  development  of  such  technologies.  The  United  States 
would  likely  want  a  more  flexible  approach  than  Canada's  global  hos- 
pital budget  process  to  prevent  queuing  for  high-technology  medical 
procedures.  Still,  the  United  States  would  likely  not  want  to  abandon 
opportunities  to  capture  savings  in  this  area.  One  approach  could  be  to 
integrate  decisions  to  open  and  close  hospitals  as  well  as  those  to  expand 
new  technologies  into  a  separate  capital  budget  process.  A  unique  U.S. 
approach  would  also  have  to  account  for  the  recent  growth  in  expensive 
medical  technologies  outside  the  hospital  setting. 

Canada  demonstrates  that  comprehensive  health  care  reform  can  be  an 
effective  tool  for  controlling  health  care  costs  while  providing  universal 
access  to  high-quality  care.  But,  even  the  Canadians  have  looked  to  the 
United  States  to  find  ways  to  improve  their  system.  The  potential  for 
integrating  hmos  or  patient-based  management  information  systems  into 
the  Canadian  framework  are  two  examples  where  they  see  some  merit 
in  the  U.S.  approach.  The  United  States  needs  to  develop  a  comprehen- 
sive approach  to  health  care  reform  that  builds  on  lessons  learned  from 
Canada  and  other  countries  while  also  integrating  the  unique  strengths 
and  needs  of  the  American  health  care  system. 

The  U.S.  approach  should  borrow  those  concepts  from  Canada  that 
work,  like  universal  access,  a  uniform  payment  system,  and  some  type 
of  expenditure  controls.  But  it  should  also  build  on  the  strengths  of  the 
current  U.S.  system  by  encouraging  greater  emphasis  on  managed  care 
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and  retaining  its  superior  management  information  systems.  Through 
this  approach  the  United  States  may  be  able  to  develop  new  solutions 
compatible  with  unique  American  needs. 
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to  Care 


Adopting  a  Canadian-style  health  care  system  in  the  United  States 
would  likely  result  in  improved  access  to  health  care  for  the  uninsured 
and  greater  utilization  of  health  care  services  by  most  Americans.  For 
some  lower  income  and  uninsured  individuals,  a  system  of  universal 
coverage  with  no  financial  barriers  to  care  would  provide  access  to  some 
services  for  the  first  time.  For  the  many  insured  individuals  facing  sub- 
stantial copayments  and  deductibles  for  hospital  and  physician  services, 
a  Canadian-style  system  with  virtually  no  cost-sharing  requirements 
would  increase  utilization. 

The  effect  of  expanded  use  of  services  on  health  status  is  difficult  to 
assess  but  appears  to  be  positive.  Studies  suggest  that  the  poor,  who  are 
less  likely  to  have  adequate  health  insurance  coverage,  may  .achieve 
some  gains  in  health  status,  such  as  improved  control  of  hypertension 
and  healthier  newborns.  Similarly,  it  is  not  clear  what  effect,  if  any, 
increased  utilization  would  have  on  the  health  status  of  those  currently 
insured.  Studies  of  utilization  associated  with  free  care  suggest  that 
demand  for  both  necessary  and  unnecessary  medical  care  would 
increase.  For  those  already  insured,  services  consumed  may  increase, 
but  the  resulting  effect  on  health  status  may  be  negligible.  It  is  impor- 
tant to  note  that  health  status  is  affected  by  many  factors  besides  health 
care.  The  removal  of  financial  barriers  to  care,  by  itself,  would  not  nec- 
essarily improve  health  status.  Thus,  a  Canadian-style  health  program 
may  not  be  enough  to  equalize  health  status  for  all. 

Although  the  U.S.  supply  of  physicians,  hospital  beds,  and  high  tech- 
nology could  meet  an  increased  demand  for  care,  the  availability  of  phy- 
sicians and  hospital  beds  in  some  geographic  areas  could  continue  to  be 
a  problem.  Nevertheless,  a  Canadian-style  system  would  not  likely 
create  queues  or  rationing  of  existing  medical  services.  Rather,  the  issue 
for  Americans  would  be  the  potential  effect  on  development  and  diffu- 
sion of  future  medical  technologies  under  a  more  regulated  system. 


Expanded  Access  May 
Improve  the  Health  of 
the  Uninsured 


The  group  most  significantly  and  most  favorably  affected  would  be  the 
millions  of  Americans  currently  uninsured  or  underinsured.  Under  a 
free  care  system,  their  access  to  health  care  and  demand  for  health  ser- 
vices would  probably  rise  substantially. 
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The  Newly  Insured  Will 
Increase  Their  Use  of 
Health  Services 


In  general,  the  uninsured  use  fewer  health  care  sen-ices  than  the  insured 
population.  In  1986.  the  uninsured  contacted  a  physician  two-thirds  as 
frequently  as  the  insured  and  spent  three-fourths  as  many  days  in  the 
hospital.  In  addition,  the  location  of  physician  contacts  differs;  the  unin- 
sured reported  that  a  greater  percentage  of  their  contacts  with  physi- 
cians took  place  in  emergency  rooms  and  hospital  outpatient 
departments, 


Utilization  rates  of  specific  procedures  and  treatments  also  vary 
depending  on  insurance  status.  For  example,  one  study  found  that 
insured  patients  were  more  likely  to  receive  certain  cardiac  procedures 
than  were  patients  on  Medicaid  or  uninsured  patients. :  Patients  on  Medi- 
caid, in  turn,  were  equally  likely  to  receive  two  of  the  three  cardiac  pro- 
cedures studied,  and  less  likely  than  uninsured  patients  to  receive  a 
third. 


A  study  by  Lewin/ICF  projected  increases  in  utilization  if  the  uninsured 
were  covered  by  a  "typical"  insurance  plan  with  cost-sharing  require- 
ments.2 A  "typical"  health  plan,  would  cover  physician  care,  hospital 
inpatient  and  outpatient  care,  and  prescription  drugs  with  a  S200 
deductible  and  20-percent  coinsurance  (out-of-pocket  payment  by  the 
user),  The  authors  assume  that  newly  insured  persons  would  increase 
their  utilization  to  the  levels  of  comparable  persons  already  insured.  Tne 
study  estimated  that  utilization  by  the  newly  insured  would  increase  37 
percent  for  physicians  visits.  38  percent  for  hospital  outpatient  -visits, 
and  46  percent  for  hospital  inpatient  admissions. 


'34-  Wenneker,  J.  Weissman,  and  A.  Epstein,  "The  Association  of  Payer  With  Utilization  of  Cardiac 
Procedures  in  Massachusetts.''  Journal  of  the  American  Medical  Association.  Vol  264,  Xo.  10,  Sepc 
12.  1990,  pp  1255-1260. 

2The  Health  Care  Financing  System  and  the  Uninsured. 
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Health  Improvement 
Expected  for  the  Newly 
Insured 


The  formerly  uninsured  could  be  expected  to  have  some  improvement  in 
health  status  as  a  result  of  free  care.  This  is  particularly  the  case  with 
easily  diagnosable  and  treatable  conditions,  such  as  hypertension.  In  the 
Rand  Health  Insurance  Experiment,  for  example,  low-income  enrollees 
receiving  free  care  evidenced  improved  control  of  blood  pressure.3 

Studies  by  Lurie  and  associates  compared  the  health  status  of  recipients 
terminated  from  California's  Medicaid  program  (MediCal)  to  those  not 
terminated.4  Patients  were  asked  to  assess  their  general  health  at  their 
final  visit  before  being  terminated  from  MediCal  (to  determine  baseline 
values),  and  at  6  months  and  1  year  after  termination.  At  both  6-month 
and  1-year  intervals,  the  general  health  of  the  group  terminated  from 
MediCal  had  declined  significantly,  while  there  was  no  significant 
change  in  the  comparison  group.  For  example,  blood  pressure  control 
was  significantly  worse  in  the  terminated  group  compared  with  the  com- 
parison group. 

Expanded  access  to  health  care  may  also  result  in  increased  use  of  pre- 
natal care,  thus  improving  the  health  status  of  both  mother  and  infant. 
Early  and  continuing  prenatal  care  plays  an  important  role  in 
preventing  low  birth  weight  and  poor  pregnancy  outcomes.  A  gao  study6 
found  that  63  percent  of  Medicaid  recipients  and  uninsured  women 
interviewed  received  insufficient  prenatal  care.  A  major  reason  that 
uninsured  mothers  in  this  study  did  not  receive  regular  prenatal  care 
(which  would  help  alleviate  some  of  these  problems)  was  their  lack  of 


3The  Rand  Health  Insurance  Experiment  examined  utilization  of  medical  care  services  and  health 
outcomes  under  different  cost-sharing  requirements.  In  the  experiment,  which  ran  between  1974  and 
1982,  VS.  families  were  enrolled  in  1  of  14  health  insurance  plans  for  up  to  5  years.  However,  family 
members  over  age  61  and  the  disabled  who  were  eligible  for  Medicare  were  excluded.  The  plans 
varied  in  coinsurance  rates  (from  0  to  100  percent)  and  maximum  annual  financial  liabilities  (up  to  15 
percent  of  family  income,  or  $1,000,  whichever  was  less).  Plans  were  grouped  into  four  categories: 
(1)  plans  providing  free  care;  (2)  individual  deductible  plans  where  the  enroUee  paid  96  percent  of 
expenses  up  to  $150  per  person  ($450  for  a  family);  (3)  plans  requiring  coinsurance  of  25  or  60  per- 
cent, with  caps  on  enroUee  out-of-pocket  expenditures  of  the  lower  of  either  5, 10,  or  16  percent  of 
income  or  $1,000  and  (4)  "catastrophic"  plans  where  enrollees  paid  95  percent  of  health  costs  up  to 
caps  of  6, 10,  or  15  percent  of  income  or  $1,000,  whichever  was  less. 

*Study  subjects  were  patients  at  the  University  of  California  at  Los  Angeles  Medical  Ambulatory 
Care  Center  during  the  year  preceding  withdrawal  of  their  Medi-Cal  benefits.  Subjects  in  the  compar- 
ison group  were  also  patients  at  the  center,  but  their  benefits  were  not  discontinued  because  they 
were  bund,  disabled,  or  in  families  with  dependent  children.  The  comparison  group  was  sodo- 
demographkally  similar,  but  slightly  older  and  more  ill  than  the  study  subjects.  N.  Lurie  and  others, 
"Termination  from  Medi-Cal— Does  It  Affect  Health?"  New  England  Journal  of  Medicine,  Vol.311, 
No.  7,  Aug.  16, 1984,  pp.  480-484.  Abo  N.  Lurie  and  others,  "Termination  of  Medi-Cal  Benefits— A 
Follow-up  Study  One  Year  Later,"  New  England  Journal  of  Medicine,  Vol.  314,  No.  19,  May  8, 1986, 
pp.  1266-1268. 

5U.S.  General  Accounting  Office,  Prenatal  Care:  Medicaid  Recipients  and  Uninsured  Women  Obtain 
Insufficient  Care  (GAO/HRD-87  137,  Sept  30, 1987). 
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health  insurance.  With  universal  health  insurance,  access  to  care  would 
be  assured,  and  health  needs  more  likely  to  be  met  before  serious 
problems  develop. 


T  Tri  li  -7arir»n  K17  TVinco  For  Americans  who  are  currently  insured,  a  Canadian-style  system  will 

U  UllZaLlOn  Oy  1  IlOSe  ^  ^  encourage  greater  use  of  health  care  services.  The  elimination  of 

ClUTently  Insured  Will  deductibles  and  copayments  can  be  expected  to  increase  demand  for 

AlSO  Increase  both  physician  and  hospital  services. 


Free  Care  Expected  to 
Result  in  Substantial  Rise 
in  Use  of  Physicians, 
Smaller  Rise  in  Hospital 
Use 


Both  Canadian  and  U.S.  studies  have  found  that  people  who  received 
free  care  made  substantially  more  use  of  health  services  than  those  who 
paid  all  or  part  of  the  cost  themselves.  The  magnitude  of  the  increases  in 
utilization  under  a  Canadian-style  system  is  likely  to  differ  for  hospital 
and  physician  services.  In  both  cases,  free  care  affected  the  number  of 
medical  contacts,  rather  than  the  charge  per  service. 


Table  1.1  presents  data  from  the  Rand  Health  Insurance  Experiment.  It 
compares  several  measures  of  utilization  under  free  care  to  two  insur- 
ance plans  with  features  American  plans  often  have:  a  plan  with  coin- 
surance and  a  plan  with  a  deductible.  Total  per  capita  expenditures  by 
families  on  the  free  plan  were  18  and  23  percent  higher  than  expendi- 
tures by  those  on  plans  with  cost  sharing.  Although  hospital  admissions 
on  the  free  plan  are  22  and  1 1  percent  higher  than  on  the  cost-sharing 
plans,  inpatient  expenses  were  only  10  percent  higher. 
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Table  1.1:  Percent  Increase  hi  Annual  Urn 
of  Medical  Services  Under  Free  Care 
Over  Use  Under  Cost-Sharing  Plans 

Figures  in  percent 

25-percent  Individual 
coinsurance*  deductible0 

Health  care  costs 

Outpatient  expenses 

31  45 

Inpatient  expenses 

10  10 

Total  expenses 

18  23 

Health  care  use 

Face-to-face  visits0 

37  51 

Admissions 

22  11 

■In  the  25-percent  coinsurance  plan,  the  enrollee  paid  25  percent  coinsurance  with  a  cap  on  enrollee 
out-of-pocket  expenditures  set  at  the  lower  of  either  5, 10,  or  15  percent  of  income  or  at  most  $1 ,000 
annually. 

"In  the  individual  deductible  plans,  the  enrollee  paid  95  percent  of  expenses  up  to  $150  per  person,  or 
$450  per  family,  annually. 

°Face-to-face  visits  are  contacts  with  ph 
otogy,  anesthesiology,  or  pathology  serv 

ysicians  or  other  health  providers,  excluding  visits  for  any  radi- 
ces. 

Source:  W.G  Manning  and  others,  "Health  Insurance  and  the  Demand  for  Medical  Care:  Evidence  From 
a  Randomized  Experiment,"  The  American  Economic  Review,  Vol.  77,  No.  3,  June  1987,  pp.  251-277 


The  Rand  data  also  indicate  that  free  care  affected  use  of  physician  ser- 
vices more  than  use  of  hospital  services.  Significant  differences  between 
free  care  and  cost-sharing  plans  showed  up  in  the  number  of  physician 
visits  and  outpatient  expenses.  For  example,  face-to-face  visits  by  fami- 
lies on  the  free  care  plan  were  37  and  51  percent  greater. 

By  comparison,  data  from  the  first  six  Canadian  provinces  to  implement 
universal,  publicly  funded  insurance  for  physician  services  indicate  that 
the  percentage  changes  in  utilization  of  physician  services  ranged  from 
0.9  to  6.2  percent  and  averaged  3  percent*  The  relative  unresponsive- 
ness of  the  physician  service  utilization  rate  to  price  changes  in  Canada 
may  be  due  to  the  fact  that  changes  in  the  health  care  system  came 
gradually.  Between  1961  and  1971,  all  provinces  had  universal  public 
insurance  covering  hospital  services  but  had  not  yet  implemented  cov- 
erage of  physician  services.  This  may  have  created  incentives  for  both 
physicians  and  patients  to  substitute  hospital  care  for  physician  ser- 
vices whenever  possible.  Some  care  ordinarily  deliverable  at  physicians' 
offices  might  have  been  provided  at  hospitals.  Thus,  by  the  time  all 
medical  care  was  publicly  insured  in  1971,  the  level  of  unmet  needs  for 


eM.  LeCteir.  "The  Canadian  Health  Care  System,"  in  S.  Andreopoukw,  ed.  National  Health  Insurance: 
Car.  We  Learn  From  Canada?  (New  York:  John  Wiley  and  Sons,  1 876),  pp~?53S 
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Canadians  might  have  been  lower  than  that  of  the  free  care  participants 
of  the  Rand  experiment. 


Increase  in  Utilization  by 
the  Insured  May  Vary  by 
Income 


Studies  suggest  that  the  removal  of  copayments  would  have  a  larger 
impact  on  utilization  by  low-income  people  than  utilization  by  high- 
income  people.  The  introduction  of  user  fees  in  Saskatchewan  in  1968 
demonstrated  that  copayments  have  a  greater  impact  on  the  utilization 
by  the  poor  than  by  the  rich.7  After  introduction  of  copayments  for  phy- 
sician services,  demand  over  the  entire  population  decreased  by  6  to  7 
percent.  However,  there  was  a  much  larger  decrease  by  the  poor. 
Demand  for  care  decreased  about  18  percent  for  individuals  in  the 
bottom  fifth  of  the  income  distribution. 


A  study  in  Montreal  found  that  reducing  patient  costs  had  a  differential 
impact  on  utilization  of  physician  services  by  the  rich  and  poor.8  Public 
insurance  resulted  in  an  increase  in  the  volume  of  physician  services 
provided  for  the  poor  and  in  a  decrease  in  volume  for  the  rich.  Individ- 
uals with  the  lowest  family  income  increased  their  visits  by  18  percent; 
those  in  the  highest  income  group  reduced  theirs  by  9  percent.  The 
authors  hypothesized  that  one  reason  utilization  by  the  rich  decreased 
was  that  after  the  introduction  of  public  insurance,  waiting  time 
replaced  money  as  the  major  cost  incurred  by  the  patient  in  acquiring 
care.  Another  explanation  may  be  that  doctors  began  queuing  patients 
according  to  clinical  need  rather  than  ability  to  pay. 

In  contrast,  the  Rand  study  found  that  different  income  groups  have 
relatively  similar  responses.  In  three  of  the  four  sites  of  the  study,  fami- 
lies in  the  lowest  third  of  the  income  distribution  responded  the  same  as 
those  in  the  highest  third.  However,  in  the  Rand  experiment  the  poor 
faced  less  cost  sharing  on  average.  Cost  sharing  was  linked  to  income:  as 
a  result,  the  poor  were  more  likely  to  meet  the  out-of-pocket  caps  and 


7R.G.  Beck, "The  Effects  of  Co-payment  on  the  Poor,"  Journal  of  Human  Resources,  Vol.  81,  No.  2, 
March/April  1973,  pp.  129-142. 

8P.  Enteriine  and  others,  "The  Distribution  of  Medical  Services  Before  and  After  'Free'  Medical 
Care — The  Quebec  Experience,"  New  England  Journal  of  Medicine,  Vol.  289,  No.  22,  Nov.  29, 1973, 
pp.  1174-1178. 
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thus  not  face  additional  cost  sharing.  The  authors6  conclude  that  cost 
sharing  unrelated  to  income  would  have  a  greater  impact  on  the  poor.10 


Free  Care  May  Not  Change 
the  Health  Status  of  the 
Currently  Insured 


It  is  not  clear  whether  the  health  status  of  the  currently  insured  popula- 
tion would  change  under  a  Canadian-style  system.  Data  from  the  Rand 
experiment  suggest  that  except  for  a  few  conditions,  free  care  does  not 
change  the  health  of  average  enrollees.  Within  the  group  receiving  free 
care,  vision  improved  for  individuals  with  poor  vision,  and  blood  pres- 
sure improved  for  low-income  people  with  high  blood  pressure."  How- 
ever, no  significant  effects  were  observed  on  eight  other  measures  of 
health  status  and  health  habits. 


Results  from  the  Rand  experiment  suggest  that  implementation  of  a 
Canadian-style  system  will  likely  increase  the  use  of  both  effective  and 
rarely  effective  medical  care.12  While  free  care  increased  the  utilization 
of  effective  and  rarely  effective  care  for  poor  and  nonpoor  adults,  there 
was  a  differential  impact  on  utilization  by  poor  and  nonpoor  children. 
Utilization  of  highly  effective  care  increased  as  the  level  of  cost  sharing 
decreased  among  poor  children  but  not  among  the  nonpoor.  Cost  sharing 
significantly  reduced  utilization  of  rarely  effective  health  care  for  both 
poor  and  nonpoor  children,  but  had  a  greater  effect  on  poor  children. 


Utilization  of  Preventive       It;  ^  unctea1"  whether  universal  health  insurance  will  promote  use  of 


Services  Will  Depend  on 
Reimbursement  System 


more  preventive  health  services.  Again,  there  is  limited  information 
available  to  project  future  utilization,  with  conflicting  results  from 
various  studies.  In  the  Rand  experiment,  free  care  had  no  effect  on  such 
health  habits  as  smoking,  weight,  or  cholesterol  levels.  However,  in  Mon- 
treal, after  introduction  of  universal  medical  insurance,  the  proportion 


8 J.  Newhouse  and  others,  "Some  Interim  Results  From  a  Controlled  Trial  of  Cost  Sharing  in  Health 
Insurance,"  New  England  Journal  of  Medicine,  VoL  305,  No.  25,  Dec.  17, 1981,  pp.  1501-7. 

10The  Rand  study  participants  included  a  smaller  income  range  than  typically  present  in  the  United 
States.  (People  with  incomes  over  $54,000  (1982  value),  3  percent  of  those  initially  contacted,  were 
excluded.)  Also,  income  levels  were  gro»sf*d  Into  only  three  levels,  thus  potentially  obscuring  the 
impact  on  the  poor. 

1  'The  improvement  in  blood  pressure  in  the  free  care  group  was  due  to  additional  contacts  with 
physicians,  leading  to  more  opportunity  to  detect  and  treat  hypertension  that  was  not  under  care  at 
the  beginning  of  the  study. 

12The  effectiveness  of  medical  care  refers  to  the  degree  to  which  medical  contact  for  a  specific  condi- 
tion may  be  useful  For  example,  contact  for  heart  failure  can  be  highly  effective  in  improving  a 
patient's  condition.  However,  for  some  conditions,  such  as  obesity,  medical  contact  may  be  rarely 
effective  and  have  little  direct  value.  "Effect  of  Cost-Sharing  on  Use  of  Medically  Effective  and  Less 
Effective  Care,"  Medical  Care,  VoL  24,  No.  9,  Sept  1986,  Supplement,  pp.  S31-S38. 
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of  women  receiving  their  first  prenatal  care  visit  before  the  third  month 
increased  from  41  to  55  percent  overall,  with  the  largest  increases  in 
lower  income  families.  The  proportion  of  women  seen  in  postnatal  visits 
increased  also,  again  with  the  largest  increase  seen  in  lower  income 
groups. 

Some  experts  feel  that  the  reimbursement  system  will  determine 
whether  utilization  of  preventive  services  will  change  under  universal 
health  insurance.  Some  physicians  may  provide  more  preventive  care  in 
order  to  get  more  reimbursement.  However,  simply  making  preventive 
care  available  (at  no  financial  charge)  does  not  necessarily  ensure  that 
people  will  use  it. 


Under  New  System, 
Resource  Supply 
Appears  Adequate  to 
Meet  Demand  Growth 


An  important  consideration  in  measuring  access  implications  is  whether 
enough  health  care  resources  are  available  to  meet  the  new  demand  gen- 
erated under  a  Canadian-style  program.  Under  such  a  program,  the 
health  care  delivery  system  will  face  increased  demand  for  services . 
Data  on  the  health  care  delivery  system  indicate  that,  in  the  short  run, 
increased  demand  could  be  met  by  the  existing  supply.  However, 
problems  with  the  distribution  of  health  resources  may  continue. 


Supply  of  Physicians 
Appears  Adequate,  but 
Distribution  May  Still  Be 
a  Problem 


In  the  aggregate,  the  present  and  projected  supply  of  physicians  in  the 
United  States  appears  to  be  adequate  to  meet  a  growth  in  demand  for 
health  care  services.  The  ratio  of  active  physicians  per  100,000  persons 
grew  from  about  149  in  1970  to  about  211  in  1988.  Physician  supply  is 
expected  to  continue  growing,  resulting  in  estimates  of  a  physician  sur- 
plus ranging  from  71,600  to  137,200  by  the  year  2000. B 


By  region  and  urban-rural  area,  however,  the  distribution  of  physicians 
varies  greatly,14  with  shortages  occurring  in  some  rural  and  urban 


I3Bstimates  of  physician  supply  are  from  the  Bureau  of  Health  Professions  and  the  revised  Graduate 
Medical  Education  National  Advisory  Committee,  respectively.  For  other  analyses,  showing  no  sur- 
plus, see  WB.  Schwartz  and  D.N.  Mendelson,  "No  Evidence  of  an  Emerging  Physician  Surplus. 
Journal  of  the  American  Medical  Association,  VoL  263,  No.  4,  January  26, 1990,  pp.  557-560. 

l4The  number  of  physicians  per  10,000  population  wis  over  two  times  higher  in  metropolitan  areas 
than  in  ronmetropolitan  areas — 22-5  and  9.7,  respectively  (1988  data). 
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areas.16  (It  is  unclear  whether  this  difference  in  distribution  results  in 
inadequate  access  to  care.) 

In  addition,  the  mix  of  physicians  in  the  United  States  favors  specialist 
care.  The  proportion  of  physicians  in  general  and  family  practice  has 
been  decreasing  over  time.  In  1988, 13  percent  of  professionally  active 
physicians  were  employed  in  general  and  family  practice  compared  to 
19  percent  in  1970.  The  American  Medical  Association  projects  that  the 
supply  of  these  physicians  will  not  keep  pace  with  the  increased 
demand  for  their  services.  If  general  internists  and  general  pediatricians 
are  included,  about  34  percent  of  American  physicians  are  currently 
providing  primary  care. 

Under  universal  access,  non-primary-care  practitioners  may  be  called 
upon  to  provide  primary-care  services.  Some  physicians  trained  in  non- 
primary-care  specialties  can,  and  do,  provide  primary  care.  This  trend 
may  continue  under  a  national  health  insurance  program. 


Increased  Use  of  Hospitals 
Could  Be  Met  With  Current 
Availability  of  Beds 


Hospital  occupancy  rates  suggest  that  the  supply  of  hospital  beds  would 
be  ample  to  meet  a  demand  increase  anticipated  to  result  from  adopting 
a  Canadian-style  system.  In  1989,  the  average  hospital  occupancy  rate 
in  the  United  States  was  about  65  percent.  As  with  physicians,  however, 
shortages  of  beds  could  occur  in  a  few  urban  areas  and  a  few  rural 


In  addition,  a  Canadian-style  health  system  could  help  stabilize  some 
hospitals  financially  threatened  by  large  uncompensated  care  burdens. 
Many  rural  hospitals  as  well  as  urban  facilities  must  make  up  this  rev- 
enue loss  either  by  cost  shifting  (increasing  charges  to  paying  patients 
or  subsidizing  nonprofitable  services  with  profitable  ones)  or  through 
private  or  public  subsidies.  Under  a  Canadian-style  health  system,  facili- 
ties that  might  otherwise  close  due  to  financial  pressures  could  remain 


1 5The  federal  government  uses  practitioner-to-population  ratios  as  one  measure  in  determining  areas 
with  inadequate  access  to  care,  termed  Health  Manpower  Shortage  Areas  (HMSAs).  At  the  end  of 
1988,  almost  34  million  people  lived  in  designated  primary  care  HMSAs — about  17  million  in  urban 
HMSAs  and  about  16.5  million  in  rural  HMSAs.  While  more  people  live  in  urban  HMSAs  than  rural 
ones,  a  greater  proportion  of  rural  residents  than  urban  residents  lived  in  HMSAs  (29.0  and  9.2  per- 
cent, respectively,  in  1988).  (Health  Manpower  Shortage  Areas  are  now  referred  to  as  Health  Profes- 
sional Shortage  Areas.) 
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open.16  (This  assumes  that  government  would  commit  to  sufficient 
funding  to  keep  them  open.) 


High-Technology 
Resources  Would  Be 
Sufficient  to  Meet  New 
Demand 


Under  a  Canadian-style  system,  the  United  States  would  have  an  ade- 
quate supply  of  high-technology  equipment  and  services  to  meet  an 
anticipated  demand  increase.  Assuming  that  provider  practice  patterns 
remained  the  same,  queues  for  existing  technology  would  not  develop  in 
the  short  run.  For  example,  the  United  States  has  about  eight  times  as 
many  mris  and  almost  six  times  as  many  lithotripsy  units  per  capita  as 
does  Canada,  where  there  are  queues  for  this  equipment. 


In  fact,  in  the  United  States,  overuse  and  inappropriate  use  of  high- 
technology  services  is  an  oft-cited  problem.  A  1988  study  showed  that 
not  all  patients  undergoing  bypass  surgery  in  the  United  States  actually 
need  it.17  For  the  386  cases  from  1979, 1980,  and  1982,  it  found  that  14 
percent  of  bypass  surgeries  were  performed  for  inappropriate  reasons. 

Mammography  machines  are  an  example  of  high-technology  equipment 
of  which  the  United  States  may  have  an  excess  supply.  The  number  of 
mammography  machines  installed  in  the  United  States  is  estimated  to 
have  grown  to  almost  four  times  the  number  needed.  At  lower-than- 
optimal  utilization  rates,  the  cost  per  test  is  higher  than  that  associated 
with  low-cost  screening  programs  and  therefore  may  impede  access  to 
services.  Quality  also  becomes  a  concern,  because  high-volume  facilities 
are  more  likely  to  adhere  to  quality  standards.18 

Given  the  United  States'  current  ample  capacity,  the  conversion  to  a 
Canadian-style  program  is  more  likely  to  affect  the  introduction  and  dif- 
fusion of  future  health  care  technologies.  If  the  United  States  replicated 
the  Canadian  experience,  queues  for  equipment  acquired  under  a  system 
that  regulated  capital  acquisitions  would  develop  over  time.  When 


16A  Canadian-style  health  system  could  also  help  stabilize  other  facilities,  such  as  trauma  centers, 
that  face  financial  problems  due  to  uncompensated  care.  In  urban  areas,  uncompensated  care  is  espe- 
cially a  problem  in  treatment  of  trauma  patients.  Some  trauma  centers  are  dosing,  limiting  access  to 
emergency  services.  See  US.  General  Accounting  Office,  Trauma  Care:  Life&aving  System  Threatened 
by  Unreimbursed  Costs  and  Other  Factors  (GAO/HRD-91-57,  May  17, 1991). 

17C.M.  Winslow  and  others,  "The  Appropriateness  of  Performing  Coronary  Artery  Bypass  Surgery," 
Journal  of  the  American  Medical  Association,  Vol.  260,  No.  4,  July  22/29, 1988,  pp.  505-509. 

18M.L,  Brown,  L.G.  Kessler.  and  F.G.  Rueter,  "Is  the  Supply  of  Mammography  Machines  Outstripping 
Need  and  Demand,"  Annals  of  Internal  Medicine,  Vol.  1 13,  No.  7,  Oct.  I, 1990,  pp.  547-552.  See  also 
U.S.  General  Accounting  Office,  Screening  Mammography:  Low-Cost  Services  Do  Not  Compromise 
Quality  CGAO/HRD-90-32,  Jan.  10, 1990). 
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May  31,  1991 

MEMORANDUM 

TO:  MEMBERS,   COMMITTEE  ON  GOVERNMENT  OPERATIONS 

FROM:  JOHN  CONYERS,   JR.,  CHAIRMAN 

RE:  BACKGROUND    MATERIAL    ON    HEALTH    CARE     ISSUES     FOR  THE 

UPCOMING  HEARINGS 


HEALTH  CARE  FACTS 

Access 

■  33.4  million  Americans  (14%)  were  without  any  form  of 
health  insurance  in  1989 

-  10%  of  whites;  18%  of  blacks;  32%  of  hispanics 

■  Tens  of  millions  are  under insured;  10  million  would  be 
financially  ruined  by  a  major  illness  or  injury 

a  Almost  everyone  is  underinsured  for  the  costs  of  longterm 
care 

Cost 

■  HCFA  estimates  that  total  health  care  costs  for  1991  will 
exceed  $756  billion  (13%  of  GNP) ;  this  number  is  growing 
rapidly  and  may  exceed  $1.7  trillion  by  the  year  2000 
(17%  of  GNP) 

■  The  Federal  role 

*  29%  of  total  health  care  costs  are  paid  by  the  Federal 
Government  [$174  billion  in  1989] 

•  Medicare  at  $114  billion  consumes  19%  of  all  U.S. 
health  expenditures 

•  Medicaid  consumes  $39  billion  (6.4%  of  federal 
health  spending) 

*  Health  costs  consume  about  15%  of  all  Federal  outlays 

*  13%   of  total   health   spending   is  paid  by  state  and 
local  governments  [$79  billion  in  1989] 

■  In  1989,  per  capita  spending  was  $2,354  in  the  U.S.;  in 
comparison,  per  capita  spending  in  Canada  was  $1,683. 

•  Canada  ranks  second  in  the  world  in  health  care 
spending  and  yet  still  spends  29%  less  than  the 
U.S.  while  insuring  all  her  citizens 

■  Total  health  inflation  has  averaged  more  than  11%  per 
year  for  the  past  three  decades.      After  adjusting  for 
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general  inflation,  real  per  capita  health  care  spending 
has  increased  about  5%  per  year.  [Patients  do  not  see 
doctors  more  often  or  stay  in  hospitals  longer;  however, 
more  is  done  to  them  on  each  visit.  This  is  referred  to 
as  increasing  intensity  of  health  care  services.] 

Administrative  Costs 

The  overhead  costs  to  administer  different  insurance  plans 
vary  dramatically. 


Canada  1.2% 

Medicare  2.1% 

Medicaid  4.8% 

Blue  Cross/Blue  Shield  9.0% 

Private  Insurers  15.0%  (average) 

[6%  for  large  plans;  40%  for  small  plans] 


[Note:  Medicare  and  Medicaid  incur  higher  costs  than 
Canada  due  to  the  need  to  review  eligibility,  the 
efficacy  of  procedures,  and  force  private  insurers  to 
pay  costs  of  care  for  recipients  they  insure. 


Quality 


■  Most  countries  that  spend  far  less  than  the  U.S.  have 
better  health  statistics. 


■  The  U.S.  ranks  17th  in  infant  mortality  and  10th  in  life 
expectancy . 

■  For  example,  the  U.S.  can  be  compared  to  Canada  in: 


U.  S.   Canada 

•  Life  expectancy  [Male]     71.5  73.3 

•  Life  expectancy  [Female]  78.4  80.2 

•  Maternal  mortality  rate    7.8  4.0 

•  Infant  mortality  rate      10.0  7.2 


■  Some  of  these  differences  can  be  attributed  to  problems 
such  as  drugs  and  AIDS;  however,  health  policy  experts 
also  believe  limited  access  in  the  U.S.  is  a  clear  factor 
in  our  poor  international  showing. 

■  Up  to  a  third  of  standard  medical  practice  is  either 
unnecessary  or  harmful  to  patients,  and  there  is  tremen- 
dous variability  across  geographic  areas  (e.g.,  one 
hospital  may  do  five  times  as  many  caesarian  sections  as 
another) .  There  is  a  great  deal  of  current  interest  in 
practice  guidelines  —  in  effect,  a  "cookbook"  to  tell 
doctors  what  is  appropriate  care  in  a  given  situation. 
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THE  CURRENT  U.S.   HEALTH  CARE  SYSTEM 

Four  Levels  of  Care 

The  U.S.  health  care  system  is  fragmented  and  confusing  for 
patients,  doctors,  and  insurers.  Basically,  there  are  four 
levels  of  care. 

Level  One:  These  patients  have  good  (albeit  often  expensive) 
insurance  coverage,  most  often  through  group  plans  offered  by 
their  employers.  Most  of  their  acute  health  care  needs  are 
met.  However,  premiums  are  rising  dramatically,  resulting  in 
higher  out-of-pocket  expenses  or  decreasing  wages.  Long-term 
care  needs  are  not  insured.  The  1200  insurance  companies,  7  3 
Blue  Cross/Blue  Shield  companies,  and  HMOs  all  operate  in  this 
market  niche. 

Level  Two;  Patients  have  health  care  needs  that  are  met 
through  Federal/State  entitlement  programs  such  as  Medicare, 
Medicaid,  or  Veteran's  Administration  hospitals.  This  care 
is  generally  adeguate,  although  it  may  be  difficult  to  find 
a  provider  under  the  Medicaid  program,  and  many  charges  are 
not  covered  under  Medicare.  Costs  are  out  of  control  in  this 
sector  as  well.  Even  with  Medicare,  the  elderly  are  paying 
approximately  18  percent  of  their  income  to  cover  health  care 
costs.  Under  Medicaid,  less  than  one-half  of  those  who  are 
eligible  receive  benefits. 

Level  Three:  Care  is  provided  on  a  charity  basis  for  the 
uninsured  through  urban  public  or  county  hospitals  and  in  the 
Emergency  Rooms  of  general  medical/ surgical  hospitals.  This 
is  for  the  most  part  uncompensated  care,  and  it  is  often 
substandard.  Often  these  patients  are  being  treated  for 
serious  problems  that  could  have  been  treated  simply  and 
easily  if  the  patient  had  insurance  and  was  able  to  pay  for 
treatment  early  on.  Many  urban  hospitals  have  been  experienc- 
ing severe  financial  problem  as  a  result  of  uncompensated 
care. 

Level  Four:  Those  patients  who  slip  through  society's  safety 
nets  and  receive  no  care  at  all. 


Cost  Shifting 

This  is  a  core  problem  in  U.S.  health  care  delivery. 

■  The  patchwork  system  described  above  results  in  a  great 
deal  of  cost-shifting  as  providers  scramble  to  recruit 
business.  Everyone  tries  to  minimize  loss  and  maximize 
profit.  Provider  competition  results  in  unnecessary 
procedures  and  redundant  technology. 
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■  Insurers  try  to  avoid  insuring  potentially  high  risk/high 
cost  clients,  thereby  shifting  costs  to  federal,  state, 
and  city  health  programs,  each  of  which  has  their  own 
budget  pressures. 

■  Hospitals  and  doctors  try  to  avoid  treating  uninsured 
patients,  shifting  costs  to  other  facilities  (e.g.,  city 
hospitals) ,  which  by  law  can't  refuse  providing  care. 

■  The  Federal  Government  limits  payments  to  providers  under 
Medicare,  resulting  in  providers  who  shift  costs  to 
privately  insured  patients. 

■  States  try  to  limit  Medicaid  payments  to  doctors, 
seriously  underfund  the  program,  and  attempt  to  get 
providers  (e.g.  doctors)  to  assume  the  costs  of  care  for 
these  patients.  Again,  providers  are  likely  to  charge 
customers  in  the  private  sector  more  to  compensate  for 
these  reductions. 


CURRENT  MECHANISMS  TO  CORRECT  THESE  PROBLEMS 

Current  mechanisms  to  correct  these  problems  are  piecemeal  due  to 
the  patchwork  nature  of  our  health  care  system  and  because  of 
special  interest  group  pressure. 

Federal  Government  Hospital  Payment  Reform 

■  Under  Medicare,  payment  occurs  to  hospitals  for  in- 
patient care  on  the  basis  of  the  prospective  payment 
system  (PPS)  .  Under  PPS,  hospitals  are  paid  a  pre- 
determined fixed  payment  rate  based  on  the  diagnosis, 
which  are  classified  according  to  47  0  Diagnosis  Related 
Groups  ( DRGs ) .  For  example,  a  hospital  knows  in  advance 
how  much  it  will  be  paid  for  hospitalizing  and  treating 
a  patient  with  pneumonia,  say  $3,000.  Since  the  hospital 
is  allowed  to  keep  any  difference  between  the  PPS  payment 
and  its  actual  costs,  PPS  provides  incentives  for  the 
hospital  to  contain  costs.  DRGs  have  resulted  in  modest 
cost  savings  for  the  Medicare  program,  but  have  not 
capped  the  rapid  escalation  of  health  care  costs  el- 
sewhere because  it  only  applies  to  a  relatively  small 
portion  of  total  health  care  spending. 

Federal  Government  Physician  Payment  Reform 

■  The  Physician  Payment  Review  Commission  was  established 
in  197  6  to  help  Congress  assess  the  impact  of  physician 
income  on  total  health  care  costs.  It  has  proposed  a 
Resource  Based  Relative  Value  Scale  (RBRVS)  that 
attempts  to  substitute  rational   criteria   for  Medicare 
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payment  to  physicians  rather  than  "what  the  market  will 
bear."  In  effect,  it  sets  fees  for  certain  procedures 
performed  for  Medicare  recipients.  In  general,  under 
RBRVS  primary  care  physicians  do  somewhat  better  while 
specialists  make  less  money.  The  RBRVS  program  gradually 
will  be  phased  in  between  1992-1996.  Some  critics 
suggest  this  scheme  will  not  reduce  overall  physician 
reimbursements  (a  key  cost  containment  reguirement) . 
Rather,  it  will  help  limit  income  to  specialists  and 
raise  income  of  generalists  (similar  to  Canada's  physi- 
cian income  mix)  as  well  as  make  it  more  attractive  to 
work  in  rural  areas. 

■  OBRA89  established  Medicare  Volume  Performance  Standards, 

which  are  essentially  annual  expenditure  targets  set  by 
Congress  to  limit  health  care  inflation.  If  the  targets 
are  exceeded,  Congress  reserves  the  right  to  limit  future 
payments  under  the  Medicare  program.  For  example,  if 
health  care  inflation  proves  to  be  12%  in  FY92,  Congress 
can  set  a  Medicare  payment  level  that  reflects  a  9% 
increase  in  fees  (i.e.,  refusing  to  accept  the  inflation 
that  exceeded  the  9%  "target.")  The  MVPS  program  will 
be  implemented  in  FY92  based  on  data  collected  in  FY91. 
MVPS  would  not  reduce  the  current  level  of  health  care 
spending,  since  it  only  applies  to  the  rate  of  growth  for 
health  care  expenditures. 

■  Whenever  Congress  has  reduced  physician  payment  levels 
under  the  Medicare  program,  physicians  have  responded 
by  increasing  the  intensity  of  services  (i.e.,  order- 
ing more  tests  or  scheduling  more  visits)  to  recoup 
their  lost  income.  This  is  possible  in  medicine 
because  almost  all  treatment  decisions  are  made  by  the 
person  selling  services  rather  than  the  person  buying 
services  (the  consumer  or  an  insurance  company) .  Many 
previous  attempts  at  reform  have  been  limited  by  the 
failure  to  appreciate  that  the  rules  that  apply  to 
most  free  market  situations  are  totally  inappropriate 
when  applied  to  health  care. 

■  Physician  incomes  have  not  suffered  as  a  result  of 
changes  in  the  Medicare  program.  Net  incomes  increased 
an  average  of  6.9  percent  a  year  from  1981-88. 

■  Neither  RBRVS  nor  MVPS  are  likely  to  have  a  significant 
impact  on  the  nation's  overall  health  care  spending 
because  they  deal  with  only  a  portion  of  total  health 
care  spending,  and  because  physicians  can  always  increase 
patient  utilization  of  services.  It  is  also  likely  that 
reducing  federal  spending  under  the  Medicare  program  will 
simply  shift  costs  to  the  private  sector. 
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Private  sector /Employer  attempts  to  control  costs 

■  Employers  (or  unions)  provide  health  insurance  for  about 
65%  of  the  U.S.  population,  either  through  private 
insurers  or  self -insurance  programs.  Increasingly,  they 
have  turned  to  "managed  care"  as  a  way  to  constrain 
services  and  costs. 

■  Managed  Care  involves  having  a  third  party  intervene  in 
the  Doctor-Patient  relationship,  making  decisions  about 
the  kind  and  level  of  treatment  that  is  appropriate.  The 
best  known  form  of  managed  care  is  the  Health  Maintenance 
Organization  (HMO)  —  these  groups  charge  a  flat  fee  and 
provide  all  appropriate  care  to  anyone  in  the  group  for 
that  set  fee.  Managed  care  is  a  more  effective  cost 
containment  strategy;  however,  because  patient  choice  is 
relatively  limited  under  an  HMO,  many  Americans  don't  use 
them. 

■  Preferred  Provider  Organizations  (PPOs)  are  loose 
collections  of  practitioners  who  agree  to  cut  their 
standard  rates  in  exchange  for  referrals  from  insurance 
companies.  Patients  insured  under  these  plans  are  still 
free  to  chose  their  own  doctors,  but  those  who  choose  PPO 
doctors  are  charged  lower  co-payments.  PPOs  have  been 
shown  to  have  had  minimal  impact  as  a  cost  containment 
strategy . 

■  States  often  mandate  benefits  under  their  power  to 
regulate  insurance  companies,  requiring  the  provision  of 
such  benefits  as  mental  health  coverage  or  treatment  for 
substance  abuse  or  alcoholism.  Businesses  can  avoid 
these  mandated  benefits  by  setting  up  their  own  employer- 
based  self -insured  plan.  Such  a  plan  is  guided  by 
federal  ERISA  laws  and  is  not  subject  to  state  regula- 
tion. This  enables  employers  to  circumvent  many  of  the 
regulations  that  pertain  to  a  particular  state's  in- 
surance industry.  Fifty-six  percent  of  businesses  are 
at  least  partially  self -insured;  65%  of  firms  employing 
100  or  more  workers. 

■  Co-payments  and  Deductibles.  Consumers  are  required  to 
pay  ever  increasing  amounts  for  health  care  as  premium 
levels  rise.  However,  once  their  premiums  are  paid, 
there  is  a  perverse  incentive  to  utilize  services  to  the 
maximum  degree  possible  in  order  to  realize  the  largest 
personal  "return"  from  their  insurance  investment.  Since 
insured  consumers  are  largely  shielded  from  the  direct 
costs  of  health  care,  they  are  not  motivated  personally 
to  minimize  health  care  costs.  Many  people  have 
proposed  increasing  co-payments  or  deductibles  as  a  means 
of  increasing  consumer  sensitivity  to  health  care  costs. 
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There  are  two  problems  with  this  solution:  (1)  co- 
payments  and  deductibles  may  limit  the  likelihood  that 
a  person  will  enter  the  health  care  system,  but  they 
appear  to  have  no  effect  once  a  person  is  actually  in  the 
system  (in  a  doctor's  office  or  the  hospital).  By  this 
time,  doctor's  make  virtually  all  the  treatment  decision- 
s.  (2)  Co-payments  and  deductibles  affect  the  health 
care  decisions  of  the  poor  far  more  than  the  affluent. 
A  graduated  co-payment  schedule  obviates  this  somewhat, 
but  at  the  same  time  superimposes  yet  another  layer  of 
administrative  requirements. 

■  Practice  Guidelines.  There  is  general  agreement  that  at 
least  one-third  of  what  is  done  in  medicine  is  either 
unnecessary  or  actually  harmful  to  patients,  and  there 
is  tremendous  geographic  variation  across  practice 
patterns  in  the  United  States.  Unfortunately,  the 
medical  community  can't  agree  on  just  what  should  be  done 
in  every  situation.  However,  there  is  an  increasing 
demand  for  clear  practice  guidelines  that  will  define 
what  is  acceptable  care  in  a  given  situation.  The 
development  of  practice  guidelines  (led  by  the  Agency  for 
Health  Care  Policy  and  Research,  a  new  federal  agency 
designed  to  promote  outcomes  research  and  practice 
guidelines)  will  have  two  consequences:  (1)  physicians 
who  follow  the  guidelines  should  be  protected  against 
malpractice  claims,  and  (2)  non-physicians  (nurses  and 
physician  assistants)  will  be  able  to  assume  more 
responsibility  for  patient  care  as  long  as  they  adhere 
to  the  guidelines  specified  in  the  "cookbook"  that  is 
eventually  developed. 


Insurance  Companies 

■  Insurance  companies  maximize  profits  by  selling  policies 
only  to  those  least  likely  to  make  claims  —  i.e.,  the 
young  and  healthy.  Historically,  health  insurance  has 
been  offered  based  on  community  ratings  —  your  premium 
was  based  on  the  general  health  risk  found  in  your 
neighborhood.  However,  it  has  become  far  more  common  for 
insurance  companies  to  use  experience  ratings  to  es- 
tablish premiums.  Thus,  someone  can  be  charged  exor- 
bitant premiums  or  denied  insurance  based  on  personal 
behavior  (smoking) ,  occupation  (being  a  hair  dresser  and 
presumed  to  be  at  greater  risk  of  contracting  AIDS) ,  or 
past  medical  history  (e.g.,  a  history  of  breast  cancer). 
Although  these  policies  make  good  business  sense  (by 
minimizing  risk  to  the  company) ,  they  increase  the  size 
of  the  total  uninsured  pool  and  often  trap  people  in 
their  current  jobs  (since  they  would  not  be  able  to 
qualify  for  a  new  insurance  policy  if  they  change  jobs) . 
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Many  Blue  Cross/Blue  Shield  plans  continue  to  use 
community  ratings ;  however,  they  are  at  a  serious 
disadvantage  when  competing  with  firms  using  experience 
ratings  since  the  Blues  are  likely  to  have  a  dis- 
proportionate share  of  the  seriously  ill. 

■  The  patchwork  health  care  system,  with  no  simple  means 
to  determine  eligibility  has  allowed  insurance  compan- 
ies to  benefit  from  having  the  Medicare  and  Medicaid 
programs  pay  for  health  services  of  recipients  who  are 
also  insured  under  private  insurance  policies.  [Describ- 
ed as  the  Medicare  "secondary  payer"  problem  and  the 
Medicaid  "third  party  liability"  problem.] 


MAJOR  HEALTH  CARE  REFORM  PROPOSALS 

A  plethora  of  health  care  reform  bills  have  been  introduced,  or  are 
in  the  process  of  being  introduced,  into  this  session  of  Congress. 
The  most  popular  proposals  generally  fall  under  three  categories, 
which  are  described  below. 

"Play  or  Pay"  Proposals 

■  This  was  the  basic  recommendation  of  the  bipartisan 
Pepper  Commission,  and  was  estimated  to  cost  society  an 
additional  $24  billion  per  year  to  implement.  In  part, 
it  is  the  core  of  the  Mitchell/Kennedy/Riegle/Rockef eller 
bill  about  to  be  introduced  in  the  Senate. 

■  These  proposals  come  in  various  forms.  In  general,  they 
all  require  employers  to  either  provide  a  basic  level  of 
insurance  or  pay  a  stiff  (8%  or  so)  tax  with  the  revenues 
going  to  support  a  federal  program  ( "AmeriGare"  in  the 
Senate  version)  for  the  uninsured  and  the  poor.  Medicare 
would  continue  to  exist.  Medicaid  would  be  folded  into 
the  new  public  plan,  which  would  have  a  basic  benefits 
package.  Self-employed  people  could  buy  into  AmeriCare. 
AmeriCare  beneficiaries  would  be  charged  a  premium  based 
on  income;  people  below  the  poverty  line  wouldn't  have 
to  pay. 

■  Major  advantages 

•  Play  or  pay  is  considered  "politically  feasible" 
because  it  builds  on  the  current  health  system. 

•  It  is  superficially  attractive  because  most  of 
the  additional  costs  are  "off-budget"  as  they  are 
picked  up  by  employers. 

•  It  would  provide  universal  insurance,  primarily 
by  capturing  the  bulk  of  people  through  the 
workplace . 
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Major  disadvantages  I 

•  Limited  cost  containment  measures  mean  that  costs 
can  be  shifted  to  the  private  sector. 

•  Maintains  extensive  administrative  waste  due  to 
continued  multiple  payers.  GAO  estimates  a 
single-payer  could  save  $67  billion  in  paperwork 
costs  at  insurance  companies,  hospitals,  and 
doctors  offices. 

•  Requires  cost-sharing  through  co-payments, 
deductibles,  and  extra  billing. 

•  Strong  opposition  from  small  businesses  as  it 
significantly  increases  costs. 

•  "Will   depress  wages   for   low-income  workers  who 

will  have  to  trade  off  wage  increases  for  health 
benefits. 

•  May  limit  competitiveness  and  economic  growth. 

•  Coverage  is  confusing  for  two-worker  families 
(which  policy  should  be  billed?) 


"All  Paver  Plans'8 

These  plans  have  received  increased  attention  in  the  past  two 
years,  and  several  prominent  economists  feel  that  all  payer 
plans  hold  the  most  promise  for  controlling  costs  while  being 
politically  feasible. 

■  All-payer  plans  maintain  the  multiple  payer  system  of 
insurance  companies,  government,  HMOs,  etc.,  but  reduce 
administrative  waste  and  constrain  costs  by  having  a 
single  governmental  agency  set  a  fee  structure  that  would 
apply  to  all  insurance  companies,  all  hospitals,  all 
doctors,  etc.     This  is  the  model  used  in  West  Germany. 

■  These  plans  generally  also  require  employers  to  provide 
a  standard  minimum  set  of  health  benefits  or  opt  into  a 
public  plan  by  paying  a  payroll  tax. 

■  Major  advantages 

•  It  is  more  politically  feasible  because  it  leaves 
the  insurance  market  relatively  intact  (although 
many  companies  will  drop  out  as  health  insurance 
becomes  less  profitable) 

•  It  is  superficially  attractive  because  most  of 
the  additional  costs  are  "of f -budget"  as  they  are 
picked  up  by  employers. 

•  It  would  provide  universal  insurance,  primarily 
by  capturing  the  bulk  of  people  through  the 
workplace. 

•  It  will  reduce  administrative  costs  if  standar- 
dization of  forms  is  introduced  and  as  payers 
drop  out  of  the  market. 
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•  It  will  constrain  costs  as  fee  structures  are  put 
in  place. 

■  Major  disadvantages 

•  Maintains  some  administrative  waste  due  to 
continued  multiple  payers. 

•  Somewhat  limited  cost  control. 

•  Requires  some  mechanism  for  raising  revenue  to 
support  access  components  (since  administrative 
savings  are  inadequate) . 

•  Requires  cost-sharing  through  co-payments,  deduc- 
tibles, and  extra  billing. 

•  May  result  in  two-tiered  delivery  system. 

•  Strong  opposition  from  small  businesses  as  it 
significantly  increases  costs. 

•  Will  depress  wages  for  low- income  workers  who 
will  have  to  trade  off  wage  increases  for  health 
benefits. 

•  May  limit  competitiveness  and  economic  growth. 


"Single  Payer  plans" 

Most  health  policy  experts  agree  that  single  payer  programs  hold 
the  most  promise  for  providing  universal,  comprehensive  coverage 
while  reining  in  skyrocketing  health  care  costs.  The  Canadian 
experience  is  offered  as  the  best  example. 

■  Universal  and  comprehensive  coverage  is  guaranteed  by  the 
government.  Health  services  are  delivered  by  the 
existing  mix  of  private  and  public  physicians  and 
hospitals.  Insurance  companies  are  only  allowed  to 
insure  for  services  not  guaranteed  by  the  government 
program. 

■  All  payment  is  routed  through  a  "single"  source  (e.g.  the 
provincial  governments  in  Canada;  states  or  regions  in 
the  U.S.).  This  allows  for  standardized  and  minimal 
billing  procedures. 

■  Coordination  through  a  single-payer  allows  for  stringent 
cost  control  measures.  Hospitals  are  given  annual  lump- 
sum budgets  which  they  must  operate  within.  Physician 
fee  structures  are  established  at  the  regional  level. 

■  Such  a  plan  would  require  restructuring  current  health 
spending.  Although  the  overall  level  of  spending 
probably  would  not  have  to  increase,  spending  by  the 
Federal  Government,  state  and  local  governments,  employ- 
ers, and  individuals  would  have  to  be  routed  through  the 
single  source. 
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■  Major  advantages 

•  Universal  and  comprehensive  coverage 

•  Dramatic  administrative  savings  (GAO  estimates  up 
to  $67  billion  per  year  under  a  program  similar 
to  Canada's)  meaning  the  program  does  not  add  to 
the  current  level  of  health  spending.  The 
savings  could  be  enough  to  insure  all  of  the 
uninsured  and  eliminate  co-payments  and  deduc- 
tibles for  everyone  else. 

•  Equity  in  quality  of  care  for  all  citizens 

•  Freedom  to  move  from  one  job  or  one  region  to 
another. 

•  Cost  containment  measures  achieve  very  substan- 
tial savings  in  the  long-run,  above  and  beyond 
the  administrative  savings. 

■  Major  disadvantages 

•  Strong  opposition  from  special  interest  groups  - 
-  insurance  industry  due  to  single-payer  concept, 
hospitals  due  to  lump-sum  budgets,  and  doctors 
due  to  fee  limitations. 

•  Major  disruption  of  the  insurance  industry  and 
its  employees. 

•  May  limit  development  of  new  technology  and 
restrict  access  to  care,  depending  on  limits 
placed  on  hospital  spending  and  diffusion  of  new 
technology. 
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HEALTH  CARE  GLOSSARY 


All  Payer  System.  A  health  care  system  in  which  a  single  body 
(e.g.,  the  state,  the  federal  government)  negotiates  on  behalf  of 
all  the  payers  with  providers  and  sets  fixed  reimbursement  rates 
for  procedures.  All  payer  systems  retain  a  role  for  the  insurance 
industry,  but  regulate  the  payment  schedule  under  which  the 
companies  operate.  [Examples:  the  Oakar  bill;  New  York's 
UNY*Care] 

Community  (Insurance)  Ratings.  The  practice  using  the  experiences 
of  large  groups  of  people  as  a  basis  for  computing  insurance 
premiums.  In  contrast,  experience  rating  bases  premium  levels 
based  on  an  individual's  personal  health  history.  Community 
ratings  spread  health  care  premium  costs  widely  across  many  people; 
experience  rating  focus  costs  and  result  in  higher  premiums  for 
those  individuals  most  at  risk. 

Diagnosis  Related  Groups  (DRGs) .  A  cost-containment  strategy  that 
is  part  of  the  Medicare  Part  A  in-patient  hospital  program. 
Patients  receiving  in-patient  hospital  treatment  are  classified 
into  one  of  47  0  DRGs.  Under  the  Prospective  Payment  System  (PPS) , 
the  hospital  receives  a  pre-determined  fixed  payment  rate  based  on 
the  DRG  classification.  The  DRG  payment  is  intended  to  cover  the 
cost  of  treating  the  typical  case  in  that  DRG  in  a  reasonably 
efficient  hospital.  Since  hospitals  are  allowed  to  keep  any 
difference  between  the  PPS  payment  and  the  actual  costs,  the 
DRG/PPS  system  provides  incentives  for  hospitals  to  contain  costs. 

First  Dollar  Coverage.  The  situation  in  which  there  are  no 
copayments  or  deductibles,  and  the  doctor's  bill  is  paid  by  the 
insurer  in  toto.  Many  union  workers  have  first  dollar  coverage; 
however,  these  benefits  are  being  challenged  by  businesses  eager 
to  constrain  spending.  Critics  of  Canada's  system  maintain  that 
first  dollar  coverage  leads  to  excessive  utilization. 

Health  Maintenance  Organizations  (HMOs) .  An  approach  to  cost 
control  that  involves  paying  hospitals  and  groups  of  doctors  a 
fixed  fee  for  each  patient  in  the  practice.  This  practice  reverses 
the  standard  contingencies  between  doctor  and  patient  and  rewards 
providers  for  keeping  patients  healthy  and  out  of  the  hospital  (and 
also  for  doing  less  for  sick  patients) . 

Managed  Care.  The  practice  of  letting  a  "third  party"  play  a  role 
in  making  some  medical  decisions  (such  as  whether  or  not  surgery 
is  necessary) ,  since  insured  patients  and  doctors  both  benefit  from 
maximizing  the  number  of  tests  and  procedures  conducted,  and 
neither  benefits  from  aggressive  attempts  to  constrain  spending. 
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Mandated  Benefits.  Required  benefits  that  insurance  companies  must 
include  as  part  of  any  policy  offered  to  the  public.  Common 
mandated  benefits  include  mental  health  coverage  and  treatment  for 
alcoholism  and  drub  abuse.  Most  private  insurance  mandates  arise 
at  the  state  level;  most  federal  mandates  apply  to  the  Medicaid 
program.  The  National  Governors  Association  has  called  for  a 
moratorium  on  Medicaid  mandates. 

"Play  or  Pay"  Schemes.  An  approach  to  health  care  reform  that 
requires  all  employers  to  provide  insurance  coverage  for  their 
employers  or  else  pay  an  additional  tax  which  would  go  into  a 
national  fund  to  be  used  for  insuring  all  those  Americans  not 
covered  by  employer-based  insurance  plans.  [Examples:  Pepper 
Commission  recommendations;  the  new  Mitchell/Kennedy/Riegle/ - 
Rockefeller  bill] . 

Practice  Guidelines.  Accepted  standards  for  appropriate  care  in 
specified  situations.  The  guidelines  are  a  sort  of  "cookbook"  for 
the  doctor  that  sets  the  limits  for  acceptable  care  and  indicate 
the  conditions  under  which  additional  tests/procedures  are  ap- 
propriate . 

Preferred  Provider  Organizations  (PPOs) .  These  groups  are  similar 
to  HMOs  but  are  more  loosely  structured.  Under  most  PPO  plans, 
patients  can  see  the  doctors  they  choose,  but  they  will  have  to  pay 
a  larger  part  of  their  bill  if  the  doctor  is  not  one  of  the 
"preferred  providers"  who  has  agreed  to  discount  his  or  her  fees 
for  patients  in  the  plan. 

Prospective  Payment  System.     See  Diagnosis  Related  Group. 

Resource  Based  Relative  Value  Scale  (RBRVS) .  A  rational  approach 
to  setting  physician  fees  in  the  Medicare  program.  Payment  is  no 
longer  based  on  "usual  and  customary"  norms  (a  system  which 
rewarded  the  individual  doctor  for  charging  higher  fees)  but  rather 
on  the  basis  of  a  formula  that  weights  (a)  the  amount  of  work 
involved,  (b)  the  expense  of  the  physician's  practice,  and  (c)  the 
cost  of  malpractice  insurance. 

Single-Payer  System.  An  approach  to  health  care  financing  that 
routes  all  payment  through  a  single  entity  (e.g. ,  the  provincial 
government)  as  a  way  of  both  increasing  bargaining  power  for  the 
payer  and  controlling  costs.  Canada  is  the  best  known  single- 
payer  system. 
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GRAY  PANTHERS 


June  3,  1991 


The  Honorable  John  Conyers.  Jr. 

Chair,  Committee  on  Government  Operations 

U.S.  House  of  Representatives 

2157  Rayburn  House  Office  Building 

Washington,  D.C.  20515 

Dear  Representative  Conyers, 

I  regret  that  illness  prevents  me  from  accepting  your 
invitation  to  testify  before  your  Committee  on  June  4,  1991. 

Cray  Panther  colleagues  join  me  in  commending  and  supporting 
your  efforts  to  secure  comprehensive,  universally  access- 
ible Health  Care.     The  Hearings  you  have  scheduled  on  the 
"Study  of  the  Canadian  Health  System"  should  increase 
public  understanding  of  the  Canadian  model  and  mobilize 
support  for  a  new  American  system  so  urgently  needed. 

Very  truly  yours, 


MARGARET  E.  KUHN,  National  Convener 


Maggie  Kuhn 

Pounder  and  National  Convener 


MEK/sl 


6342  Greene  Street 

JUN     3   -91  17:52 


Philadelphia,  Pennsylvania  19144  •  21S/438427C 

215  438  0276     PAGE . 002 
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STATEMENT  BY 
CONGRESSMAN  ALBERT  BUSTAMANTE 
GOVERNMENT  OPERATIONS 
JUNE  4,  1991 


MR.   CHAIRMAN,    I  WANT  TO  CONGRATULATE  YOU  ON  HOLDING  THIS 
IMPORTANT  HEARING.     FOR  YEARS  NOW  MANY  PEOPLE  HAVE  BEEN 
UNDERINSURED  OR  WITHOUT  INSURANCE.     THE  COST  OF  THIS  BECOMES  A 
BURDEN  ON  THE  TAXPAYER  AND  THOSE  WITH  ADEQUATE  INSURANCE, 
ELEVATING  THEIR  COSTS.     WE  NEED  A  HEALTH  CARE  SYSTEM  THAT  WILL 
TAKE  CARE  OF  ALL  OF  OUR  CITIZENS  EQUALLY  AND  EFFICIENTLY.      I  LOOK 
FORWARD  TO  HEARING  FROM  OUR  WITNESSES  AND  THE  LESSONS  WE  CAN 
LEARN  FROM  THE  CANADIAN  HEALTH  CARE  SYSTEM. 
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JfeUr  jjork  Simes 


NEW  YORK,  MONDAY,  /l/NE  3,  \99l 


Abroad  at  Home 

ANTHONY  LEWIS 

A  Sick  System 


Medical  insurance  forms  and  bills 
have  become  a  torment  for  middle- 
class  Americans.  We  have  trouble 
understanding  their  complexities, 
and  we  do  not  know  why  the  comput- 
ers keep  spewing  them  out  at  us. 
When  we  telephone  for  help,  we  usu- 
ally end  up  more  frustrated. 

The  paperwork  is  just  one  symp- 
tom of  the  extraordinary  complica- 
tions of  the  American  system  of 
health  insurance,  the  most  complicat- 
ed on  earth.  Another,  which  can  be 
even  more  burdensome,  is  the  pen- 
alty we  pay  for  mobility. 

Every  time  an  American  moves  or 
changes  jobs,  she  is  likely  to  find 
herself  with  a  different  health  insur- 
ance carrier.  The  new  policy  may 
very'  well  not  cover  "pre-existing  con- 
ditions" —  pregnancy,  for  example. 
In  addition,  some  people  get  no  medi- 
cal benefits  where  they  work  and 
have  to  find  expensive  individual  poli- 
cies. 

All  of  that  is  from  the  patients' 
viewpoint.  From  the  doctors-,  the  sit- 
uation is  no  happier. 

In  the  year  1987  the  average  Amer- 
ican doctor  spent  a  little  over  134 
hours  filling  out  insurance  forms. 
That  was  4.4  percent  of  his  or  her 
total  professional  time.  And  doctors 
have  hired  more  and  more  clerical 
staff  to  deal  with  the  forms. 

Those  figures  come  from  an  article 
last  month  in  The  New  England  Jour- 
nal of  Medicine.  It  was  by  Dr.  Steffie 
Woolhandler  and  Dr.  David  U.  Him- 
melsiein  of  the  Harvard  Medical 
School.  What  they  reported  was 
numbing. 

Administering  health  care  in  the 
United  States  cost  between  $96.8  bil- 


The  crazy  quilt  of 
health  insurance. 


lion  and  $120.4  billion  in  1987.  The 
higher  figure  was  nearly  a  quarter  of 
total  spending  on  health  care. 

And  the  burden  of  administration  is 
growing.  Between  1970  and  1987  the 
number  of  health  administrators  in 
this  country  rose  by  nearly  400  per- 
cent At  the  present  rate  of  growth, 
the  study  found,  administration  will 
consume  a  third  of  all  our  health 
spending  by  the  year  2003,  andhalf  by 
2020. 

The  recent  government  efforts  to 
contain  costs  have  only  made  mat- 
ters worse.  They  "have  required  an 
army  of  bureaucrats,"  Drs.  Wool- 
handler  and  Himmelstein  write. 
"Each  piece  of  medical  terrain  is 
meticulously  inspected  except  that 
beneath  the  inspectors'  feet." 

The  cost  of  health  paperwork  and 
bureaucracy  is  especially  striking 
compared  with  other  countries.  The 
New  England  Journal  article  makes 
detailed  comparisons  with  Canada. 

Canada  devoted  at  most  11.1  per- 
cent of  its  health  spending  to  adminis- 
tration in  1987,  compared  with  as 
much  as  24.1  in  the  U.S.  Administra- 
tion cost  at  most  $156  for  each  Cana- 
dian, compared  with  $497  per  capita 
in  this  country  Canadian  administra- 
tive costs  are  falling  while  ours  zoom 
upward. 

If  health  care  had  been  managed  as 
efficiently  here  as  in  Canada  in  1987. 


the  United  States  could  have  saved 
as  much  as  $83  billion  By  now 
the  saving  would  be  on  the  order  of 
$100  billion  a  year 

The  reason  for  the  staggering  U.S.- 
Canadian difference  is  no  secret. 
Canada  has  a  genuine  national  health 
system,  covering  everyone.  We  have 
a  crazy  quilt  of  Medicare  for  the 
elderly,  Medicaid  for  some  of  the 
poor  and  1,500  private  health  insur- 
ers. 

Fragmentation  is  what  makes  U.S. 
medical  insurance  complicated  and 
expensive.  Every  patient  must  be  in- 
dividually billed,  individually  pro- 
cessed for  insurance.  Policies  vary  in 
deductibles,  in  excluded  conditions,  in 
requirements  for  co-payments.  For 
further  coverage  some  people  buy 
secondary  insurance  —  another  layer 
of  bureaucracy. 

As  an  example  of  "the  scale  of 
waste  among  private  earners,"  the 
New  England  Journal  article  cites 
Blue  Cross/Blue  Shield  of  Massachu- 
setts. To  cover  2.7  million  subscribers 
it  employs  6,682  workers  —  more 
than  in  the  health  services  for  all  of 
Canada,  covering  more  than  25  mil- 
lion people. 

The  article  concludes  that  "univer- 
sal comprehensive  coverage  under  a 
single,  publicly  administered  insur- 
ance program"  is  the  key  to  "admin- 
istrative simplification." 

In  short,  the  cost  and  irritating  com- 
plexity of  health  insurance  in  this 
country,  for  patients  and  doctors,  point 
to  the  same  reform  as  the  system's 
inadequate  coverage  Some  34  million 
Americans  have  no  health  coverage  at 
all.  They,  and  we  who  are  covered, 
need  a  universal  system.  ~ 
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OPENING  STATEMENT 
BY  CONGRESSWOMAN  CARDISS  COLLINS 
AT  THE  GOVERNMENT  OPERATIONS  COMMITTEE 
HEARING  ON  HEALTH  CARE 
JUNE  4,  1991 

Mr.  Chairman,  rising  health  care  costs  is  a  problem  that  is 
reaching  epidemic  proportions.   Per  capita  health  care  spending 
more  than  doubled  in  the  decade  from  1980-1989,  according  to 
the  Congressional  Research  Service,  and  annual  cost  increases 
average  about  Jour  percent  above  the  general  inflation  rate. 
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For  those  whose  health  care  is  provided  by  private  health 
insurers  through  group  coverage,  premiums  have  been  rising  by 
21%  per  year,  as  detailed  in  a  recent  study  by  the  Wyatt 
Company.   The  study  estimates  that  employer  group  health  plans 
had  to  pay  out  an  average  of  $4,000  per  employee  in  premiums 
during  1990,  a  dramatic  rise  from  $2,750  in  1988.   As  bad  as 
these  average  increases  are,  the  problem  has  been  much  worse 
for  some  individuals  and  groups  because  of  the  way  insurance 
companies  set  their  premiums. 

On  April  30th  of  this  year,  the  Energy  &  Commerce 
Subcommittee  on  Commerce,  Consumer  Protection  and 
Competitiveness,  which  I  chair,  held  a  hearing  on  the  rating  and 
underwriting  practices  used  by  private  health  insurers  to  set 
premiums  and  decide  who  to  insure.   The  testimony  was  stark, 
and  the  bottom  line  was  that  access  to  affordable  health 
coverage  is  rapidly  becoming  a  rarity.   The  dire  consequences 
which  appear  to  be  the  destiny  of  both  consumers  and  insurers 
alike  are  extreme. 
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As  premiums  continue  to  skyrocket,  more  and  more 
Americans  are  forced  to  make  do  without  insurance.   More  often 
than  not,  low-income  families  and  individuals,  as  well  as 
employees  of  small  businesses,  are  the  ones  who  suffer.  Those 
who  are  refused  coverage  or  priced  out  of  the  market  are  usually 
not  eligible  for  Medicaid  or  Medicare.   Even  for  those  who  are 
eligible,  care  under  government  programs  is  often  inadequate  due 
to  the  budget  and  programmatic  cuts  over  the  past  decade. 
Currently,  there  are  roughly  37  million  Americans  who  are 
uninsured,  and  the  rising  cost  of  health  insurance  is  one  of  the 
principal  reasons  for  this  crisis.   That  is  just  unacceptable. 
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The  problems  of  the  uninsured  population  have  been 
transferred,  in  part,  to  hospitals,  clinics  and  independent  health 
care  providers,  who  serve  a  large  portion  of  the  uninsured,  even 
when  the  patient  has  no  way  to  pay  for  the  services.  The 
burden  of  indigent  care  costs  directly  affect  the  fees  charged  to 
those  who  do  have  insurance,  as  "cross-subsidization"  is  often 
necessary.   In  this  way,  the  rising  costs  of  health  insurance  is 
jeopardizing  our  entire  health  care  system. 

Another  of  the  many  other  causes  of  the  breakdown  in  our 
health  care  delivery  system  is  the  jump  in  costs  for  physician 
and  hospital  services.    Cost  containment  techniques  have  finally 
come  to  the  fore  as  a  vital  component  of  the  debate  on  reform 
as  they  merit  serious  consideration.    Managed  care  and  preferred 
provider  organizations  are  among  the  great  hopes  for  our  health 
care  system  now  that  society  realizes  that  we  cannot  simply  dish 
out  unchecked  reimbursements  at  astronomical  rates.  Other 
factors  which  contribute  heavily  to  the  increases  are  the  cost  of 
medical  malpractice  insurance,  the  high  costs  of  litigation  and 
settlements,  and  the  resort  to  "defensive  medicine"  in  which 
providers  use  unnecessary  treatments  to  avoid  lawsuits. 
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We  must  do  a  better  job  of  providing  for  the  basic  needs  of 
our  people.   This  is  a  problem  affecting  every  sector  of  our 
society.   The  current  health  care  system  in  the  U.S.  is  in  serious 
disrepair  and  is  crying  out  for  a  comprehensive  cure. 

Mr.  Chairman,  I  am  very  pleased  that  our  Committee  is 
scrutinizing  the  health  care  delivery  system  of  the  U.S.  and 
contrasting  it  with  the  successes  of  the  Canadian,  single-payer 
health  care  system.   I  look  forward  to  illuminating  testimony  from 
the  G.A.O.  and  others  and  hope  that  it  will  hasten  the  reform  of 
our  severely  disabled  system. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administrate 


AUG  2  3  1991 


The  Administrator 
Washington,  D  C.  20201 


The  Honorable  John  Conyers,  Jr. 
Chairman 

Committee  on  Governmental  Operations 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 


RECEIVED 

AUG  2  6  1991 

house;  committee  on 
government  operations 


Secretary  Sullivan  and  I  are  pleased  to  respond  to  your 
invitation  to  submit  written  testimony  for  recent  hearings  on 
Canadian  health  insurance.     I  appreciate  your  willingness  to  keep 
the  record  open  to  include  the  enclosed  statement. 


Sincerely , 


Wilensky 


Gail  R 

Administrator 


Enclosure 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES  Health  Care  Financing  Administration 


Washington.  D.C.  20201 


STATEMENT  FOR  THE  RECORD  OF 
GAIL  R.  WILENSKY,  PH.D. 
ADMINISTRATOR 
HEALTH  CARE  FINANCING  ADMINISTRATION 

BEFORE  THE 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 
HOUSE  OF  REPRESENTATIVES 


JULY  1991 
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Thank  you  for  holding  this  provocative  series  of  hearings  dealing 
with  health  insurance  reform  for  the  United  States.     What  lessons 
the  Canadian  experience  has  for  us,  and  whether  it  is  pertinent 
to  imagine  that  elements  of  the  Canadian  system  might  be 
transferred  to  this  country,  are  useful  guestions. 

My  colleagues  and  I  at  the  Department  of  Health  and  Human 
Services,   like  the  Congress,   are  wrestling  with  the  many  and 
difficult  guestions  posed  by  health  insurance  reform.  President 
Bush  reguested  Secretary  Sullivan  examine  the  United  States' 
health  care  system,  particularly  issues  of  guality,  access,  and 
cost-containment.     In  pursuit  of  this  goal,   Secretary  Sullivan 
formed  a  health  care  reform  task  force  on  which  I  serve  as  the 
Vice-chairman.     We  are  currently  addressing  the  problems 
burdening  our  health  care  system,   including  escalating  health 
care  costs,  the  presence  of  31  million  uninsured,   and  special 
needs  of  inner-city  and  rural  areas.     While  we  have  not  yet 
completed  our  efforts,   I  would  like  to  offer  a  few  observations 
on  the  fundamental  problems  associated  with  applying  the  Canadian 
model  to  the  United  States. 

I  strongly  believe  that  we  need  to  determine  if  our  spending  is 
achieving  the  best  outcomes  per  health  care  dollar  spent.     I  also 
agree  that  the  costs  of  American  medical  care  are  too  high  and 
rising  too  guickly.     I  would  note  though  that  the  Canadian  system 
has  also  not  been  very  successful  in  controlling  the  escalation 
of  their  health  care  costs.       From  1967  through  1987,  inflation 
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adjusted  per  capita  health  care  spending  rose  at  an  average 
annual  rate  of  4.58  percent  in  Canada,  compared  to  4.38  percent 
in  the  United  States.     On  the  face  of  it,  this  simple  statistic 
gives  pause  to  the  notion  that  a  Canadian-style  reform  would 
necessarily  be  effective  at  restraining  the  growth  in  costs. 

As  we  examine  this  issue,  we  also  need  to  consider  the  degree  to 
which  social  problems  are  reflected  in  health  care  costs.  For 
example,  the  U.S.  has  significantly  higher  rates  of  violent 
crime,  drug  abuse,  AIDS,  and  teenage  pregnancy  than  other  western 
nations.     The  health  care  costs  of  these  social  problems  would 
not  evaporate  if  a  Canadian-style  system  were  adopted. 

In  addition,  our  health  care  system  has  developed  in  accordance 
with  American  ideals  of  private  property,   individualism,  and 
distrust  of  big  government.     The  adoption  of  a  Canadian-style 
system  would  lead  to  the  government  and  medical  groups 
negotiating  prices  for  medical  services,  but  the  American  public 
has  an  inherent  mistrust  of  power  block  negotiations. 
Furthermore,  the  Canadian  system  is  fully  financed  through  taxes. 
At  the  current  level  of  expenditures,  a  massive  tax  increase 
would  be  needed  to  finance  a  U.S.  health  care  system  modelled 
after  Canada's.     If  medical  costs  continue  to  rise,  as  is  most 
likely,  additional  tax  increases  would  be  needed  for  a  national 
health  insurance  program  to  maintain  its  solvency.     Given  the 
increased  intrusion  of  the  government  in  the  lives  of  Americans, 
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I  believe  that  there  would  be  great  public  resistance  to  a  move 
toward  a  publicly-run  health  insurance  program. 

Even  in  the  absence  of  such  resistance,  the  consolidation  of  our 
health  care  system  into  one  administrative  entity  would  generate 
its  own  inefficiencies.     In  comparing  Canada  and  the  United 
States,   I  would  also  note  that  the  United  States  has  a  more 
heterogeneous  population  ten  times  larger  than  Canada's.  The 
intrinsic  rigidities  of  a  large  bureaucracy  would  produce 
problems  beyond  just  inefficiency.     For  example,  Canada's  system 
has  queues  for  elective  medical  services  that  lead  many  Canadians 
to  seek  care  in  the  United  States.     To  further  exacerbate  the 
queue  situation,  the  Canadian  government  has  also  been 
controlling  expenditures  by  severely  limiting  the  proliferation 
of  new  technologies.     Given  the  expectations  of  Americans,  the 
potential  quality  problems,   and  the  limitations  on  choice,   I  do 
not  believe  that  the  Canadian  system  would  be  accepted  in  this 
country  as  a  solution  to  our  health  care  crisis. 

Putting  aside  the  above  points  for  now,  many  of  the  studies 
comparing  the  health  care  systems  of  the  United  States  and  Canada 
conclude  that  the  best  way  to  address  cost  increases  would  be  to 
simply  eliminate  costs  in  the  U.S.   system  labeled 
"administrative."       This  is  not  necessarily  true,  however, 
considering  that  many  of  these  costs  represent  quality  assurance 
activities  and  not  just  billing  procedures.     While  freeing  up 
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resources  for  other  social  causes  by  making  organizational 
changes  to  our  system  is  an  attractive  notion,  such  changes  also 
have  costs,  and  would  be  difficult  to  achieve.     In  following  a 
naive  "quick-fix"  approach  to  health  insurance  reform,  recent 
studies  comparing  the  United  States  and  Canada  do  not  accurately 
reflect  the  role  administrative  functions  play  in  health  care 
systems.     In  particular,  GAO's  recent  analysis  makes  a  simplistic 
comparison  of  the  U.S.  system  with  Canada  and  concludes  too 
hastily  that  the  United  States  could  achieve  significant  savings 
if  it  fully  adopted  the  health  care  system  of  the  comparison 
country. 

In  comparing  the  administrative  costs  of  our  health  care  system 
and  Canada's,  we  must  understand  the  extent  to  which  some 
administrative  procedures  are  valuable  from  a  quality  and 
outcomes  perspective,  as  well  as  to  the  extent  to  which  others 
represent  good  health  management  practices.     In  addition,  we  need 
to  recognize  that  some  administrative  costs  arise  from 
underpinnings  of  our  health  care  system,  such  as  how  we  handle 
malpractice.     Finally,  given  the  fact  that  we  would  need  to 
convert  our  current  system  to  a  reformed  system,  we  must  also 
focus  on  the  costs  of  this  transition. 
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Quality  Assurance  Administrative  Functions 

A  significant  proportion  of  U.S.  administrative  costs  are  devoted 
to  quality  health  care  activities,   such  as  the  survey  and 
certification  of  health  care  facilities  to  ensure  that  they  meet 
basic  quality  standards;  medical  review  activities  to  ensure  that 
medical  procedures  are  necessary,  appropriate,  and  meet 
professional  medical  standards;  the  development  of  practice 
guidelines;  and  research  examining  the  clinical  and  cost 
effectiveness  of  medical  procedures.     Administrative  funds  are 
also  used  for  comprehensive  data  collection,  utilization  review, 
and  innovations  in  management  information  systems.  Important 
data  are  collected  for  outcomes  assessment  research  and  for 
assessing  the  efficiency  of  providers  in  delivering  medical 
services.     These  strategies  represent  our  assurances  that 
Americans  receive  quality  health  care  today.     They  also  provide 
the  foundations  for  improving  the  quality  of  care  in  the  future. 

Although  each  of  these  functions  incur  costs,  they  also  provide 
many  important  benefits  to  the  American  public.     In  the  long  run, 
emphasis  on  quality  and  outcomes  may  also  save  money,  as  well  as 
reduce  suffering,  by  maintaining  a  healthier  population. 

Would  those  focusing  on  the  Canadian  system  as  a  model  for  reform 
want  to  put  an  end  to  these  practices?     The  frequent 
recommendation  to  simply  reduce  all  administrative  costs  to 
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Canada's  levels  indicate  that  some  would.     Would  the  American 
public  agree  to  the  elimination  of  existing  protections  for  the 
guality  of  the  health  care  services  they  receive? 

Alternative  Delivery  Administrative  Functions 

Our  nation  plays  a  uniguely  innovative  role  in  experimenting  with 
alternative  health  care  financing  and  delivery  mechanisms  that 
would  improve  the  guality  of  health  care,   increase  access  to 
care,  and  contain  health  care  costs.     In  particular,  major 
developments  have  occurred  in  the  area  of  coordinated  care.     As  a 
health  service  delivery  mechanism,  managed  care  organizations 
emphasize  preventive  care  and  the  coordination  of  care  between 
all  types  of  providers,   including  integrated  prospective  and 
retrospective  reviews  of  medical  procedures. 

We  believe  that  the  benefits  realized  from  the  coordination  of 
guality  care  outweigh  any  additional  administrative  costs  or 
burdens  that  may  be  experienced  by  organizations  practicing 
coordinated  care.     For  example,  Kaiser  Permanente  of  Southern 
California  and  Portland  employ  physician  assistants  or  nurse 
practitioners  trained  in  geriatrics  to  track  nursing  facility 
patients  so  as  to  identify  problems  and  contact  physicians 
earlier  than  would  be  done  by  the  nursing  facility  staff.  This 
more  timely  medical  intervention  reduces  both  emergency  room  and 
hospital  use.     In  addition,  the  GHAA  recently  published 
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statistics  demonstrating  that  HMO  utilization  rates  for  selected 
highly  variable  inpatient  surgical  procedures including 
hysterectomy,  coronary  artery  bypass,  and  cardiac 
catheterization,  tend  to  be  lower  than  the  national  surgical 
rates.     These  lower  HMO  rates  are  not  indicative  of 
underutilization,  however,  because  the  HMO  surgical  rates  for 
non-discretionary  procedures  such  as  inguinal  hernia  repair  are 
similar  to  the  national  rates.     These  are  just  two  of  many 
examples  where  specific  administrative  costs  translate  into  lower 
costs,  higher  quality  health  care,  and  higher  quality  of  life. 

The  cost-effectiveness  of  coordinated  care  and  its  popularity  in 
this  country  has  also  caught  the  attention  of  Canadian  health 
officials.     As  mentioned  by  witnesses  during  these  hearings,  the 
Canadian  province  of  Ontario  is  currently  experimenting  with 
managed  care  options  to  control  costs  and  provide  quality  care. 
Again  we  must  ask  if  the  American  public  and  health  care 
providers  would  want  to  forego  the  benefits  of  coordinated  care 
under  a  reformed  system  —  to  perhaps  save  some  additional 
dollars  in  administration. 

In  short,  certain  administrative  costs,  such  as  those  associated 
with  coordinated  care  and  quality  assurance  programs,   lead  to 
lower  overall  costs  and  better  quality.     Simplistic  studies  that 
ignore  these  real  issues  have  the  potential  to  mislead  the  public 
with  regard  to  making  cost-effective  reforms  to  our  health  care 
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system  that  do  not  compromise  quality. 
Malpractice  Insurance  and  the  Tort  System 

Malpractice  litigation  is  far  more  common  in  the  United  States 
than  in  Canada.     Simply  put,  Americans  sue.     Significant  costs, 
many  billions  of  dollars  of  total  domestic  health  care  outlays, 
can  be  attributed  to  extensive  record  keeping,  insurance 
premiums,  and  the  practice  of  defensive  medicine.     None  of  these 
costs  would  be  lessened  by  implementing  a  Canadian-style  system 
unless  it  includes  significant  malpractice  reform.     Thus,  the 
potential  administrative  savings  cited  by  the  GAO  are  necessarily 
inflated. 

These  costs,  however,  could  be  reduced  with  malpractice  reform 
undertaken  in  the  existing  U.S.  system.     Whether  or  not  we  adopt 
a  major  reform,  changes  in  malpractice  laws  such  as  those 
proposed  by  the  President  to  lower  costs,  to  ensure  that 
litigation  does  not  unnecessarily  consume  resources  that  could  be 
used  for  health  care,  and  to  improve  access  to  services, 
particularly  among  vulnerable  populations,  need  to  be  made  in  the 
U.S.  tort  system. 

Transition  Costs 

No  one  will  be  able  to  wave  a  magic  wand  to  instantaneously  and 
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f rictionlessiy  change  the  U.S.  health  care  system.  Though 
barely  noted  in  the  GAO  report,  massive  transition  costs  would  be 
associated  with  a  radical  change  to  the  U.S.  health  care  system 
into  that  of  Canada.     Glossing  over  these  costs  may  be  acceptable 
in  a  theoretical,   illustrative  comparison,   but  the  people  who  run 
our  health  care  system  know  they  are  inescapable.     We  should  be 
careful  not  to  mislead  the  public  into  believing  that  moving  to  a 
national  health  insurance  plan  could  be  accomplished  without 
disrupting  current  operations  and  health  care  delivery.     Such  a 
change  would  lead  to  significant  if  temporary  costs  for  such 
things  as  implementing  a  new  financing  system,  training 
personnel,  and  misallocation  of  employment. 

Administrative  Initiatives 

Recognizing  that  administrative  savings  can  be  achieved  under  our 
current  pluralistic  health  insurance  system  with  regard  to 
billing  practices,  the  Administration,   and  HCFA  in  particular,  is 
currently  pursuing  these  savings  with  a  number  of  initiatives. 
Further  strides  have  been  made  toward  the  standardization  of 
claims  forms.     In  working  with  the  insurance  industry,  HCFA  has 
developed  the  HCFA-1500  claims  form  for  physician  and  outpatient 
services.     Although  the  use  of  the  form  is  voluntary,  wide 
acceptance  is  expected.     In  addition,  HCFA  is  reducing  paperwork 
costs  through  the  promotion  of  electronic  billing.     The  physician 
advisory  committee,  chaired  by  Dr.  Nancy  Gary,   is  currently 
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reviewing  Medicare  regulatory  requirements  to  identify  areas  for 
possible  simplification.     We  are  also  proposing  contractor 
reforms  to  promote  greater  consistency  and  reliability  in 
Medicare  contractor  operations.     Finally,   the  President's  FY  1992 
budget  seeks  to  further  reduce  burdens  placed  on  physicians 
through  a  variety  of  proposals  to  improve  medical  review.  If 
similar  policies  were  implemented  on  a  system-wide  basis, 
administrative  savings  would  be  achievable  without  radically 
reforming  the  financing  of  our  system. 

Conclusion 

The  basic  flaw  of  the  GAO  report  and  similar  studies  is  that  they 
are  unable  to  associate  differences  in  health  spending  with 
differences  in  the  underlying  morbidity  of  the  populations,  the 
amenities  offered  by  the  systems,  the  relative  guality  standards 
of  the  health  care  provided,   and  the  efficiency  of  the  provision 
of  care.     Given  that  these  factors  speak  to  the  heart  of  a 
successful  health  care  system,  they  need  to  be  considered  in 
comparisons  of  health  care  systems.     Due  to  their  impact  on  any 
reforms  to  the  American  health  care  system,   structural  effects 
and  transition  costs  must  also  be  addressed. 

As  the  discussions  on  health  care  reform  continue,  we  must  not 
neglect  issues  of  quality  and  cost-effectiveness.     The  American 
people  should  receive  the  best  outcomes  for  their  health  care 
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dollars.     Although  we  need  to  gain  better  control  over  the  rising 
costs  of  our  health  care  system,  we  should  be  proud  of  our 
innovations  in  areas  such  as  managed  care  and  advances  in 
medicine,  as  well  as  our  standing  as  the  world's  leader  in 
ensuring  high  standards  of  quality.     I  would  also  like  to 
emphasize  that  the  Canadians  rely  on  American  research  and 
development  for  high  technology  equipment  and  pharmaceuticals. 
If  the  United  States  followed  the  Canadian  example,  there  would 
not  be  another  country  that  could  serve  as  our  safety  valve, 
giving  Americans  access  to  new  medical  technologies.     I  do  not 
believe  that  any  American  would  want  to  sacrifice  our  position  or 
continued  development  in  these  areas  and  forego  the  quality 
health  care  resulting  from  them.     Thus,  while  it  is  useful  to 
look  at  other  national  health  care  systems  for  innovations  and 
valuable  lessons,  we  should  first  look  to  our  own  system's 
strengths  and  encourage  those  practices  that  offer  the  "best  buy" 
for  our  health  care  dollars. 

In  conclusion,  I  want  to  thank  the  Committee  for  holding  these 
hearings  to  discuss  these  issues  and  providing  us  an  opportunity 
to  offer  our  views. 
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Preamble 

AARP  believes  that  the  United  States  has  the  resources  to  ensure  access  to  acute  and 
long-term  care  for  all  individuals,  and  to  control  health  care  costs  without  compromising 
quality  of  care.  Efforts  to  reform  the  health  care  system  must  recognize  the  need  ro 
provide  acute  and  long-term  care  over  the  course  of  an  individual's  lifetime.  AARP 
recognizes  that  advancement  may  be  achieved  in  incremental  steps,  but  we  believe  that 
each  of  these  steps  should  move  the  country  closer  to  the  goal  of  comprhensive, 
affordable  acute  and  long-term  care  for  people  of  all  ages. 

The  following  sets  of  principles  are  designed  to  guide  the  Association  in  its  efforts  to 
reform  our  current  acute  and  long-term  care  systems.  The  principles  do  not  address 
every  specific  issue  relating  to  health  care  reform,  but  they  do  establish  criteria  for 
evaluating  and  comparing  reform  proposals.  They  also  serve  to  guide  the  Association  n 
its  participation  in  the  public  debate  over  health  care  reform. 

Acute  Care  Principles: 

1.  All  individuals  have  a  right  to  receive  health  care  services  when  they  need 
them. 

The  public,  through  the  federal  and  state  governments,  has  the  ultimate 
responsibility  to  develop  a  system  that  ensures  reasonable  and  equitable 
access  to  needed  health  care  services  for  all  individuals. 

2.  All  individuals  have  a  right  to  reasonable  access  to  health  care  coverage 
that  provides  adequate  financial  protection  against  health  care  costs. 

The  public,  through  the  federal  and  state  governments,  has  the  ultimate 
responsibility  to  develop  a  system  that  ensures  universal  access  to  health 
care  coverage  for  all  individuals,  including  individuals  with  disabilities  or 
health  problems.  The  health  care  system  should  be  designed  to  ensure  that 
all  individuals  are  covered  by  a  public  or  private  health  coverage  plan.  The 
government  should  establish  a  minimum  benefit  package  to  which  all 
individuals  are  entitled. 

3.  AD  individuals  have  a  right  to  high  quality  health  care. 

The  health  care  system  should  collect,  analyze,  and  disseminate  informant 
about  provider  performance,  health  care  outcomes,  and  the 
appropriateness  and  effectiveness  of  health  care  services.  Quality 
assurance  programs,  such  as  peer  review  and  professional  licensure,  should 
be  strengthened  and  coordinated. 
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4.  All  individuals  should  have  a  reasonable  choice  of  health  care  providers. 

Cost  containment  efforts  should  not  unreasonably  limit  choice  of  providers. 
Consumers  should  be  provided  with  sufficient  information  about  health 
care  providers  and  treatment  options  to  make  informed  health  care 
decisions. 

5.  Financing  of  the  health  care  system  should  be  equitable,  broadly  based,  and 
affordable  to  all  individuals. 

Government,  employers,  and  individuals  share  the  responsibility  to 
participate  in  health  care  financing.  Our  present  method  of  financing 
health  care  should  be  replaced  by  fairer,  more  progressive  financing 
approaches.  Burdensome  cost-sharing  requirements  (e.g.,  burdensome 
deductibles  and  coinsurance)  should  be  avoided  because  they 
disproportionately  affect  the  sick  and  the  poor.  The  public,  through  the 
federal  and  state  governments,  should  subsidize  the  cost  of  health  care 
coverage  for  individuals  with  lower  incomes  and  should  fully  finance  health 
care  coverage  for  the  poor.  Any  financing  method  should  preserve  the 
dignity  of  the  individual,  regardless  of  his  or  her  income  level. 

6.  Methods  of  provider  reimbursement  should  promote  cost  containment. 
encourage  efficient  service  delivery,  and  compensate  providers  fairly. 

Health  care  providers  should  receive  basically  the  same  reimbursement  for 
the  same  services  within  a  given  area,  regardless  of  the  payment  source. 
The  government  should  play  a  major  role  in  establishing  more  uniform 
reimbursement  practices  and  rates  for  health  care  providers.  Health  care 
providers  share  in  the  responsibility  to  be  fiscally  prudent. 

7.  Health  care  spending  should  be  more  rational  and  should  be  managed 
through  more  effective  planning,  budgeting,  and  resource  coordination. 

The  distribution  and  allocation  of  health  care  resources  (e.g.,  capital, 
technology,  and  personnel)  should  encourage  innovation,  efficiency,  and 
cost  effectiveness,  and  should  promote  reasonable  access  to  services. 
Federal  and  state  governments  should  play  a  major  role  in  planning  and 
coordinating  the  allocation  of  health  care  resources. 

8.  Health  promotion  and  disease  prevention  efforts  should  be  strengthened. 

The  public  health  system  (e.g.,  water  and  sewer  service,  environmental 
protection,  occupational  safety,  etc.)  should  be  strengthened  to  ensure  the 
public's  health,  safety,  and  well-being.  Public  health  efforts  should:  (1) 
increase  citizen  understanding  and  awareness  of  health,  environmental  and 
safety  issues  and  problems;  (2)  improve  access  to  primary  and  preventive 
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care  services,  such  as  maternal  and  child  health  care,  immunizations,  and 
nutrition  counseling;  (3)  conduct  health,  environmental,  and  safety-related 
research;  (4)  coordinate  the  collection  and  dissemination  of  information 
about  health,  environmental,  and  safety  issues;  and  (5)  assure  compliance 
with  health,  environmental,  and  safety  standards. 

Individuals  share  a  responsibility  for  safeguarding  their  health  by  educating 
themselves  and  taking  appropriate  preventive  measures  to  protect  their 
health,  safety,  and  well-being. 

The  government,  health  care  providers,  and  consumer  organizations  share 
in  the  responsibility  to  educate  the  public  about  health  care.  Differentials 
in  contributions  for  health  care  coverage  to  encourage  healthy  behavior  can 
be  appropriate  as  long  as  they  do  not  deny  access  to  health  care. 

The  acute  and  long-term  care  systems  should  be  coordinated  to  ensure  a 
continuum  of  care  across  an  individual's  lifetime. 
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AARP  believes  that  the  United  States  has  the  resources  to  ensure  access  to  acute  and 
long  term  care  for  all  individuals,  and  to  control  health  care  costs  without 
compromising  quality  of  care.  Efforts  to  reform  the  health  care  system  must  recognize 
the  need  to  provide  acute  and  long  term  care  over  the  course  of  an  individual's  lifetime. 
AARP  recognizes  that  advancement  may  be  achieved  in  incremental  steps,  but  we 
believe  that  each  of  these  steps  should  move  the  country  closer  to  the  goal  of 
comprehensive,  affordable  acute  and  long  term  care  for  people  of  all  ages. 

The  following  sets  of  principles  are  designed  to  guide  the  Association  in  its  efforts  to 
reform  our  current  acute  and  long  term  care  systems.  The  principles  do  not  address 
every  specific  issues  relating  to  health  care  reform,  but  they  do  establish  criteria  for 
evaluating  and  comparing  reform  proposals.  They  also  serve  to  guide  the  Association  in 
its  participation  in  the  public  debate  over  health  care  reform. 


Long  Term  Care  Principles: 

1.  Long-term  care  services  should  be  available  to  all  people  who  need  them, 
regardless  of  age  or  income.  The  long-term  care  program  should  base 
eligibility  for  services  on  a  person's  physical  and  cognitive  functioning, 
including  limitations  in  performing  activities  of  daily  living  (e.g.,  eating, 
bathing  and  dressing)  and  a  person's  need  for  supervision.  Uniform, 
national  assessments  should  determine  whether  a  person  meets  the 
eligibility  criteria  for  the  program  and  the  type  and  level  of  care  that  a 
person  needs. 

2.  A  national  long-term  care  program  should  provide  a  comprehensive  range 
of  services.  These  services  should  include:  (1)  in-home  assistance;  (2) 
community  services;  (3)  long-term  care  services  in  a  full  range  of 
supportive  housing  options  (4)  institutional  care;  and  (5)  rehabilitative 
services.  Long-term  care  should  be  provided  in  the  least  restrictive  setting 
possible. 

3.  T%te  new  public  program  should  assist,  not  replace,  current  informal 
aRghnen.  Families  and  friends  need  access  to  supportive  services  so  that 
they  are  not  unreasonably  burdened  and  can  continue  to  provide  care. 
The  services  should  include  respite  care,  adult  day  care,  and  other  types  of 
assistance,  such  as  an  expanded  dependent  care  tax  credit. 

4.  Implementation  of  the  public  program  must  be  phased-tn  to  ensure  orderly 
development  of  the  new  system.  Expansion  of  services  should  be 
accompanied  by  development  of  a  long-term  care  infrastructure,  including 
health  care  personnel,  that  will  permit  the  delivery  of  a  comprehensive 
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range  of  home,  community  and  institutional  services. 

5.  The  principles  of  social  insurance  (e.g.,  Social  Security  or  Medicare),  and 
shared  risk  must  be  extended  to  long-term  care.  Under  social  insurance 
programs,  individuals  pay  into  the  system  and  are  then  entitled  to  benefits 
when  they  are  needed.   By  spreading  the  cost  across  the  entire 
population,  universal  protection  can  be  achieved  in  an  affordable, 
equitable  manner  for  everyone. 

6.  The  new  long-term  care  program  should  be  financed  primarily  through 
taxes  earmarked  to  a  trust  fund.  Revenue  sources  could  include  payroll 
taxes,  increased  estate  and  gift  taxes,  income  taxes  and  modest  premiums. 
The  new  public  program  must  be  financed  through  taxes  and  premiums  so 
that  it  does  not  increase  the  federal  deficit. 

7.  The  new  public  program  must  provide  a  solid  foundation  for  protection, 
upon  which  the  private  sector  can  build.  The  private  sector  could 
supplement  the  public  program  by  covering  the  program's  copayments  and 
deductibles,  as  well  as  services  that  the  public  program  does  not  provide. 
Any  private  sector  approach  (e.g.  long  term  care  insurance)  should  be 
subject  to  strong  standards  to  protect  consumers  from  inadequate 
products. 

8.  Payment  to  providers  of  long-term  care  services  must  be  reasonable  and 
provide  financial  returns  to  providers  who  deliver  quality  care. 
Reimbursement  systems  for  home,  community,  and  institutional  care  must 
respond  to  clients'  needs,  promote  delivery  of  quality  care,  and  recognize 
the  outcomes  of  care  provided  to  clients. 

9.  Cost  containment  mechanisms  must  be  built  into  the  new  long-term  care 
system.  Use  of  services  could  be  controlled  by  providing  a  denned  set  of 
services  to  beneficiaries.  Modest  deductibles  and  copayments  also  should 
be  included.  However,  people  with  low  incomes  should  be  protected. 

10.  The  federal  and  state  governments  should  assure  delivery  of  quality  care 
tinder  the  new  long-term  care  program.  Recent  improvements  in  the 
quality  assurance  systems  for  nursing  homes  and  home  health  agencies 
should  be  swiftly  and  vigorously  enforced.  In  addition,  new  methods  of 
■Muring  the  quality  of  other  home  and  community  services  must  be  found 


Appendix  3.— Statements  and  Material  Submitted  for  the 
Record  of  June  11,  1991 

STATEMENT  OF  CONGRESSMAN  GARY  A.  CONDIT 
BEFORE  THE 
COMMITTEE  ON  GOVERNMENT  OPERATIONS 
JUNE  11,  1990 

Mr.  Chairman,  I  commend  you  for  holding  hearings  on  the 
important  issue  of  health  care  reform  in  the  United  States.  I 
appreciate  your  leadership  on  this  issue  and  the  witnesses  present 
today  for  taking  the  time  to  testify  before  us. 

I  strongly  believe  that  the  nation  is  in  need  of  comprehensive 
reform  in  health  care,  with  an  emphasis  on  economy,  efficiency, 
universal  accessibility  and  quality. 

Reform  in  our  nation's  health  care  delivery  must  take  into 
account  investor-owned,  for  profit  hospitals.      According  to  the 
American  Hospital  Association  Hospital  Statistics  for  1990-1991, 
proprietary  hospitals  account  for  approximately  16  percent  of  all 
hospitals  in  the  United  States.     In  California,  28  percent  of  the 
members  of  the  California  Association  of  Hospitals  and  Health 
Systems  are  investor-owned. 
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At  the  hearing  on  June  4,  1991,  Charles  Bowsher,  Comptroller 
General,  presented  a  GAO  report  which  concluded  that  elements  of 
the  Canadian  system,  including  universal  access,  a  uniform  payment 
system  and  expenditure  controls  are  worthy  of  consideration  in  a 
reformed  U.S.  system.     Mr.  Bowsher  did  not  have  information  on  the 
issue  of  proprietary  hospitals  in  Canadian  national  health  care, 
but  agreed  to  look  into  this  issue. 

I  hope  that  the  witnesses  today  will  provide  insight  into  what 
role  they  believe  proprietary  hospitals  should  play  in  a  reformed 
health  care  system  in  the  United  States.     I  look  forward  to  the 
testimony  of  the  witnesses. 


Comments  on  "Canadian  Health  Insurance:  Lessons  for  the  U.S." 
David  U.  Himmelstein,  M.D.,  Steffie  Woolhandler,  M.D.,  M.P.H. 


The  GAO's  report  makes  a  significant  contribution  to  the  debate  over  health  policy 
reform.  It  makes  clear  that  the  potential  administrative  savings  from  implementing  a 
Canadian-style  system  in  the  U.S.  would  be  sufficient  to  extend  comprehensive  health 
insurance  coverage  to  all  Americans  without  increasing  health  care  costs.  However,  the  GAO 
report  understates  the  potential  administrative  savings  of  a  Canadian-style  system  by  at  least 
$25  billion,  and  may  leave  some  with  the  false  impression  that  such  a  reform  would  lead  to 
shortages  of  high  technology  services. 

We  have  previously  published  the  only  scholarly  evaluations  of  health  administrative 
costs  in  the  U.S.  and  Canada.  A  copy  of  our  paper  on  this  subject  published  in  the  May  2, 
1 991  New  England  Journal  of  Medicine  is  attached  to  this  written  testimony.  Our  comments 
on  administrative  costs  are  supported  by  the  detailed  methodology  and  citations  included  in 
that  paper,  which  underwent  an  extensive  peer  review  process  prior  to  publication. 

The  GAO's  calculation  of  administrative  savings  is  based  on  1989  figures  for  U.S. 
insurance  overhead  costs.  According  to  more  recent  estimates  from  the  Commerce 
Department,  insurance  overhead  in  the  U.S.  in  1991  will  account  for  7.1  %  of  spending,  not 
the  5.8%  that  it  consumed  in  1989  (U.S.  Department  of  Commerce.  U.S.  Industrial  Outlook 
1991,  page  44-1 ).  The  more  recent  figure  reflects  the  extraordinarily  rapid  increase  in  health 
administration  costs  in  recent  years,  and  suggests  that  the  GAO  has  underestimated  potential 
savings  in  this  category  by  about  $10  billion. 

The  GAO's  estimation  of  savings  on  hospital  bureaucracy  also  appears  to  understate 
the  true  potential  savings.  The  report  correctly  states  that  administration  and  billing 
consumes  9.0%  of  Canadian  hospital  costs.     However,  the  GAO's  figure  of  15% 
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administrative  costs  for  U.S.  hospitals  (for  which  they  do  not  cite  a  source)  is  far  too  low. 
According  to  data  supplied  by  the  California  Health  Facilities  Commission,  administration  and 
billing  accounted  for  20.2%  of  California  hospital  spending  in  1987  (using  definitions  of 
administration  closely  matched  to  those  employed  in  Canada).  There  is  strong  reason  to 
believe  that  these  California  figures  accurately  represent  hospital  billing  and  administration 
costs  nationwide.  Hence,  the  GAO  underestimates  potential  savings  on  hospital 
administration  by  about  $15  billion. 

In  addition,  the  GAO  estimate  of  administrative  savings  in  physicians'  offices  is  at  the 
very  lowest  end  of  the  plausible  range,  and  these  savings  may  well  be  substantially  higher. 
The  report  also  fails  to  include  the  administrative  savings  on  nursing  homes  that  would  be 
realized  under  a  Canadian-style  system. 

While  the  GAO's  report  accurately  reviews  the  availability  of  high  technology  services 
in  Canada,  it  may  leave  some  with  the  impression  that  the  queues  for  a  few  services 
experienced  in  some  Canadian  provinces  would  also  be  a  feature  of  a  Canadian-style  system 
in  the  U.S.  First,  it  should  be  emphasized  that  such  queues  exist  for  only  a  handful  of  the 
thousands  of  medical  procedures.  Second,  the  U.S.  currently  spends  40%  more  per  capita 
for  medical  care  than  does  Canada,  and  the  GAO  report  assumes  that  the  current  U.S.  level 
of  spending  would  be  maintained  under  a  Canadian-style  financing  system.  Given  this  much 
higher  U.S.  health  expenditure  level,  it  is  not  plausible  that  shortages  of  technology  or  queues 
for  services  would  develop  any  time  in  the  forseeable  future.  While  this  fact  is  acknowledged 
in  an  appendix  to  the  GAO  report,  it  should  be  featured  much  more  prominently. 

The  clear  message  of  this  important  report  is  that  all  Americans  can  have  unrestricted 
access  to  ail  medically  necessary  care  without  any  increase  in  overall  health  spending,  if  our 
government  leaders  are  willing  to  make  the  hard  political  choices  that  are  necessary,  notably 
evicting  the  private  insurance  industry  from  health  care  financing. 
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SPECIAL  ARTICLE 

THE  DETERIORATING  ADMINISTRATIVE  EFFICIENCY  OF  THE  U.S.  HEALTH  CARE 

SYSTEM 

Steffie  Woolhandler,  M.D.,  M.P.H.,  and  David  U.  Himmelstein,  M.D. 


Abstract  Background  and  Methods,  in  1983  the  pro- 
portion of  health  care  expenditures  consumed  by  adminis- 
tration in  the  United  States  was  60  percent  higher  than  in 
Canada  and  97  percent  higher  than  in  Britain.  To  assess 
the  effects  of  recent  health  policy  initiatives  on  the  admin- 
istrative efficiency  of  health  care,  we  examined  four  com- 
ponents of  administrative  costs  in  the  United  States  and 
Canada  for  1 987:  insurance  overhead,  hospital  adminis- 
tration, nursing  home  administration,  and  physicians'  bill- 
ing and  overhead  expenses.  Most  data  were  provided  by 
the  two  nations'  federal  health  and  statistics  agencies, 
supplemented  by  state  and  provincial  data  and  published 
sources.  Because  data  on  physicians'  billing  costs  were 
limited,  we  estimated  a  range  for  these  costs  by  two  meth- 
ods that  rely  on  different  sources  of  data.  All  figures  are 
reported  in  1987  U.S.  dollars. 

Results.  In  1987  health  care  administration  cost  be- 
tween $96.8  billion  and  $120.4  billion  in  the  United  States, 
amounting  to  19.3  to  24.1  percent  of  total  spending  on 

MEDICINE  is  increasingly  a  spectator  sport. 
Doctors,  patients,  and  nurses  perform  before  an 
enlarging  audience  of  utilization  reviewers,  efficiency 
experts,  and  cost  managers  (Fig.  1).  A  cynic  viewing 
the  uninflected  curve  of  rising  health  care  spending 
might  wonder  whether  the  cost-containment  experts 
cost  more  than  they  contain;  one  is  reminded  of  the 
Chinese  proverb  "There  is  no  use  going  to  bed  early  to 
save  candles  if  the  result  is  twins." 

In  1983  the  proportion  of  health  care  spending  con- 
sumed by  administrative  costs  in  the  United  States 
was  60  percent  higher  than  in  Canada  and  97  percent 
higher  than  in  Britain.2  Recent  U.S.  health  policies 
have  increased  bureaucratic  burdens  and  curtailed  ac- 
cess to  care.  Yet  they  have  failed  to  contain  overall 
costs.  This  study  updates  and  expands  estimates  of 
the  costs  of  health  administration  in  North  America 
through  1987. 2  The  results  demonstrate  that  the  bu- 
reaucratic profligacy  of  the  U.S.  health  care  system 
has  increased  sharply,  while  in  Canada  the  proportion 
of  spending  on  health  care  consumed  by  administra- 
tion has  declined. 

Methods 

We  examined  four  components  of  administrative  costs  in  the 
United  States  and  Canada:  insurance  overhead,  hospital  adminis- 
tration, nursing  home  administration,  and  physicians'  overhead 
and  billing  expenses.  All  estimates  are  for  fiscal  year  1987,  the  most 
recent  year  for  which  complete  data  were  available.  Costs  are  re- 
ported in  1987  U.S.  dollars,  based  on  the  1987  exchange  rate  of 
$1.33  (Canadian)  =  $1  (U.S.);  calculations  of  per  capita  spending 
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health  care,  or  $400  to  $497  per  capita.  In  Canada, 
between  8.4  and  11.1  percent  of  health  care  spending 
($1 17  to  $156  per  capita)  was  devoted  to  administration. 
Administrative  costs  in  the  United  States  increased  37 
percent  in  real  dollars  between  1983  and  1987,  whereas 
in  Canada  they  declined.  The  proportion  of  health  care 
spending  consumed  by  administration  is  now  at  least  117 
percent  higher  in  the  United  States  than  in  Canada  and 
accounts  for  about  half  the  total  difference  in  health  care 
spending  between  the  two  nations,  if  health  care  adminis- 
tration in  the  United  States  had  been  as  efficient  as  in 
Canada,  $69.0  billion  to  $83.2  billion  would  have  been 
saved  in  1 987. 

Conclusions.  The  administrative  structure  of  the  U.S. 
health  care  system  is  increasingly  inefficient  as  compared 
with  that  of  Canada's  national  health  program.  Recent 
health  policies  with  the  avowed  goal  of  improving  the  effi- 
ciency of  care  have  imposed  substantial  new  bureaucratic 
costs  and  burdens.  (N  Engl  J  Med  1991;  324:1253-8.) 

were  based  on  populations  of  243,934,000  in  the  United  States  and 
25,652,000  in  Canada. 

Figures  on  insurance  overhead  in  the  United  States  were  obtained 
from  the  Health  Care  Financing  Administration.3  Although  nation- 
wide data  on  the  costs  of  hospital  and  nursing  home  administration 
were  not  available,  the  California  Health  Facilities  Commission 
regularly  compiles  detailed  cost  data,  based  on  Medicare  cost  re- 
ports, on  that  state's  hospitals  and  nursing  homes.  Four  years 
ago  we  confirmed  that  administrative  costs  in  California's  health 
facilities  were  similar  to  those  in  at  least  two  other  states.2 
Since  then,  trends  in  hospital  and  nursing  home  financing  and  or- 
ganization in  California  have  paralleled  developments  in  the  nation 
as  a  whole.4  5  We  computed  total  hospital  administrative  costs  by 
summing  costs  in  the  following  categories:  general  accounting, 
patient  accounting,  credit  and  collection,  admitting,  other  fiscal 
services,  hospital  administration,  public  relations,  personnel  de- 
partment, auxiliary  groups,  data  processing,  communications,  pur- 
chasing, medical  library,  medical  records,  medical-staff  admin- 
istration, nursing  administration,  in-service  education,  and  other 
administrative  services.  We  excluded  costs  attributed  to  research 
administration,  administration  of  educational  programs,  printing 
and  duplicating,  depreciation,  amortization,  leases  and  rentals,  in- 
surance, licenses,  taxes,  central  services  and  supply,  other  ancillary 
services,  and  unassigned  costs.  We  assumed  that  administration 
represented  the  same  proportion  of  total  hospital  costs  in  Cali- 
fornia as  nationwide.  We  derived  estimates  of  nationwide  admin- 
istrative costs  for  nursing  homes  from  the  California  data  in  a  sim- 
ilar manner. 

Although  Canada's  10  provincial  health  programs  differ  in  some 
details,  they  share  common  structural  features  that  tend  to  stream- 
line bureaucracy.  Each  program  provides  comprehensive  coverage 
for  virtually  all  provincial  residents  under  a  single  publicly  adminis- 
tered plan.  Private  insurance  may  cover  additional  services,  but 
duplication  of  the  public  coverage  is  proscribed;  hospitals  are  paid  a 
lump-sum  (global)  amount  to  cover  operating  expenses,  and  physi- 
cians bill  the  program  directly  for  all  fees. 

The  Health  Statistics  Branch  of  Health  and  Welfare  Canada  and 
Statistics  Canada's  Canadian  Center  for  Health  Information  pro- 
vided unpublished  data  on  nationwide  spending  for  insurance,  hos- 
pitals, and  nursing  homes.  These  data  were  derived  from  the  pro- 
vincial governments'  reports  of  their  expenditures  for  insurance 
administration  and  from  detailed  cost  reports  submitted  by  hospi- 
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tals  and  nursing  homes.  We  computed  total  hospital  administrative 
costs  by  summing  costs  in  the  following  categories:  hospital  admin- 
istration ("other"),  advertising,  association-membership  fees,  busi- 
ness machines,  collection  fees,  postage,  auditing  and  accounting 
fees,  other  professional  fees  (such  as  legal  fees  but  excluding  medical 
fees),  service-bureau  fees,  telephone  and  telegraph,  indemnity  to 
board  members,  travel  and  convention  expenses,  medical  records 
and  hospital  library,  and  nursing  administration.  We  excluded  ad- 
ministrative and  support  services  for  educational  and  research  pro- 
grams, insurance,  interest,  printing,  stationery  and  office  supplies, 
materiel  management,  and  central  supply.  Statistics  Canada  tabu- 
lates administrative  costs  for  nursing  homes  as  a  single  category. 
These  data  are  less  reliable  than  the  hospital  figures,  since  cost 
reporting  by  nursing  homes  is  voluntary,  and  the  number  of  facili- 
ties reporting  varies  substantially  from  year  to  year. 

We  confirmed  the  accuracy  of  the  Canadian  federal  data,  using 
more  detailed  but  incomplete  data  from  British  Columbia,  the 
Maritimes,  Ontario,  Quebec,  and  Saskatchewan6"10  (and  personal 
communications:  Cunningham  D,  British  Columbia  Ministry  of 
Health;  Lim  P,  Continuing  Care  Employee  Relations  Association  of 
British  Columbia;  and  Davis  J,  Ontario  Ministry  of  Health).  Be- 
cause these  data  generally  matched  the  national  figures,  we  have  not 
reported  them  separately. 

Only  indirect  or  incomplete  information  is  available  on  the  billing 
costs  of  Canadian  and  U.S.  physicians.  We  therefore  used  two  dif- 
ferent methods  to  estimate  these  costs,  one  based  on  physicians' 
reports  of  their  professional  expenses  and  the  other  on  the  numbers 
of  employees  in  physicians'  offices.  The  expense-based  method 
(Method  1)  probably  overestimates  the  actual  difference  in  billing 
costs  between  the  two  nations,  whereas  the  personnel-based  ap- 
proach (Method  2)  may  underestimate  the  difference. 

Our  first  approach,  Method  1,  rests  on  the  assumption  that  the 
entire  difference  in  physicians'  billing  and  overhead  expenses  (ex- 
cluding malpractice  premiums"1'2)  between  the  United  States  and 
Canada  is  attributable  to  the  excess  administrative  costs  borne  by 
American  doctors.  The  American  Medical  Association  (AMA)  esti- 
mates U.S.  physicians'  incomes  and  practice  expenses  on  the  basis 
of  the  results  of  a  survey  of  a  representative  sample  of  nonfederal, 
practicing  physicians  (excluding  interns  and  residents).1'2  Revenue 
Canada  tabulates  physicians'  professional  expenses  on  the  basis  of 
tax  returns  (Rehmer  L,  Health  Information  Division,  Health  and 
Welfare  Canada:  personal  communication).  Because  these  figures 
are  "distorted,  primarily  because  of  the  way  group  practice  physi- 
cians tend  to  report  expenses"  (Rehmer  L,  Health  Information  Di- 
vision, Health  and  Welfare  Canada:  personal  communication),  we 
used  Revenue  Canada's  corrected  tabulation,  which  included  only 
the  91  percent  of  physicians  who  reported  professional  expenses 
amounting  to  between  5  percent  and  300  percent  of  their  net  in- 
comes. We  added  to  both  the  U.S.  and  Canadian  figures  an  estimate 
of  the  value  of  the  physicians'  time  devoted  to  billing13  (and  Pea- 
chey  D:  personal  communication);  we  assumed  that  this  time  was 
valued  at  the  same  rate  as  other  professional  activity. 

Using  Method  2,  we  also  estimated  physicians'  billing  costs  on 
the  basis  of  data  on  the  number  of  clerical  and  managerial  person- 
nel employed  in  their  offices,  as  well  as  the  costs  of  outside  billing 
services.  For  the  United  States,  we  obtained  information  on  physi- 
cians' office  personnel  from  data  tapes  from  the  Census  Bureau's 
March  1988  Current  Population  Survey  (CPS).14  Since  comparable 
survey  data  were  unavailable  for  Canada,  we  used  information  from 
a  detailed  study  of  office  staffing  patterns  in  the  province  of  Quebec 
in  1977  15  These  earlier  figures  were  slightly  higher  than  informal 
current  estimates  provided  by  the  Ontario  Medical  Association 
(Peachey  D:  personal  communication).  For  both  the  United  States 
and  Canada,  we  assumed  that  the  total  annual  cost  per  employee 
averaged  $35,000  (including  wages,  benefits,  taxes,  work  space, 
equipment,  telephone,  supplies,  and  other  costs  attributable  to  the 
employee)  and  that  the  ratio  of  clerical  workers  to  physicians  (ex- 
cluding residents)  was  identical  in  offices  and  other  settings.  We 
added  to  both  the  U.S.  and  Canadian  figures  estimates  of  the  value 
of  physicians'  personal  time  spent  on  billing,  calculated  as  de- 
scribed above.  For  the  United  States  we  added  the  cost  of  outside 
billing  services  as  determined  by  a  recent  survey  by  the  AMA.13 


Finally,  to  evaluate  trends  over  time,  we  recalculated  the  1987 
figures  to  maintain  strict  comparability  with  the  less  detailed  and 
less  complete  data  for  1983.'2  As  in  our  earlier  paper,2  we  estimated 
physicians'  billing  and  overhead  costs  by  the  expense-based  method 
(Method  I).  However,  we  excluded  the  cost  of  physicians'  time 
spent  on  billing  because  comparable  data  were  unavailable  for  1 983. 
In  keeping  with  our  earlier  method,  we  included  malpractice  costs 
in  physicians'  overhead  expenses  but  corrected  for  increases  over 
time  in  these  costs."  '2  lfi  For  each  country  we  took  average  total 
professional  expenses  in  1987,  subtracted  the  average  1987  malprac- 
tice premium,  then  added  the  average  1983  malpractice  premium 
(all  expressed  as  a  percentage  of  gross  income).  The  1983  figures 
were  converted  to  1987  dollars  with  use  of  the  gross-domestic-prod- 
uct price  index  for  each  country." 

Results 

Insurance  Overhead 

In  1987  private  insurance  firms  in  the  United  States 
retained  $18.7  billion  for  administration  and  profits 
out  of  total  premium  revenues  of  $157.8  billion.3 
Their  average  overhead  costs  ( 1 1 .9  percent  of  premi- 
ums) were  considerably  higher  than  the  3.2  percent 
administrative  costs  of  government  health  programs 
such  as  Medicare  and  Medicaid  ($6.6  billion  out  of 
total  expenditures  of  $207.3  billion).3  Together,  ad- 
ministration of  private  and  public  insurance  programs 
consumed  5.1  percent  of  the  $500.3  billion  spent  for 
health  care,  or  $106  per  capita. 

The  overhead  costs  for  Canada's  provincial  insur- 
ance plans  amounted  to  $235  million  (0.9  percent)  of 
the  $26.57  billion  spent  by  the  plans"  (and  Health 
Information  Division,  Health  and  Welfare  Canada: 
personal  communication).  The  administrative  costs  of 
Canadian  private  insurers  averaged  10.9  percent  of 
premiums  ($200  million  of  the  $1.83  billion  spent  for 
such  coverage)  (Health  Information  Division,  Health 
and  Welfare  Canada:  personal  communication).  Total 
administrative  costs  for  Canadian  health  insurance 
consumed  1.2  percent  of  health  care  spending,  or  $17 
per  capita. 

Hospital  Administration 

Hospital  administration  represented  20.2  percent  of 
hospital  costs  in  California  in  1987- 1988. 18  Extrapo- 
lating this  figure  to  the  total  U.S.  hospital  expendi- 
tures of  $194.7  billion  in  19872  yielded  an  estimate  of 
$39.3  billion,  or  $162  per  capita,  consumed  by  hospital 
administration.  In  Canada,  hospital  administration 
cost  $1.27  billion,  amounting  to  9.0  percent  of  total 
hospital  expenditures  of  $14.14  billion  (Health  Infor- 
mation Division,  Health  and  Welfare  Canada:  person- 
al communication),  or  $50  per  capita. 

Nursing  Home  Administration 

The  administrative  costs  in  California's  nursing 
homes  accounted  for  15.8  percent  of  total  revenues  in 
1987- 1988. 19  On  the  basis  of  this  figure,  we  estimate 
that  administration  cost  $6.4  billion  of  the  $40.6  bil- 
lion spent  nationally  for  nursing  home  care,3  or  $26 
per  capita.  Canadian  nursing  homes  spent  $231  mil- 
lion on  administration  in  1987-1988,  amounting  to 
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Figure  1 .  Growth  in  the  Numbers  of  Physicians  and  Health  Care 

Administrators  from  1 970  to  1 987. 
The  data  are  from  Statistical  Abstract  of  the  United  States  for 
these  years  (Table  64-2, 109th  edition).'  Because  of  a  modifica- 
tion in  the  Bureau  of  the  Census'  definition  of  "health  administra- 
tors," the  change  between  1982  and  1983  is  interpolated  rather 
than  actual. 


13.7  percent  of  the  total  expenditures  of  $1.69  billion 
(Statistics  Canada,  Canadian  Center  for  Health  Infor- 
mation: personal  communication),  or  $9  per  capita. 

Physicians'  Billing  Expense 

Method  1 

When  calculated  according  to  Method  1,  U.S.  phy- 
sicians' overhead  and  billing  expenses,  excluding  mal- 
practice premiums,  made  up  43.7  percent  of  their 
gross  professional  income12  —  S44.9  billion  of  the 
$102.7  billion  spent  for  physicians'  services.3  In  addi- 
tion, physicians  spent  an  average  of  six  minutes  on 
each  Medicare  and  Blue  Shield  claim.13  Assuming 
that  the  time  required  to  bill  other  insurers  was  simi- 
lar, the  average  physician  spent  about  1 34.4  hours  per 
year  (4.4  percent  of  his  or  her  total  professional  activi- 
ty) on  billing;  this  time  had  a  total  value  of  $4.5  bil- 
lion. Thus,  the  total  value  of  U.S.  physicians'  billing 
and  overhead  was  $49.4  billion,  or  $203  per  capita. 

Canadian  physicians'  professional  expenses,  ex- 
cluding malpractice  premiums,  amounted  to  $1.99  bil- 
lion, or  34.4  percent  of  their  gross  income  (Rehmer  L: 
personal  communication).  According  to  the  director 
of  professional  affairs  of  the  Ontario  Medical  Associ- 
ation, "The  commitment  of  time  to  billing  ...  is 
trivial  and  can  be  measured  in  seconds  [per  claim]" 
(Peachey  D:  personal  communication).  Assuming  that 
the  average  physician  spends  1  percent  of  his  or  her 
professional  time  on  billing,  with  a  total  value  of  $58 
million  annually,  the  total  cost  of  physicians'  billing 
and  overhead  was  $2.04  billion,  or  $80  per  capita. 


The  average  office-based  physician  in  the  United 
States  employed  1.47  clerical  and  managerial  work- 
ers (Himmelstein  DU,  Woolhandler  S:  unpublished 
data),  at  an  annual  cost  of  $5 1 ,564  per  physician,  for  a 
total  of  $20.0  billion.  As  calculated  above  (Method  1), 


the  time  physicians  spent  on  billing  was  valued  at  $4.5 
billion.  In  addition,  13.9  percent  of  physicians  con- 
tracted with  outside  billing  firms,  at  an  average  annu- 
al cost  of  $23,196  each,13  for  a  total  of  $1.3  billion. 
Physicians'  total  billing  and  clerical  expenses  amount- 
ed to  $25.8  billion,  or  $106  per  capita. 

The  average  office-based  general  practitioner  in 
Quebec  employed  0.733  receptionists  and  secretaries15 
at  an  annual  cost  of  $25,655  per  physician,  for  a  total 
of  $1.0  billion  for  Canadian  physicians.  In  addition, 
the  time  physicians  spent  on  billing  was  valued  at  $58 
million.  Physicians'  total  billing  and  clerical  expenses 
were  thus  $1.06  billion,  or  $41  per  capita. 

Total  Costs  of  Administration 

Table  1  summarizes  the  per  capita  costs  of  heaith 
care  administration  in  the  United  States  and  Canada, 
including  physicians'  billing  and  overhead  costs  as 
calculated  by  the  two  different  methods.  Overall  ex- 
penditures for  health  care  administration  in  the  Unit- 
ed States  totaled  $96.8  billion  to  $120.4  billion  ($400 
to  $497  per  capita),  accounting  for  19.3  to  24. 1  percent 
of  the  $500.3  billion  spent  for  health  care.  Canadians 
spent  $3.00  billion  to  $3.98  billion  for  health  care  ad- 
ministration ($117  to  $156  per  capita),  amounting  to 
8.4  to  11.1  percent  of  the  $35.9  billion  spent  for  health 
care.  The  difference  of  $283  to  $341  in  the  per  capita 
cost  of  health  care  administration  and  billing  account- 
ed for  43.5  to  52.5  percent  of  the  total  difference  in 
health  spending  between  the  two  nations.  If  U.S. 
health  care  administration  had  been  as  efficient  as 
Canada's,  $69.0  to  $83.2  billion  (13.8  to  16.6  percent 
of  total  spending  on  health  care)  would  have  been 
saved  in  1987. 

The  difference  between  the  United  States  and  Can- 
ada in  billing  and  administrative  costs  has  markedly 
increased  since  1983. 2  Insurance  overhead  in  the  Unit- 
ed States  has  risen  from  4.4  percent  to  5.1  percent 
of  total  health  care  spending,  whereas  insurance 
overhead  in  Canada  has  declined  from  2.5  percent  to 


Table  1 .  Cost  of  Health  Care  Administration  in  the 
United  States  and  Canada,  1 987. 


Cost  Category 

Spending  pi 

r  Capita* 

U.S. 

CANADA 

Insurance  administration 

106 

17 

Hospital  administration 

162 

50 

Nursing  home  administration 

26 

9 

Physicians'  overhead  and  billing 

expenses 

Expense-based  estimate 

203 

80 

Personnel-based  estimate 

106 

41 

Total  costs  of  health  care 
administration'1' 

High  estimate 

497 

156 

400 

117 

•All  costs  are  expressed  in  U.S.  dollars 

tThe  high  estimate  incorporates  physicians'  administrative  costs  derived 
by  the  expense-based  method,  and  the  low  estimate  costs  derived  by  the 
personnel-based  method. 
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1.2  percent.2  Hospital  administrative  costs  have  risen 
from  18.3  percent  to  20.2  percent  of  total  hospi- 
tal spending  in  the  United  States,  whereas  in  Can- 
ada these  costs  have  climbed  slightly  from  8.0  per- 
cent to  9.0  percent.2  Administrative  expenses  in  U.S. 
nursing  homes  rose  from  14.4  percent  to  15.8  percent 
of  costs,  whereas  administration's  share  of  total  costs 
rose  from  10.5  to  13.7  percent  in  Canada.2  Physicians' 
professional  expenses  (excluding  malpractice  premi- 
ums) have  increased  from  41.4  percent  to  43.8  percent 
of  gross  income  in  the  United  States,  whereas  the 
Canadian  figure  declined  from  35.5  percent  to  34.4 
percent.2 

When  we  recalculated  the  1987  figures  to  maintain 
comparability  with  the  less  complete  1983  data,  we 
found  that  U.S.  administrative  costs  rose  from  21.9 
percent  to  23.9  percent  of  health  care  spending  be- 
tween 1983  and  1987,  whereas  in  Canada  administra- 
tive costs  declined  from  13.7  percent  to  1 1.0  percent.2 
After  adjustment  for  inflation,  the  divergence  was 
even  more  striking.  The  costs  of  the  health  care  bu- 
reaucracy in  the  United  States  rose  by  $32.2  billion 
(37  percent)  between  1983  and  1987,  an  increase  of 
$118  per  capita.  Administrative  costs  in  the  Canadian 
health  care  system  fell  by  $161  million  during  this 
period,  a  decrease  of  $6  per  capita. 

Discussion 

Most  of  our  analysis  is  based  on  well-substantiated 
data,  although  in  some  areas  reliable  figures  are 
sparse.  The  comparability  of  the  data  on  hospital  ad- 
ministrative costs  in  Canada  and  the  United  States  is 
uncertain.  However,  we  relied  on  detailed  budgetary 
categories  that  appeared  closely  matched  in  the  two 
nations.  Although  data  on  the  administrative  costs  of 
health  maintenance  organizations  are  limited,  they  do 
not  appear  to  differ  substantially  from  those  in  the 
U.S.  fee-for-service  sector.20"22 

Both  of  our  methods  for  estimating  physicians'  bill- 
ing costs  are  imprecise.  The  expense-based  method 
(Method  1)  may  overstate  the  difference  between  the 
United  States  and  Canada,  since  it  assumes  that  the 
entire  discrepancy  in  the  proportion  of  income  devot- 
ed to  professional  expenses  was  accounted  for  by  mal- 
practice premiums,  billing,  and  administration.  The 
personnel-based  method  (Method  2)  may  understate 
the  difference  because  it  assumes  that  aides  and  other 
clinical  personnel  employed  in  physicians'  offices  per- 
formed no  activities  related  to  billing,  that  the  total 
annual  cost  per  clerical  worker  was  no  less  in  Canada 
than  in  the  United  States,  and  that  Canadian  billing 
operations  have  not  been  streamlined  since  1977  de- 
spite computerization.  An  official  of  the  Ontario 
Medical  Association  estimates  that  electronic  claims 
submission  and  reconciliation  takes  about  one  sixth  as 
much  staff  time  as  paper-based  billing  (Peachey  D: 
personal  communication). 

In  the  United  States,  clerical  and  managerial  staff 


accounted  for  59.5  percent  of  the  nonphysician  em- 
ployees in  doctors'  offices  in  1988,  and  74,700  more 
were  added  over  the  ensuing  two  years  (Himmelstein 
DU,  Woolhandler  S:  unpublished  data).  In  contrast, 
technicians  and  technologists  accounted  for  only  7.3 
percent  of  nonphysician  office  workers  in  1988  and  for 
only  5.7  percent  in  1990  (Himmelstein  DU,  Wool- 
handler  S:  unpublished  data).  In  1988,  the  staff  in  a 
typical  U.S.  physician's  office  spent  about  one  hour  on 
each  Blue  Shield  or  Medicare  claim,13  at  least  20  times 
more  than  in  Ontario  (Peachey  D:  personal  communi- 
cation; Weinkauf  D:  personal  communication).  In  a 
typical  practice  in  Canada,  "One  person  does  all  the 
billing,  bookkeeping  and  typing  ...  for  8  physi- 
cians."23 

Our  estimates  omit  the  administrative  costs  of 
union  and  employer  health-benefit  programs  and  the 
administrative  work  done  by  hospital  nurses  and  other 
nonphysician  clinical  personnel  —  all  probably  great- 
er in  the  United  States  than  in  Canada.  Moreover, 
patients  in  the  United  States  spend  far  more  time  (and 
anguish)  on  insurance  paperwork  than  do  Canadians; 
these  costs  are  not  reflected  in  our  figures.  On  the 
other  hand,  some  argue  that  funding  health  services 
through  taxes,  as  in  Canada,  erodes  productivity 
throughout  the  economy  by  discouraging  work  and 
investment —  the  so-called  dead-weight  loss.24  Within 
the  range  of  tax  rates  in  North  America,  however,  the 
magnitude,  and  even  existence,  of  this  dead-weight 
loss  is  controversial.25 

The  United  States  spent  37  percent  more  in  real 
dollars  on  health  administration  in  1987  than  in  1983. 2 
The  recent  quest  for  efficiency  has  apparently  ampli- 
fied inefficiency.  Cost-containment  programs  predi- 
cated on  stringent  scrutiny  of  the  clinical  encounter 
have  required  an  army  of  bureaucrats  to  eliminate 
modest  amounts  of  unnecessary  care.  Each  piece 
of  medical  terrain  is  meticulously  inspected  except 
that  beneath  the  inspectors'  feet.  Paradoxically,  the 
cost-management  industry  is  among  the  fastest-grow- 
ing segments  of  the  health  care  economy  and  is 
expected  to  generate  $7  billion  in  revenues  by  1993. 26 
The  focus  on  micromanagement  has  obscured  the 
fundamentally  inefficient  structure  required  to  imple- 
ment such  policies.  In  contrast,  Canada  has  evolved 
simple  mechanisms  to  enforce  an  overall  budget,  but  it 
allows  doctors  and  patients  wide  latitude  in  decid- 
ing how  the  funds  are  spent.  Reducing  our  adminis- 
trative costs  to  Canadian  levels  would  save  enough 
money  to  fund  coverage  for  all  uninsured  and  underin- 
sured  Americans.27  Universal  comprehensive  cover- 
age under  a  single,  publicly  administered  insurance 
program  is  the  sine  qua  non  of  such  administrative 
simplification. 

The  fragmented  and  complex  payment  structure  of 
the  U.S.  health  care  system  is  inherently  less  efficient 
than  the  Canadian  single-payer  system.  The  existence 
of  numerous  insurers  necessitates  determinations 
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of  eligibility  that  would  be  superfluous  if  everyone 
were  covered  under  a  single,  comprehensive  program. 
Rather  than  a  single  claims-processing  apparatus  in 
each  region,  there  are  hundreds.  Fragmentation  also 
reduces  the  size  of  the  insured  group,  limiting  savings 
from  economies  of  scale.  Insurance  overhead  for  U.S. 
employee  groups  with  fewer  than  5  members  is  40 
percent  of  premiums  but  falls  to  5.5  percent  for  groups 
of  more  than  10,000. 2H  Competition  among  insurers 
leads  to  marketing  and  cost  shifting,  which  benefit  the 
individual  insurance  firm  but  raise  systemwide  costs. 

A  lack  of  comprehensiveness  in  coverage  also  drives 
up  administrative  costs.  Copayments,  deductibles, 
and  exclusions  are  expensive  to  enforce  and  lead  many 
enrollees  to  purchase  secondary  "Medigap"  policies. 
The  secondary  insurers  maintain  redundant  and  ex- 
pensive bureaucracies.2'1 

The  efficiency  of  U.S.  health  care  is  further  compro- 
mised by  the  extensive  participation  of  private  insur- 
ance firms  whose  overhead  consumes  1 1 .9  percent  of 
premiums,  as  compared  with  3.2  percent  in  U.S.  pub- 
lic programs.1  Even  the  "public"  figure  reflects  the 
inefficiency  of  the  private  firms  that  process  claims  for 
Medicare  for  an  average  of  $2.74  per  claim,  "'  whereas 
Ontario's  Ministry  of  Health  processes  claims  for 
$0.41  each  (Davis  J:  personal  communication).  More- 
over, the  inefficiency  of  private  insurers  is  not  unique 
to  the  United  States.  The  small  private-insurance  sec- 
tors of  Canada,  the  United  Kingdom,  and  Germany 
have  overheads  of  10.9  percent,  16  percent,  and  15.7 
percent,  respectively."  12  A  major  advantage  of  public 
programs  in  terms  of  efficiency  is  their  use  of  existing 
tax-collection  structures,  obviating  the  need  for  a  re- 
dundant bureaucracy  to  collect  money  for  health  serv- 
ices. Thus,  the  overhead  in  Germany's  premium- 
based,  quasi-public  sickness  funds  is  between  4.6 
percent"  and  4.8  percent  (Kuhn  H:  personal  commu- 
nication) —  considerably  higher  than  the  overhead  in 
tax-funded  systems. 

The  scale  of  waste  among  private  carriers  is  illus- 
trated by  Blue  Cross/Blue  Shield  of  Massachusetts, 
which  covers  2.7  million  subscribers  and  employs 
6682  workers 14  —  more  than  work  for  all  of  Canada's 
provincial  health  plans,  which  together  cover  more 
than  25  million  people'  "'  (and  Davis  J:  personal  com- 
munication; Cunningham  D:  personal  communica- 
tion); 435  provincial  employees  administer  the  cover- 
age for  more  than  3  million  people  in  British  Columbia 
(Cunningham  D:  personal  communication). 

The  existence  of  multiple  payers  in  the  United 
States  also  imposes  bureaucratic  costs  on  health  care 
providers.  Hospitals  must  bill  several  insurance  pro- 
grams with  varying  and  voluminous  regulations  on 
coverage,  eligibility,  and  documentation.  Moreover, 
billing  on  a  per-patient  basis  requires  an  extensive 
internal  accounting  apparatus  for  attributing  costs 
and  charges  to  individual  patients  and  insurers.  In 
contrast,  Canada's  single-payer  system  funds  hospi- 


tals through  global  budgets,  eliminating  almost  all 
hospital  billing.  The  striking  administrative  efficiency 
of  the  Shriners'  hospitals  in  the  United  Slates,  which 
bill  neither  patients  nor  third  parties  and  devote  only 
2  percent  of  their  revenues  to  administration,''  sug- 
gests that  payment  mechanisms  rather  than  cultural 
or  political  milieus  determine  administrative  costs. 
Here,  too,  the  European  experience  parallels  North 
America's.  British  hospitals  that  are  assigned  global 
budgets  devote  6.9  percent  of  spending  to  administra- 
tion,"' but  those  paid  on  a  per-patient  basis  (such  as 
Humana's  Wellington  Hospital  in  London)  spend  18 
percent." 

The  synchronous  growth  of  bureaucratic  profligacy 
and  unmet  health  needs  is  reminiscent  of  Dickens' 
somber  tale  of  six  poor  travelers  who  were  relegated  to 
outbuildings  when  the  hostel  built  for  them  was  fully 
occupied  by  its  charitable  administrators. 

I  Ibund,  UH>.  that  about  a  thirtieth  part  of  the  annual  revenue  was 
now  expended  on  the  purposes  commemorated  in  the  inscription 
over  the  door:  the  rest  being  handsomely  laid  out  in  Chancery,  law 
expenses,  colleclorship,  receivership,  |x>undage,  and  other  appen- 
dages of  management,  highly  complimentary  to  the  im|x>rtanre  of 
the  six  Poor  Travellers. 111 

The  house  of  medicine  is  host  to  a  growing  array  of 
specialists  in  fields  unconnected  to  healing.  At  its  pres- 
ent rate  of  growth,  administration  will  consume  a 
third  of  spending  on  health  care  12  years  hence,  and 
half  of  the  health  care  budget  in  the  year  2020. 

We  are  indebted  to  Mr.  Lothar  Rehmer,  Ms.  Judith  Dowler.  Dr. 
Jane  Fulton,  and  Mr.  Cilles  port  in  lor  providing  much  of  the  raw 
data  on  Canadian  health  spending  and  to  Dr.  David  H.  Bor  for  his 
invaluable  advice. 
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Executive  Summary 

The  US.  wastes  more  on  health  care  bureaucracy  than  it  would  cost  to  provide  health 
care  to  all  of  the  uninsured.  Administrative  expenses  will  consume  $159.1  to  $193.2 
billion  out  of  total  health  expenditures  of  $756  billion  in  1991.  Streamlining 
administrative  overhead  to  Canadian  levels  would  save  between  $115.2  and  $135.6  billion 
in  1991  alone,  or  $3,349  to  S3 ,919  for  each  of  the  34.4  million  Americans  uninsured  in 
1990.  This  is  more  than  the  $3,011  that  will  be  spent  per  capita  on  health  care  in  the 
VS.  in  1991. 

These  results  are  derived  from  projections  of  health  spending  In  1991  and  detailed 
data  on  administrative  costs  in  the  U.S.  and  Canada  in  1987.  They  are  conservative 
estimates  of  the  potential  savings  since  the  efficiency  of  health  administration  has  been 
deteriorating  in  the  US.,  and  improving  in  Canada.  The  complex  and  fragmented 
payment  structure  of  the  U.S.  health  care  system  increases  administrative  overhead  in 
the  U.S.  relative  to  Canada,  where  a  single-payer  national  health  program  has  existed 
since  1971. 

The  cost  of  excess  health  bureaucracy  to  the  states,  estimated  here  for  the  first  time, 
is  equally  striking.  Oregon,  which  has  recently  proposed  to  ration  life-saving  care  to 
poor  women  and  children,  could  save  $1.2  to  $1.5  billion  in  1991  alone  by  reducing 
administrative  overhead  to  Canadian  levels  -  or  between  $3,025  and  $3,630  for  each  of 
the  400,000  Oregonians  without  health  insurance  in  1990.  Massachusetts,  with  500,000 
uninsured  state  residents,  may  scrap  its  law  mandating  that  employers  provide  health 
benefits,  due  to  the  state's  fiscal  crisis,  but  could  save  $3.4  to  $3.9  billion  in  1991  if  it 
streamlined  administration  to  Canadian  levels.  Ohio,  home  to  a  million  uninsured 
residents,  is  considering  legislation  to  establish  a  single-payer  public  insurance  program 
that  would  cover  all  state  residents.  Such  an  approach  could  save  Ohio  $5.1  to  $6.0 
billion  on  administration  in  1991. 

Overall,  between  70.2  and  72.4  percent  of  spending  on  administration  (15.2  to  17.9 
percent  of  total  health  spending)  would  be  saved  in  1991  if  the  US.  health  care  system 
were  as  administratively  efficient  as  Canada. 
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INTRODUCTION 

This  report  compares  the  cost  of  health  care  bureaucracy  in  the  U.S. 
to  that  in  Canada  in  1991.  We  also  calculate  (for  the  first  time 
anywhere)  the  cost  of  excess  bureaucracy  in  each  of  the  SO  states  and 
the  District  of  Columbia.  These  state-by-state  estimates  represent  the 
amount  each  state  would  save  on  administration  if  it  streamlined 
bureaucracy  to  Canadian  levels.  This  information  should  be  useful  to 
consumers,  national  and  state  legislators,  health  policy  experts, 
economists,  and  others  concerned  with  skyrocketing  medical  costs  and 
declining  access  to  medical  care. 

ADMINISTRATIVE  COSTS  TO  THE  NATION:  1987-1991 

The  administrative  structure  of  the  U.S.  health  care  system 
consumes  a  large  and  increasing  share  of  health  spending.  Between 
1983  and  1987,  administrative  expenses  increased  by  37  percent  in  real 
terms.  In  comparison,  administrative  costs  in  Canada,  where  a  national 
health  program  has  been  in  place  since  1971,  are  72  percent  lower  than 
in  the  U.S.  and  actually  fell  between  1983  and  1987.  If  U.S.  health 
administration  bad  been  as  efficient  as  Canada's  in  1987,  between  $69.0 
and  $83.2  billion  dollars  would  have  been  saved  in  that  year  alone 
(Woolhandler  S,  Himmelstein  DU.  The  deteriorating  administrative 
efficiency  of  U.S.  health  care.  N  Engl  J  Med.  May  2,  1991). 

m  1991  bureaucracy  will  consume  between  $159.1  and  $193.2 
billion  ($637  to  $769  per  capita)  out  of  total  health  expenditures  of  $756 
billion.  This  estimate  is  based  on  the  conservative  assumption  that 
administrative  overhead  represents  a  similar  share  of  health  spending  on 
hospital  care,  nursing  borne  care,  physicians'  services,  and  insurance 
overhead  now  as  in  1987.  Streamlining  administration  to  Canadian 
levels  would  save  between  $115.2  and  $135.6  billion  in  administrative 
costs,  or  $459  to  $540  per  person.  Actual  spending  on  administration, 
and  potential  savings,  may  be  much  higher,  since  administrative 
efficiency  has  been  deteriorating  in  the  U.S.,  and  improving  in  Canada. 

THE  SINGLE-PAYER  ADVANTAGE 

The  huge  gap  in  administrative  costs  between  the  U.S.  and  Canada 
•rises  from  their  differing  mechanisms  of  paying  for  health  care.  While 
Canada  has  a  single  insurance  plan,  or  "single-payer",  in  each  province 
that  pays  the  bills  for  everyone,  the  U.S.  has  a  complex  and  fragmented 
payment  structure  built  around  1,500  different  insurance  plans,  each  with 
its  own  bureaucracy  and  regulations  on  coverage,  eligibility,  and 
documentation.  Some  comparative  features  of  administration  in  the  two 
nations,  gathered  by  Harvard  researchers  Drs.  Steffie  Woolhandler  and 
David  U.  Himmelstein,  are  listed  in  Table  1. 

ADMINISTRATIVE  WASTE:  THE  COST  TO  THE  STATES 

If  the  states  were  as  efficient  at  administering  health  care  as  the 
Canadian  provinces,  they  could  be  saving  $115.2  to  $135.6  billion  in 
1991  (Table  2).  The  potential  administrative  savings  add  up  to  $3,349 
to  $3519  for  each  of  the  34.4  million  Americans  uninsured  in  1990  - 
more  than  the  $3,011  that  will  be  spent  on  health  care  for  each  person 
in  the  U.S.  in  1991.  California,  with  the  largest  state  health  budget  at 
$109  billion  in  1991,  would  save  $16  to  $20  billion.  Almost  six  million 
Califomians  were  uninsured  in  1990.  At  the  other  end  of  the  scale, 
Wyoming,  with  an  estimated  100,000  residents  without  health  insurance, 
would  save  $144  to  $170  million  out  of  total  1991  expenditures  of  $973 
million. 

Our  estimates  are  based  solely  on  administrative  savings,  only  one 
part  of  the  potential  savings  under  a  Canadian-style  system.  The 


Canadian  single-payer  health  system  is  also  better  at  controlling  system- 
wide  inflation.  Health  expenditures  in  the  U.S.  are  rising  three  times  as 
rapidly  as  the  U.S.  Gross  National  Product;  in  Canada  tbey  are  rising  at 
a  rate  only  slightly  greater  than  growth  in  the  Gross  National  Product 
Since  we  do  not  include  the  savings  a  Canadian-style  system  generates 
by  controlling  non-administrative  health  inflation,  our  estimates 
represent  a  lower  bound  of  what  could  be  achieved  with  a  single-payer 
national  health  program. 

POLICY  IMPLICATIONS  OF  POTENTIAL  SAVINGS 

From  Oregon  to  Ohio,  Minnesota  to  Massachusetts,  the  states  are 
grappling  with  the  interrelated  problems  of  skyrocketing  medical  costs 
and  increasing  numbers  of  residents  without  health  insurance.  Faced 
with  federal  inaction,  states  are  taking  steps  to  increase  access  to  health 
care,  but  most  of  the  reforms  under  consideration  (or  already  passed) 
will  fail  to  capture  the  administrative  savings  possible  by  switching  to 
a  Canadian-style,  single-payer  system. 

Oregon  and  Massachusetts  have  passed,  but  not  implemented,  "play 
or  pay"  laws  that  require  employers  to  provide  health  insurance  to  their 
employees  or  to  pay  additional  taxes.  Oregon  is  also  attempting  to 
expand  Medicaid  to  more  of  the  poor  by  rationing  expensive  procedures. 
Neither  approach  will  decrease  overall  administrative  waste,  or  its  pace 
of  growth.  (After  adjusting  for  inflation,  administrative  expenses  grew 
by  $32.2  billion,  or  37  percent,  between  1983  and  1987).  Because  the 
"play  or  pay"  approach  neither  generates  any  administrative  savings  nor 
controls  system-wide  inflation,  it  is  very  expensive.  If  Oregon  was  as 
administratively  efficient  as  Canada,  it  could  save  $1.2  to  SI  i  billion 
in  1991  without  rationing  -  or  between  $3,025  and  $3,630  for  each  of 
the  400,000  Oregonians  uninsured  in  1990.  Massachusetts,  which  has 
postponed  implementing  its  "play  or  pay"  laws  due  to  the  state's  fiscal 
crisis,  could  save  $3  J  to  $3.9  billion  on  health  bureaucracy  in  1991.  An 
estimated  500,000  Massachusetts  residents  did  not  have  health  insurance 
in  1990. 

Other  approaches  also  fail  to  take  advantage  of  the  potential 
administrative  savings  of  a  single-payer  system.  Minnesota  has  created 
a  special  insurance  fund  for  poor  children,  and  several  slates  have 
changed  their  insurance  laws  to  allow  insurers  to  sell  stripped-down 
"basic"  policies,  which  exclude  coverage  for  "extras"  like  mammography 
and  drug  abuse  treatment,  to  selected  groups.  Minnesota  is  also 
considering  subsidizing  "basic"  policies  for  low  income  residents  on  a 
sliding  scale.  While  such  efforts  are  well-intentioned,  tbey  are 
expensive  and  will  not  reach  all  the  uninsured.  Moreover,  rationing 
"extra"  care  (by  excluding  it  from  coverage  under  a  basic  plan)  would 
be  unnecessary  if  administration  were  streamlined.  Minnesota,  with 
400,000  uninsured  residents  in  1990,  would  save  $2.0  to  $2.3  billion  in 
1991  if  administrative  costs  were  reduced  to  Canadian  levels. 

Canada's  national  health  program  grew  from  provincial  initiatives. 
Legislation  is  now  under  consideration  in  Ohio,  and  several  other  states, 
to  create  Canadian-style,  single-payer  systems  that  would  trim 
bureaucracy  and  cover  all  state  residents.  We  estimate  that  Ohio  would 
save  $5.1  to  $6.0  billion  on  administration  with  Canadian-level 
efficiency  in  1991.  A  million  Ohio  arts  lacked  health  insurance  in  1990. 

CONCLUSION 

In  1991  the  U.S.  will  spend  $159.1  to  $193 .2  billion  (S637  to  $769 
per  capita)  on  health  bureaucracy,  out  of  total  expenditures  of  $756 
billion  ($3,011  per  capita).  The  states  could  save  between  SI  15.2  and 
$135.6  billion  dollars  (70.2  to  72.4  percent  of  administrative  overhead, 
15.2  to  17.9  percent  of  total  health  spending)  in  1991  if  tbey  streamlined 
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administration  to  Canadian  levels  by  adopting  a  single-payer  system. 
The  potential  savings  are  equivalent  to  $3,349  to  $3,919  for  each  of  the 
34.4  million  Americans  uninsured  in  1990. 

METHODOLOGY 

We  added  four  components  of  administrative  expense  (insurance 
overhead,  hospital  administration,  nursing  borne  administration,  and 
physician's  billing  and  overhead)  to  calculate  total  administrative 
spending  by  state  in  1991.  We  added  potential  savings  on  each 
component  to  arrive  at  total  possible  administrative  savings  per  state. 

Administrative  spending  on  each  component  was  calculated  as  the 
product  of  1991  projected  state  spending  in  each  of  four  areas  (insurance 
overhead,  hospital  care,  nursing  home  care,  and  physicians'  services) 
and  the  percentage  of  spending  in  each  area  devoted  to  administration. 
We  assumed  that  administration  would  consume  the  same  percentage  of 
each  type  of  spending  in  each  state  in  1991  as  it  did  in  the  nation  in 
1987:  100  percent  of  insurance  overhead,  20.2  percent  of  expenditures 
for  hospital  care,  1S.8  percent  of  expenditures  for  nursing  borne  care, 
and  25.1  to  48.1  percent  of  spending  on  physicians'  services. 
(Woolhandler  S,  Himmelstein  DU.  The  deteriorating  administrative 
efficiency  of  U.S.  health  care.  New  England  Journal  of  Medicine.  May 
2,  1991).  This  is  a  conservative  assumption  since  administration  is  the 
fastest  growing  segment  of  the  U.S.  health  care  system. 

Each  state's  savings  on  each  component  was  calculated  as  the 
product  of  1991  projected  state  spending  in  each  of  four  areas  (insurance 
overhead,  hospital  care,  nursing  borne  care,  and  physicians'  services) 
and  the  percentage  of  spending  in  each  area  that  would  be  saved  if  the 
state  health  care  system  were  as  administratively  efficient  as  Canada's. 

Each  state's  1991  spending  in  each  area  was  estimated  by  inflating 
1982  state  data  (the  most  recent  available)  on  per  capita  health 
expenditures  from  the  Division  of  National  Cost  Estimates  (Levit  K. 
Personal  health  care  expenditures,  by  State:  1966-1982.  Health  Care 


Financing  Review,  Summer,  1985)  by  the  national  increase  in  per  capita 
spending  in  each  area  between  1982  and  1991.  The  resulting  1991  per 
capita  figures  were  multiplied  by  1991  state  population  forecasts  to 
arrive  at  1991  state  spending.  State  figures  on  per  capita  insurance 
overhead  and  total  health  expenditures  were  not  available  for  1982: 
these  were  calculated  by  multiplying  each  state's  per  capita  personal 
health  care  expenditures  by  the  national  ratios  of  these  figures  to 
personal  health  care  expenditures  (0.059  and  1.144,  respectively). 

Significant  proportions  of  services  delivered  in  the  District  of 
Columbia  were  purchased  by  out-of-state  residents  from  Virginia  and 
Maryland  in  1982,  exaggerating  per  capita  health  spending  in  the 
District.  To  account  for  this,  we  averaged  health  spending  in  the 
District,  Maryland  and  Virginia  to  estimate  per  capita  health  spending 
in  the  District  of  Columbia. 

Forecasts  of  1991  national  health  care  spending  by  type  of 
expenditure  were  obtained  from  the  U.S.  Department  of  Commerce 
(1991  U.S.  Industrial  Outlook).  1991  national  and  state  population 
estimates  were  extrapolated  from  U.S.  Census  figures  on  each  state's 
1990  population  and  the  rate  of  population  change  between  1980  and 
1990  (Bureau  of  the  Census,  Press  Release  CB91-07). 

We  assumed  that  the  states  would  save  the  same  percentage  in  each 
area  in  1991  as  the  nation  as  a  whole  would  have  saved  in  1987  bad  our 
health  system  been  as  efficient  as  Canada's:  85.8  percent  of  insurance 
overhead,  14.0  percent  of  hospital  care,  10.2  percent  of  nursing  home 
care,  and  between  15.4  and  29.2  percent  of  expenditures  for  physicians' 
services  (Woolhandler  S,  Himmelstein  DU.  The  deteriorating 
administrative  efficiency  of  U.S.  health  care.  New  England  Journal  of 
Medicine.  May  2,  1991).  This  assumption  is  conservative  since 
administrative  efficiency  has  been  deteriorating  in  the  U.S.  and 
improving  in  Canada.  A  range  of  savings  is  given  for  physicians' 
services  because  two  different  sources  of  data  were  used  by 
Woolhandler  and  Himmelstein  to  calculate  per  capita  spending  on 
physicians'  overhead  and  billing  expenses. 


TABLE  1 


COMPARATIVE  FEATURES  OF  HEALTH  ADMINISTRATION  IN  THE  VS.  AND  CANADA 


-Administrative  overhead  is  the  fastest  growing  segment  of  the  U.S.  health  system,  rising  from  21.9  percent  to  23.9 
percent  of  total  health  spending  between  1983  and  1987.  At  its  present  rate  of  growth,  it  will  consume  a  third  of  health 
spending  by  2002,  and  half  by  2020.  Administrative  overhead  in  Canada  fell  from  13.7  percent  of  health  spending  in 
1983  to  11.0  percent  in  1987. 


-Blue  Cross/Blue  Shield  of  Massachusetts  employs  6,682  workers  to  cover  2.7  million  subscribers,  more  than  are 
employed  by  all  10  Canadian  provincial  plans  to  cover  over  25  million  people. 


•Because  of  the  complexity  of  billing  and  administration,  U.S.  physicians  hired  74,700  additional  clerical  personnel 
between  1988  and  1990. 


•U.S.  hospitals  must  keep  detailed  per-patient  accounts  for  reimbursement  Canadian  hospitals  receive  their  budgets 
in  lump-sums  from  the  provincial  insurance  plans,  eliminating  almost  all  the  costs  of  hospital  billing.  As  a  result, 
administration  consumes  20.2  percent  of  hospital  spending  in  the  U.S.  in  comparison  to  9.0  percent  in  Canada. 


of  health  administrators  is  growing  three  times  as  fast  as  the  number  of  physicians  in  the  U.S. 


•Private  health  insurers  have  substantially  higher  overhead  costs  (12  percent  of  premiums  in  1987)  than  public 
programs  such  as  Medicaid  and  Medicare  (3.2  percent),  and  Canada's  provincial  insurance  plans  (0.9  percent). 


(Source:  Woolhandler  S,  Himmelstein  DU.  The  deteriorating  administrative  efficiency  of  U.S.  health  care.  New  England 
Journal  of  Medicine.  May  2.  1991) 
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The  Case  for  a  National  Health  Program 
David  U.  Himmelstein,  M.D.  &  Steffie  Woolhandler,  M.D.,  M.P.H. 


There  is  wide  agreement  that  U.S.  health  care  is  in  crisis.  Conservatives  tend  to  focus  on  the  problem 
of  skyrocketing  health  costs,  while  liberals  concentrate  on  the  37  million  Americans  who  are  uninsured 
and  often  denied  access  to  care.  Both  sides  perceive  the  goals  of  cost  control  and  improved  access  as 
irreconcileable.  In  this  paper  we  review  evidence  that  recent  policy  initiatives  have  exacerbated  both 
problems  and  fostered  bureaucratic  domination  of  medical  care.  We  argue  that  a  national  health  program 
(NHP)  incorporating  key  features  of  the  Canadian  system  can  simultaneously  improve  access,  contain 
costs,  and  reverse  the  trend  toward  bureaucratization. 


Access  to  Care 


The  U.S.  has  the  world's  most  technologically  advanced  and  expensive  health  care  system.  Yet  we  are 
the  only  developed  country  other  than  South  Africa  which  fails  to  guarantee  all  citizens  access  to  medical 
care.  For  about  15  years,  from  the  start-up  of  Medicaid  and  Medicare  until  the  early  1980s,  access  to 
care,  morbidity  and  mortality'  steadily  improved,  but  costs  soared.  Between  1965  and  1980  the  proportion 
of  black  women  receiving  early  prenatal  care  increased  50  percent;  the  number  of  poor  people  who  hadn't 
seen  a  phvsician  in  more  than  two  years  was  halved;  and  the  proportion  of  health  care  costs  paid  out-of- 
pocket  declined  from  52  percent  to  28  percent.  Meanwhile,  the  infant  mortality  rate  fell  4.6  percent  per 
year,  and  overall  death  rates  decreased  21  percent.  Unfortunately,  during  those  15  years  real  per  capita 
health  spending  (corrected  for  inflation)  doubled. 

Since  1980  government  and  corporate  policies  have  given  priority  to  slowing  cost  increases.  While  these 
policies  have  yet  to  contain  costs,  their  toll  has  already  been  high  in  terms  of  restrictions  on  care  and 
inequalities  in  health.  Decades  of  steady  social  and  health  progress  have  been  halted,  and  in  some  cases, 
reversed. 

Access  to  care  is  worst  for  the  poor  who  are  least  likely  to  be  insured  and  most  in  need  of  services.  As 
the  ranks  of  the  poor  have  swelled,  the  number  of  people  without  private  health  insurance  has  increased 
dramatically  -  47  percent  between  1980  and  1985.  At  the  same  time  the  proportion  of  poor  families 
covered  by  Medicaid  dropped  from  two  thirds  10  years  ago  to  46  percent  in  1985  as  the  average  income 
eligibility  standard  fell  from  55  percent  to  47  percent  of  the  poverty  line.  As  a  consequence,  the  number 
of  people  without  health  insurance  increased  more  than  40  percent  between  1978  and  1986  to  37  million, 
including  9.5  million  women  of  childbearing  age.  Fifty-four  percent  of  the  uninsured  live  in  families 
headed  by  a  full  time  worker,  and  13.5  percent  of  all  employed  persons  are  uninsured.  In  1984,  12 
million  workers  earning  less  than  S  10,000  per  year  had  no  health  insurance,  nor  did  nearly  one  third  of 
all  students  over  the  age  of  18  and  more  than  a  third  of  the  poor. 

For  those  with  some  insurance,  gaps  in  coverage,  deductibles  and  co-payments  may  still  impede  access. 
For  instance,  5  million  women  age  15-44  have  private  policies  that  don't  cover  maternity  care.  More 
than  20  million  people  have  health  insurance  so  inadequate  that  a  major  illness  would  cause  financial  ruin. 
The  elderly  are  particularly  vulnerable  since  Medicare  pays  only  49  percent  of  their  medical  expenses, 
about  the  same  proportion  covered  by  insurance  before  Medicare's  enactment.  Today  the  elderly  spend 
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15  percent  of  their  income  on  health  care,  while  low  income  elderly  devote  one  quarter  of  total  income 
to  health  care. 

The  number  of  under-insured,  like  the  number  of  uninsured,  is  rising.  Many  employers  anxious  to  limit 
benefit  costs  have  reduced  the  comprehensiveness  of  private  health  insurance  coverage  and/or  increased 
co-payments.  Between  1985  and  1986  alone,  the  Medicare  first  day  deductible  for  each  hospitalization 
rose  23  percent,  largely  due  to  the  DRG  program,  and  over  the  past  decade  Medicare  co-payments  have 
risen  50  percent  faster  than  the  elderly's  incomes.  Many  states  have  severely  constrained  Medicaid 
patients'  choice  of  providers  through  "managed  care"  initiatives  -  despite  evidence  from  a  large, 
randomized  controlled  trial  that  the  health  of  the  sick  poor  deteriorates  in  HMOs.  Overall,  for  the  first 
time  in  50  years  the  proportion  of  health  costs  paid  by  insurance  is  declining,  and  the  proportion  paid  out- 
of-pocket  is  rising. 

These  dry  insurance  statistics  have  very  real  and  distressing  human  consequences  -  elderly  patients 
foregoing  vital  medications  because  Medicare  doesn't  cover  outpatient  prescriptions;  urgent  surgery 
delayed  until  "insurance  problems"  can  be  cleared  up;  patients  "lost  to  follow-up",  at  least  partly  because 
of  the  costs  of  care.  A  million  families  are  denied  care  annually  when  they  are  sick  because  they  cannot 
pay;  18  million  more  experience  financial  difficulty  in  obtaining  care.  Half  of  the  families  dropped  from 
Medicaid  in  the  early  1980s  were  left  without  insurance  coverage.  Their  use  of  inpatient  services 
dropped  71  percent,  while  their  physician  visits  declined  38  percent.  The  most  dramatic  consequences 
of  a  "negative  wallet  biopsy"  are  seen  in  public  hospital  emergency  rooms  where  thousands  of  uninsured 
patients  are  "dumped"  each  year  from  private  hospitals  unwilling  to  provide  uncompensated  care.  Many 
of  these  transferred  patients  suffer  shocking  neglect. 

Inadequate  insurance  coverage  combined  with  funding  cuts  for  public  health  programs  has  also 
undermined  prevention.  After  decades  of  steady  improvement,  the  proportion  of  pregnant  women 
receiving  prenatal  care  during  the  first  trimester  has  stagnated  since  1980  at  62  percent  among  blacks  and 
79  percent  among  whites.  For  teenagers  early  prenatal  care  rates  are  even  lower.  Among  children  less 
than  2  years  old,  10  percent  of  blacks  and  16  percent  of  hispanics  haven't  seen  a  doctor  in  more  than  a 
year.  Forty  percent  of  children  age  1  to  4  years,  and  80  percent  of  minority  toddlers  have  not  received 
a  full  series  of  vaccinations.  Half  of  people  with  a  diastolic  blood  pressure  greater  than  105  have  not 
seen  a  doctor  within  the  past  year,  and  two-thirds  of  all  hypertensives  are  poorly  controlled,  in  many 
cases  because  they  cannot  afford  medications.  Half  of  all  women  have  not  had  a  breast  exam  within  the 
past  year,  and  one  in  five  has  not  had  a  Pap  test  for  at  least  five  years  -  often  because  of  lack  of  health 
insurance.  Nearly  20  percent  of  people  with  serious  or  chronic  illnesses  had  no  physician  visit  in  1986, 
and  overall  the  proportion  of  people  without  a  physician  visit  increased  70  percent  from  1982  to  1986. 
Forty-three  million  Americans  could  identify  no  regular  source  of  care  in  1986,  an  increase  of  65  percent 
over  1982. 

These  barriers  to  access  and  inadequacies  in  prevention  almost  certainly  contribute  to  the  United  States' 
poor  record  on  infant  mortality,  life  expectancy  and  other  measures  of  health  status.  For  instance,  a 
recent  118  percent  increase  in  reported  measles  cases  signals  that  falling  immunization  rates  have  begun 
to  take  their  toll.  Despite  our  vast  wealth,  the  U.S.  infant  mortality  rate  ranks  only  17th  lowest  among 
nations,  and  the  rapid  improvements  of  the  previous  decade  have  stalled  during  the  1980s.  High 
postneonatal  and  maternal  mortality  rates  for  blacks  have  not  fallen  over  the  past  five  years,  after  decades 
of  steady  decline.  This  data  for  blacks  must  illustrate  socioeconomic  as  well  as  racial  disparities,  since 
vital  statistics  data  are  not  routinely  categorized  by  income  or  social  class.  Overall  U.S.  death  rates  are 
higher  than  in  many  other  affluent  countries,  and  have  commenced  an  almost  unprecedented  upswing. 
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Much  of  the  illness  among  minorities  and  the  poor  is  due  to  medically  preventable  and  treatable 
conditions.  Most  of  the  excess  mortality  among  blacks  is  due  to  heart  disease,  strokes,  cancer,  diabetes, 
and  infant  mortality  -  things  physicians  can  do  something  about.  But  only  if  the  patients  get  to  their 
offices. 

To  summarise:  about  one-quarter  of  Americans  are  inadequately  insured,  and  the  number  has  been  rising; 
they  are  often  denied  care  or  are  reticent  in  seeking  it  because  they  cannot  pay;  their  health  is  worse  and 
their  death  rates  higher  than  the  affluent  and  well  insured;  and  our  national  health  statistics  reflect  the 
deepening  access  crisis.  In  effect  we  are  rationing  health  and  health  care  based  on  ability  to  pay.  Some 
form  of  rationing  would  be  necessary  if  health  resources  were  in  short  supply.  But  the  U.S.  faces  a 
growing  surplus  of  hospital  beds  and  physicians.  In  effect,  health  policy  has  focused  on  "rationing  the 
surplus",  an  exercise  which  might  be  comical  if  its  consequences  were  less  dire. 


The  Cost  Crisis  and  the  Growth  of  Bureaucracy 


Health  policy  in  the  1980s  was  characterized  by  a  virtual  obsession  with  cost  control.  An  exposition  of 
the  resulting  welter  of  programs,  strategies,  and  incentives  is  beyond  the  scope  of  this  paper.  But  a  few 
key  trends  are  discernible. 

First,  costs  have  not  been  contained.  Expressed  in  constant  dollars  (ie.  adjusted  for  the  consumer  price 
index),  health  expenditures  rose  more  rapidly  during  the  1980s  than  they  did  in  the  late  1970s.  Costs 
continue  to  spiral  upwards  despite  declining  hospital  occupancy  rates,  cuts  in  federal  and  state  programs, 
increasing  insurance  co-payments,  and  rising  HMO  enrollments. 

Second,  most  cost  containment  strategies  have  constrained  clinical  services  through  administrative 
limitations  or  financial  barriers.  However,  the  bureaucratic  apparatus  needed  to  erect,  maintain  and 
police  these  disincentives  to  care  is  itself  extremely  costly.  Thus  the  Medicare  DRG  program  has  forced 
hospitals  to  spend  billions  on  new  billing  computers,  DRG  coordinators,  and  other  administrative 
appurtenances  needed  to  assure  financial  survival.  The  risk  of  undercare  inherent  in  DRGs  has  spawned 
an  army  of  vigilant  overseers  (PROs),  whose  demands  for  copies  of  medical  records  has  forced  hospitals 
to  spend  as  much  as  $75  million  annually  on  photocopying  alone.  Similarly,  HMOs  spend  large  sums 
enforcing  disincentives  to  care  (and  excluding  non-members  entirely),  resulting  in  administrative  costs 
approximating  those  in  fee-for-service  practice.  By  1983  bureaucratic  costs  accounted  for  22  percent  of 
U.S.  health  spending,  a  proportion  which  continues  to  increase.  The  number  of  health  administrators  is 
rising  three  times  faster  than  the  number  of  physicians  or  other  health  care  workers.  In  1985  health 
insurance  overhead  alone  consumed  $106  per  capita,  as  much  as  research,  public  health  programs  and 
new  health  facility  construction  combined. 

Third,  recent  policies  have  provided  incentives  for  health  institutions  to  act  in  a  more  "business-like" 
way.  Unfortunately,  sound  and  compassionate  clinical  decisions  sometimes  lose  money  for  a  hospital  or 
HMO.  Policies  that  encourage  a  more  "business-like"  approach  reward  institutions  willing  to  bend 
clinical  practice  to  financial  exigency,  and  thus  assure  administrative  intrusion  into  clinical  decision 
making.  In  this  context,  each  institution  pursuing  its  own  "rational"  interests  leads  to  irrationality  in  the 
system  as  a  whole. 

Incentives  meant  to  increase  competition  have  also  resulted  in  a  sharp  increase  in  advertising.  Aggressive 
marketing  by  an  insurer,  HMO  or  hospital  may  increase  its  market  share,  but  the  costs  of  TV 
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commercials,  full-page  newspaper  ads,  and  "free"  health-spa  memberships  (offered  by  one  Boston  area 
HMO),  must  ultimately  be  subtracted  from  the  money  available  for  clinical  services. 

The  failure  of  cost  control  to  date  suggests  that  any  savings  from  reduced  clinical  care  have  been  more 
than  offset  by  growth  in  the  bureaucracy  needed  to  "beat"  and  police  the  system.  Apparently,  achieving 
cost  containment  through  further  pursuit  of  current  strategies  will  require  ever  more  stringent  financial 
and  administrative  disincentives  to  care,  and  ever  greater  bureaucratic  domination  of  medical  practice. 


Joining  the  Canadian  Club 


If  the  failings  of  our  health  policies  are  widely  acknowledged,  the  feasibility  of  solutions  is  as  widely 
disputed.  The  extension  of  access  seems  to  conflict  with  the  imperatives  of  cost  containment.  Yet 
experience  in  other  countries  suggests  that  universal  access  to  comprehensive  care  can  be  achieved  at 
acceptable  cost.  Canada  is  a  particularly  useful  example.  Patients  there  face  few  financial  barriers  to 
care;  costs  are  moderate;  and  the  quality  of  care  is  comparable  to  that  in  the  U.S.  Moreover,  until  the 
mid  1960s  the  health  care  systems  of  the  U.S.  and  Canada  were  quite  similar. 

Shortly  after  the  passage  of  the  U.S.  Medicare  and  Medicaid  programs,  the  Canadian  Parliament  enacted 
legislation  offering  federal  matching  funds  for  provincial  health  insurance  plans  meeting  the  following 
criteria: 


1-  Universal  coverage  "that  does  not  impede  .  .  .  whether  by  charges  made  to  insured  persons, 
or  otherwise;  reasonable  access." 

2-  Portability  of  benefits  from  province  to  province. 

3-  Insurance  for  all  medically  necessary  services. 

4-  A  publicly  administered  non-profit  program. 


The  resulting  provincial  programs  pay  for  about  90%  of  all  hospital  and  medical  care.  Private  insurance 
has  little  role  since  by  law  it  can  only  cover  services  not  covered  by  the  public  plans  (eg.  some  long  term 
and  dental  care).  Funding  comes  principally  from  progressive  taxes,  though  some  provinces  charge 
mandatory  premiums,  which  really  amount  to  a  regressive  form  of  taxation.  Thus  all  Canadians  are 
covered  for  essentially  all  acute  care  services,  and  payments  for  these  services  come  from  a  single 
government  insurance  fund  in  each  province. 

Most  Canadian  hospitals  are  private,  not-for-profit  institutions.  Each  hospital  receives  an  annual  global 
(lump  sum)  budget  to  cover  all  operating  expenses.  Capital  funds  (ie.  for  new  buildings  or  machines) 
also  come  from  the  insurance  fund,  but  are  allocated  separately  based  on  hospital  requests  and  provincial 
health  planning  goals.  Patients  are  billed  only  for  luxury  items  such  as  elective  private  rooms. 

Most  Canadian  physicians  are  paid  fee-for-service  based  on  fee  schedules  negotiated  between  the 
provincial  governments  and  medical  societies.  A  minority  are  employed  in  salaried  positions.  Physicians 
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can  bill  only  for  their  personal  services,  ie.  they  cannot  be  reimbursed  for  the  costs  of  CT  scanners  or 
other  expensive  machinery  in  their  offices,  nor  for  the  work  of  physicians  assistants  or  other  physician 
extenders.  A  recent  law  has  essentially  banned  "balance"  billing;  physicians  must  accept  the  fees  from 
the  insurance  fund  as  payment  in  full.  Physicians  may  affiliate  with  any  hospital  willing  to  grant  them 
priviledges. 

The  Canadian  system  has  proven  extremely  popular  with  patients,  who  have  free  choice  of  providers  with 
virtually  no  out-of-pocket  costs.  Access  to  care  for  the  poor  improved  dramatically  with  the  institution 
of  universal  coverage.  Most  measures  of  health  status  are  at  least  as  good  as  the  comparable  U.S. 
figures. 

Cost  increases  have  been  modest.  While  the  U.S.  and  Canada  devoted  similar  proportions  of  GNP  to 
health  care  in  the  1960s,  by  1985  health  care  accounted  for  only  8.6  percent  of  GNP  in  Canada  and  10.6 
percent  in  the  U.S.  Medicine  remains  a  desirable  and  prestigious  profession  in  Canada.  Indeed  there 
are  many  more  applicants  per  medical  school  slot  than  in  the  U.S.  (4.7  vs  1.8).  Physicians  have 
objected,  often  strenuously,  to  the  elimination  of  balance  billing  and  other  constraints  on  fees.  However, 
physician  incomes  are  high  (4.8  times  the  average  industrial  wage,  similar  to  the  U.S.  figure),  and 
income  differentials  between  primary  care  and  procedure  oriented  specialties  are  relatively  small.  There 
is  less  bureaucratic  intervention  in  clinical  practice  than  in  the  U.S.,  and  billing  is  considerably  simpler. 
Fewer  than  400  physicians  chose  to  emigrate  in  1985. 

The  Canadian  approach  has  encountered  several  problems.  Some  providers  argue  that  constraints  on 
capital  spending  have  resulted  in  inappropriate  rationning  of  high  technology  equipment  and  services. 
Certainly  expensive  technologies  such  as  CT  and  MRI  scanners  have  diffused  more  slowly  than  in  the 
U.S.,  and  fewer  coronary  artery  bypass  operations  are  performed  (though  it  is  unclear  whether  optimal 
rates  are  closer  to  the  Canadian  or  U.S.  figures).  But  the  lengthy  queues  for  services  that  have  plagued 
the  British  National  Health  Service  are  not  a  feature  of  the  Canadian  NHP. 

Fee-for-service  reimbursement  encourages  excessive  interventions,  and  generates  pressure  for  cost 
increases  from  physicians  and  regulation  from  government.  In  the  face  of  rigid  fee  controls  physician 
visits  and  referrals  have  increased.  Government  has  responded  by  limiting  the  total  pool  of  money 
available  for  physician  payment,  and  some  provinces  have  placed  caps  on  physicians'  incomes. 

The  geographic  maldistribution  of  physicians  continues.  In  response  some  provinces  have  offered  fee 
premiums  for  physicians  in  underserved  rural  areas,  while  British  Columbia  has  virtually  banned  the 
establishment  of  new  practices  in  over-doctored  areas. 

Though  some  provinces  have  introduced  innovative  long  term  care  programs,  the  provision  of  these 
services  remains  uneven.  Additional  problems  include  insufficient  preventive  activities,  which  are 
reimbursed  but  scarcely  encouraged,  and  the  failure  of  the  Canadian  system  to  deploy  physicians' 
assistants,  nurse  practitioners  and  other  non-physician  providers. 

While  a  health  care  system  cannot  be  transplanted  from  one  society  to  another,  the  U.S.  can  learn  much 
from  Canada.  Coverage  of  all  provincial  residents  under  a  single  program  has  saved  billions  of  dollars 
annually  by  greatly  simplifying  billing  and  administration.  The  monopsony  payment  system  also  aids  in 
cost  containment  by  facilitating  enforcement  of  overall  spending  limits.  Public  administration  has  proven 
much  more  efficient  than  private  insurers.  Insurance  overhead  consumes  only  2.5  percent  of  funds, 
similar  to  the  U.S.  Medicare  program  but  less  than  a  third  the  percentage  taken  by  private  U.S.  insurance 
firms. 
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Canada  handles  hospital  capital  allocation  more  efficiently  than  the  U.S.  In  the  U.S.,  capital  payments 
are  folded  in  with  operating  reimbursement,  creating  undesirable  economic  incentives.  Coupling 
operating  and  capital  budgets  encourages  undercare  in  prospective  payment  systems  like  DRGs  since 
money  not  spent  on  patient  care  can  be  used  for  institutional  expansion.  Conversely,  such  combined 
budgets  encourage  excessive  interventions  in  fee  for  service  settings,  since  the  higher  charges  mean  higher 
capital  payment.  Combining  operating  and  capital  payments  under  either  fee-for-service  or  prospective 
reimbursement  undermines  health  planning  since  wealthy  hospitals  can  expand  while  financially  strapped 
institutions  cannot  -  regardless  of  health  needs.  In  contrast,  the  Canadian  system  of  capital  payments 
rewards  neither  skimping  on  care  nor  excessive  intervention.  It  allows  funds  for  expansion  and 
modernization  to  be  directed  to  areas  of  greatest  need,  preventing  overbedding  and  encouraging  the 
regional ization  of  services.  , 

The  Canadian  experience  also  suggests  that  detailed  administrative  oversight  of  day-to-day  clinical 
practice  is  not  necessary  if  financial  incentives  for  both  insufficient  and  excessive  intervention  are 
minimized.  Indeed,  mounting  costs  in  the  U.S.  despite  increasingly  stringent  administrative  control  of 
medical  practice  may  indicate  that  such  oversight  costs  as  much  as  it  saves. 

In  summary,  Canada's  NHP  has  virtually  eliminated  financial  barriers  to  care  at  acceptable  costs,  while 
maintaining  clinical  standards  on  a  par  with  the  U.S.  These  apparently  conflicting  goals  have  been 
reconciled  through  a  system  which  cuts  administrative  waste  and  cost,  allows  the  enforcement  of  system- 
wide  spending  limits,  and  facilitates  health  planning. 

The  adoption  of  similar  measures  in  the  United  States  is  fraught  with  political  difficulty.  The  insurance 
industry  will  vigorously  oppose  the  elimination  of  most  billing,  and  the  substitution  of  public  for  private 
administration.  Similarly,  some  hospital  administrators,  particularly  at  financially  successful  insitutions, 
may  oppose  global  budgetting  (which  would  eliminate  many  administrative  jobs)  and  stringent  health 
planning.  However,  about  two-thirds  of  the  American  people  have  supported  a  universal,  comprehensive, 
publicly  funded  and  administered  NHP  in  every  opinion  poll  over  the  past  twenty  years.  The  same 
proportion  voted  in  favor  of  the  statewide  NHP  referendum  in  Massachusetts  in  1986,  a  major  impetus 
to  that  state's  recently  passed  (though  seriously  flawed)  universal  health  insurance  bill.  Employers  whose 
health  insurance  costs  have  been  skyrocketing  also  have  strong  reason  to  favor  a  Canadian-style  NHP 
which  would  sharply  cut  employee  benefit  costs.  Finally,  many  physicians  may  find  a  public  service 
oriented  NHP  preferable  to  the  status  quo. 


Conclusions 


In  the  U.S.,  recent  health  policies  have  restricted  access  and  fostered  bureaucratic  dominance  of  clinical 
practice.  Patients  are  being  denied  health  care  in  the  face  of  a  growing  surplus  of  health  resources. 
Meanwhile,  costs  continue  to  escalate  despite,  or  perhaps  because  of,  the  growing  bureaucracy  charged 
with  restricting  care. 

We  believe  that  it  is  possible  to  assure  all  Americans  free  access  to  high  quality  care  at  acceptable  cost. 
However,  this  will  require  an  NHP  which  greatly  streamlines  administration,  establishes  a  single  source 
of  payment  for  virtually  all  services,  and  encourages  health  planning.  Such  a  National  Health  Program 
is  technically  feasible  but  politically  difficult.  Without  it  we  will  continue  to  wrestle  with  an  insoluable 
contradiction  between  cost  and  access. 
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^       The  American  health  care  system  is  under  siege.     The  costs  of 
advanced  technology  continue  to  overwhelm  any  short-term  savings  from 
managing  care.     This  has  led  to  a  crisis  situation,  creating  a  need  to 
develop  new  policies  immediately. 

It  is  generally  agreed  that  we  must  expand  access  to  health  care 
to  all  Americans,  especially  the  uninsured  and  the  underinsured.  Some 
argue  that  a  national  health  care  program  based  on  the  Canadian  system 
would  work  best.     It  is  the  belief  of  Physicians  Who  Care  that  such  a 
program  will  not  work  in  the  United  States. 

In  the  Canadian  system  the  state  --  not  the  physician  or  the 
patient  --  makes  basic  health  care  decisions.     Patients'  needs  take  a 
backseat  to  budget  constraints.     Even  though  the  system  puts  tight 
controls  on  physicians  and  hospitals  and  delays  buying  high  technology 
equipment,  funding  is  finite  while  patients'  demands  for  care  are  not. 

To  cope  with  the  current  funding  crisis,  Canadian  politicians  have 
restricted  access  to  medical  care  and  blamed  physicians  for  deficiencies 
in  the  system.     According  to  the  president  of  the  Ontario  Medical 
Association,  relations  between  physicians  and  the  government  have 
reached  an  all-time  low.    In  the  view  of  the  Ontario  Medical 
Association,  the  deterioration  of  the  health  care  system  in  Ontario 
"demonstrates  clearly  that  government  does  not  have  the  capability"  to 
deal  with  the  situation  on  its  own. 

This  under financing  and  rationing  have  created  a  two-tiered  health 
care  system  in  which  those  with  money  go  to  private  clinics  or  the 
United  States,  while  those  without  political  connections  and/or 
financial  resources  often  wait  in  long  lines. 

The  problem  that  the  Canadian  health  care  system  is  facing  is 
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overutilization  of  services  by  patients.     A  financing  system  is  needed 
that  creates  incentives  to  dampen  consumer  demand.     Expenditure  caps 
will  only  result  in  more  rationing,  reductions  in  the  use  of  new 
technologies,  and  the  further  subjection  of  health  care  budgets  to 
special  interest  group  politics.     The  mounting  strains  on  the  system  of 
medical  care  have  raised  the  prospect  that  so-called  user  fees  may 
eventually  be  needed  to  discourage  Canadians  from  making  needless 
medical  visits. 

As  a  result  of  this  crisis,  hospitals  across  Canada  are  taking 
beds  out  of  service,  limiting  the  number  of  operations  they  perform,  and 
cutting  back  on  other  services,  as  provincial  governments  battle  to  keep 
down  health  care  costs. 

There  is  a  shortage  of  critical  care  and  neonatal  beds  in  Ontario. 
The  Ontario  Medical  Association  confirms  that  there  was  a  decrease  of 
about  2000  beds  in  the  province  between  1988  and  1990.     In  Toronto  an 
estimated  1000  people  are  facing  waits  of  as  long  as  a  year  for  bypass 
operations  at  three  hospitals.     In  Ontario  the  normal  wait  for  cataract 
surgery  is  5  to  6  months.     Emergency  departments  in  large  hospitals  have 
been  shut  down  because  of  lack  of  beds.     Important  teaching  hospitals  in 
major  Canadian  cities  have  been  unable  to  purchase  new  equipment  without 
cutting  back  on  traditional  services. 

The  Canadian  experience  is  not  the  solution  to  America's  health 
care  financing  problems.    I  would  like  to  take  this  opportunity  to 
present  a  brief  summary  of  the  Physicians  Who  Care  plan  as  an 
alternative  to  consider. 

The  Physicians  Who  Care  plan  includes  five  major  elements: 
1.  Universal  employer-provided,  community-rated  insurance  with  high 
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deductibles  --  this  would  provide  coverage  to  two- thirds  of  those 
currently  uninsured. 

2.  Individual  "Medi-Save"  accounts  --  Such  accounts  would  allow 
individuals  to  deduct  from  their  income  (perhaps  $300  to  $500  per  year) 
that  would  be  placed  in  these  special  accounts  and  could  be  used  to  pay 
for  uncovered  medical  costs  or  could  be  used  to  buy  additional  health 
insurance. 

3.  New  funding  for  Medicare  --  Instead  of  continuing  to  raise  taxes  to 
fund  Medicare,  the  Physicians  Who  Care  plan  would  institute  a  one-time 
payment  of  $125  in  the  first  year  of  life  of  each  child  into  a  medical 
IRA.     Depending  on  family  income,  this  payment  could  be  partially  or 
completely  subsidized  by  the  government.    Such  an  IRA  could  generate 
more  than  $50,000  in  funding  for  Medicare  for  that  individual  by  the 
time  he  or  she  reaches  65  years  of  age. 

4.  Revamp  Medicaid  —    Between  1980  and  1989  the  number  of  Medicaid 
recipients  increased  by  92  while  expenditures  increased  1232.  Almost 
half  of  Medicaid  funds  go  to  long-  term  care.    Long-term  care  should  be 
taken  out  of  Medicaid  and  Medicaid  eligibility  requirements  should  be 
changed. 

5.  Scientific  medical  care  guidelines  --  Physicians  must  become  involved 
in  the  setting  of  guidelines  for  medical  conditions  and  treatments. 
Such  guidelines  must  be  effectively  implemented  and  monitored. 

The  Physicians  Who  Care  plan  also  seeks  disclosure  of  physician 
financial  incentives  in  order  that  patients  are  aware  of  any  financial 
incentive  or  disincentive  that  any  doctor,  particularly  those  in  HMOs, 
receives  for  limiting  medical  care. 

Physicians  Who  Care  urges  all  doctors  to  provide  one  day  per  month 
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of  care  for  persons  unable  to  afford  medical  services. 

The  Physicians  Who  Care  plan  builds  on  a  system  of  private 
insurance  that  encourages  innovation,  preserves  freedom  of  choice  for 
consumers,  and  offers  autonomy  for  providers.     It  also  helps  ensure  that 
advancing  medical  technology  will  be  available  to  patients  in  the 
future.    Under  the  Canadian  system  such  technology  has  often  been 
rationed. 

Our  plan  is  about  quality  medical  care  and  fairness  fairness  to 
our  patients  and  fairness  to  physicians. 

A  Canadian-style  system  is  not  the  answer  to  America's  health  care 
financing  problem.     Ve  feel  that  the  Physicians  Who  Care  plan  is  the 
best  solution  to  America's  health  care  crisis.     I  have  submitted  a  copy 
of  the  published  plan  from  the  May  9,  1991  special  issue  of  the  Journal 
of  the  American  Medical  Association  (JAMA)  for  your  information.  I 
would  be  glad  to  discuss  this  plan  before  the  Committee  or  at  any  other 
opportunity  that  may  present  itself. 

Background  on  Physicians  Who  Care  and  Dr.  Ronald  Bronow 

Dr.  Ronald  Bronow  is  President  of  the  National  Organization  of 
Physicians  Who  Care.    Physicians  Who  Care  is  a  rapidly  growing 
organization  of  over  3,000  physicians  in  private  practice  and  other 
health  care  professionals  concerned  about  the  direction  of  American 
medicine. 

The  members  of  Physicians  Who  Care  are  all  committed  to  protecting 
patients'  rights,  supporting  the  traditional  doctor-patient  relationship 
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and  ensuring  quality  health  care. 

With  each  new  cost  containment  strategy  that  is  presented,  a 
primary  goal  should  be  to  protect  the  patient's  rights.    Too  often  these 
rights  are  forgotten.  To  combat  this  Physicians  Who  Care  takes  a  unique 
approach  through  its  Patients  Who  Care  program.    Patients  Who  Care 
currently  has  over  10,000  participants.     Participants  are  informed  about 
the  dangers  and  inadequacies  of  corporate  medicine  and  a  Canadian- style 
medical  system.     Patients  are  asked  to  express  their  opinions  to 
Congress  about  our  ideas  to  make  health  care  coverage  available  to  all 
Americans  at  a  reasonable  cost.    This  is  the  first  time  that  physicians 
have  asked  their  patients  to  express  themselves  about  what  they  want. 

Dr.  Bronow,  a  dermatologist  certified  by  the  American  Board  of 
Dermatology,  is  in  private  practice  in  Los  Angeles.  His  hospital 
affiliations  include  Cedars  Sinai  Hospital,  UCLA  Medical  Center  and 
Midway  Hospital  Medical  Center.  Dr.  Bronow  is  an  Assistant  Clinical 
Professor  of  Medicine  at  the  University  of  California  at  Los  Angeles 
School  of  Medicine  from  where  he  also  received  his  medical  degree  in 
1959. 
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The  Physicians  Who  Care  Plan 

Preserving  Quality  and  Equitabiiity  in  American  Medicine 

Ronald  S.  Bronow,  MD;  Robert  A.  Belt  ran,  MD;  Stephen  C.  Cohen,  MD; 
Paul  T.  Elliott,  MD;  Gordon  M.  Goldman,  MD;  SethG.  Spotnitz,  MD 


THE  AMERICAN  health  care  system 
is  under  siege.  The  costs  of  advanced 
technology  continue  to  overwhelm  any 
short-term  savings  from  managing 
care.  This  has  led  to  a  crisis  situation, 
creating  a  need  to  develop  new  policies 

During  the  past  several  years,  it  has 
been  generally  agreed  on  that  we  must 
expand  access  to  health  care  to  all 
Americans.  But  how?  The  issue  is 
whether  we  should  build  on  the  existing 
employer-based  and  private  insurance 
system  or  abandon  it  and  replace  it  with 
a  taxpayer-financed  system.  Concerned 
parties  across  the  country  are  now 
choosing  sides. 

One  Bide  argues  that,  in  order  to  guar- 
antee health  care  access  to  all,  we 
should  have  a  national  health  care  pro- 
gram based  on  the  Canadian  system.'  It 
is  the  belief  of  Physicians  Who  Care  that 
such  a  program  wiD  not  work  in  the 
United  States.' . 

We  propose,  instead,  an  extensive  re- 
shaping of  our  present  health  care  fi- 
nancing mechanisms.  The  present  sys- 
tem, based  on  private  and  public 
funding,  can  and  should  be  preserved. 
However,  it  also  must  be  revamped  so 
that  everyone  has  access  to  health  care 
without  unduly  burdening  any  one  seg- 
ment of  society.  Our  proposal  has  five 


From  the  Nations!  OfpanizBtoon  of  Physicians  Who 
Care.  San  Antonio,  Tex. 

Rsprint  RBQUMts  to  National  Organization  of  Physn 
cans  Who  Care,  215  EOuncy,  Suds  305,  San  Antonio. 
TX  78215  (Dr  Bronow). 


major  elements:  (1)  universal  employer- 
provided,  community-related  insurance 
with  high  deductibles;  (2)  individual 
"Medi-Save"  accounts;  (3)  long-range 
private  funding  of  Medicare;  (4)  long- 
term  care  separated  from  Medicaid  and 
Medicaid  eligibility  expanded;  and  (5) 
scientific  medical  care  guidelines.  In  ad- 
dition,  we  offer  two  minor  recommenda- 
tions affecting  the  financing  of  health 
care:  disclosure  of  physicians'  financial 
incentives  and  volunteer  service  by 
physicians.  Before  examining  each  of 
these  proposals,  let  us  first  explain  why 
we  think  the  Canadian  style  of  health 
care  is  not  the  solution. 

In  the  Canadian  system,  which  has 
usually  been  the  model  suggested  for 
the  United  States,  the  state-not  the 
physician  or  the  patient— makes  bask 
health  care  decisions.  Patients'  needs 
take  a  backseat,  to  budget  constraints. 
Even  though  the  system  puts  tight  con- 
trols on  physicians  and  hospitals  and 
delays  buying  high  technology  equip- 
ment, funding  is  finite  while  pntfrirtrf 
demands  for  care  are  not u  To  cope  with 
the  cuHflBpfc  ftmflmjE  criflifl,  politicuuw 
have  restricted  access  to  medical  care 
and  blamed  physicians  for  deficiencies 
in  the  system.  According  to  the  presi- 
dent of  the  Ontario  Medical  Association, 
relations  between  physicians  and  the 
government  have  reached  an  all-time 
low.  In  the  view  of  the  Ontario  Medical 
Association,  the  deterioration  of  health 
care  in  Ontario  "demonstrates  clearly 
that  government  does  not  have  the  ca- 


pability" to  deal  with  the  situation  on  its 
own. 

Canada,  to  its  credit,  has  so  far  man- 
aged to  constrain  health  care  costs  to  a 
relatively  stable  share  of  national  ex- 
penditures. With  the  aging  of  the  Amer- 
ican population  and  runaway  technol- 
ogy, this  has  proved  to  be  an  impossible 
task  in  the  United  States.  Canada  has 
also  accomplished  universality  of  cover- 
age and  eliminated  the  problems  of  un- 
compensated care  and  an  uninsured 
population. 

The  most  striking  difference  between 
Canadian  and  American  spending  is  in 
administration  and  prepayment  ex- 
penses (costs  of  handling  paper  and  dol- 
lars). Canadians  spend  80%  less  than 
Americans  to  administer  their  univer- 
sal, comprehensive  coverage.  In  addi- 
tion, the  lack  of  intrusion  into  the  auton- 
omy of  private  practice  physicians  in 
Canada  is  in  stark  contrast  to  the  situa- 
tion in  the  United  States.  American 
physicians  are  increasingly  frustrated 
by  the  bbobbmumibji  pi  trot  of  individual 
patient  by  ajp^BHBBBUt  and  m*|ii*apf^ 
companies,1 

There  is  evidence,  however,  that  the 
honeymoon  may  be  ending  for  the  physi- 
cians in  Ontario.  Bureaucrats  there  are 
suggesting  that  the  growth  of  the  physi- 
cian population,  with  resultant  in- 
creased hiThng,  is  evidence  of  irrespon- 
sible behavior.  It  has  been  suggested 
that  "the  number  of  doctors  in  the  Prov- 
ince should  be  cut  and  those  remaining 
should  be  moved  out  of  the  fee-f or-ser- 
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vice  payment  mode  and  into  salary  and 
capitation  systems."8 

While  Americans  recognize  that  the 
problems  of  funding  our  present  health 
care  are  serious  ones,  they  are  not  will- 
ing to  solve  these  problems  by  giving  up 
their  claim  to  first-class  medicine.  At 
the  same  time,  most  Americans  want 
health  care  to  be  available  to  everyone, 
regardless  of  ability  to  pay  (The  Wash- 
ington Post.  April  18, 1990:A27).  Fortu- 
nately, it  is  possible  to  preserve  our 
pluralistic  system  and  guarantee  access 
to  care.  This  can  be  achieved  by  our  five- 
part  plan. 

FIVE-PART  PLAN 
Require  Employer-Funded 
Health  Insurance 

Today,  33  million  Americans  have  no 
health  insurance.*  A  nationwide  man- 
date for  employer-funded  health  care 
insurance  would  largely  remedy  this 
problem.  Such  coverage  would  protect 
two  thirds  of  the  uninsured  (24  million 
workers  and  their  dependents);  if  ex- 
tended to  include  the  self-employed,  it 
would  protect  78%  of  the  uninsured. 10 

Currently,  only  39%  of  businesses 
with  25  or  fewer  employees  offer  health 
benefits,  with  cost  being  the  most  often 
cited  deterrent.  Further,  most  unin- 
sured workers  earn  too  little  to  afford 
private  coverage  of  their  own."  To  ask 
small  businesses,  in  particular,  to  offer 
health  benefits,  we  must  offer  a  solution 
that  is  economically  feasible.  However, 
first  we  must  explain  the  importance  of 
making  benefits  mandatory. 

Only  benefits  that  are  mandatory  are 
economically  fair.  If  everyone  has  basic 
health  insurance,  the  cost  of  insurance 
and  health  care  is  shared  equitably.  At 
present,  people  who  are  poor  and  unin- 
sured do  seek  and  do  receive  medical 
care  for  serious  illnesses  and  accidents 
through  emergency  departments.  The 
cost  is  then  borne  by  the  rest  of  soci- 
ety—through public  subsidy,  private 
charity,  or  indirect  subsidy  by  third- 
party  payers.  Everyone  pays  more  for 
medical  insurance  to  cover  those  who 
receive  benefits  but  who  have  not  con- 
tributed to  the  insurance  pool.  A  report 
prepared  by  the  Congressional  Re- 
search Service  states  that  this  is  a 
strong  argument  for  requiring  aU  per- 
sons eligible  for  insurance  to  accept  the 
coverage.  It  notes,  however,  that,  It  is 
not  necessarily  an  argument  for  requir- 
ing the  level  of  health  insurance  cover- 
age ordinarily  available  in  employer- 
based  plans.  Society  could  be 
indemnified  for  the  risk  of  free-riders 
through  a  very  limited  insurance  pack- 
age, providing  coverage  for  urgent  care 
only„,*m> 

Mandatory  benefits  are  economically 


sound.  Costs  can  be  kept  down  only  if 
everyone,  including  those  at  low  risk  for 
illness  and  accident,  are  part  of  the  in- 
surance pool.  In  voluntary  arrange- 
ments, low-risk  workers  might  opt  out 
of  the  plan  in  order  to  receive  higher 
wages  or  other  fringe  benefits.  This 
leaves  the  insurer  covering  only  higher- 
risk  employees,  with  resultant  high 
rates  (the  principle  of  adverse  selec- 
tion).****" 

In  order  not  to  burden  any  employer 
unduly,  however,  mandatory  insurance 
has  to  be  available  at  a  reasonable  cost. 
This  would  be  achieved  through  a  high 
deductible,  perhaps  $1000,  and  provide 
only  basic  coverage.*p,>^1')  All  workers 
would  be  covered  regardless  of  "preex- 
isting conditions,"  and  rates  would  be 
based  on  "community  ratings."  State- 
mandated  coverage  would  be  elim- 
inated. 

A  high  deductible  is  essential  in  keep- 
ing costs  down  for  two  reasons:  it  dis- 
courages a  credit  card  mentality  (if  med- 
ical care  is  free,  overuse  is  inevitable), 
and  it  provides  greater  value."*""1*'  At 
present,  some  employers  offer  low  de- 
ductibles and  copayments.  Why?  Be- 
cause employee  groups  demand  that 
their  health  care  benefits  be  paid  from 
pretax  dollars."  Unfortunately,  since 
the  insurance  company  pays  the  bill, 
neither  provider  nor  patient  has  an  in- 
centive to  economize.  In  Canada,  the 
number  of  medical  services  per  elderly 
patient  has  more  than  tripled  since  the 
institution  of  the  national  health  pro- 
gram." In  the  United  States,  there  is 
evidence  that  a  greater  proportion  of 
Medicare  beneficiaries  are  filing  claims 
for  services.  McMenamin""  ascribes  this 
to  an  increase  in  the  number  of  physi- 
cians accepting  assignment  on  all 
claims,  with  resultant  decreasing  costs 
to  patients. 

A  high  deductible  makes  patients 
more  responsible  about  health  care  de- 
cisions. Moreover,  it  also  provides  more 
value  for  the  money.  Low-deductible 
policies  are  expensive,  and  employers 
often  pay  considerably  more  in  premi- 
ums than  any  value  the  policies  hold  for 
their  employees.  For  example,  if  an  em- 
ployer was  to  lower  the  deductible  from 
$260  to  $100,  each  dollar  of  additional 
coverage  would  cost  $2.14  in  additional 
premiums.  Insurance  companies,  ac- 
cording to  Goodman,"  typically  spend 
more  than  $50  to  process  a  $50  medical 
claim,  effectively  doubling  the  cost  of 
small  medical  bills.  The  annual  premium 
saved  by  increasing  the  deductible  from 
$100  to  $1000  is  nearly  $600. 

One  more  reason  for  setting  a  high 
deductible  has  to  do  with  the  source  of 
health  care  costs.  Major  illnesses  and 
catastrophes  account  for  the  lion's  share 


of  the  health  care  dollar:  between  1929 
and  1980,  70%  of  expenditures  went  to- 
ward the  10%  of  the  population  with 
severe  or  catastrophic  illnesses.  In 
1980,  according  to  the  study  by  Berk  et 
al,"  1%  of  the  population  accounted  for 
29%  of  all  monies  spent.  On  the  other 
hand,  50%  of  the  population  accounted 
for  only  4%  of  health  care  costs. 

Considering  this  pattern  of  expendi- 
tures, it  makes  sense  to  reserve  insur- 
ance coverage  for  major  illnesses.  In 
addition,  policies  should  have  a  cap  lim- 
iting employee  liability  for  physician 
and  hospital  expenses.  Catastrophic 
coverage  should  be  triggered  when  out- 
of-pocket  costs  exceed  a  certain  per- 
centage of  adjusted  gross  income. 

Employees  who  do  wish  to  buy  addi- 
tional insurance,  however,  could  do  so 
with  after-tax  dollars,  with  tax  deduct- 
ibility being  determined  by  a  sliding 
scale  of  family  income.  Moreover,  basic 
coverage  would  not  be  limited  to  the 
employer-provided  policy  but  could  in- 
stead be  chosen  from  an  individually  tai- 
lored plan.  In  either  event,  the  employ- 
er would  contribute  the  same  amount. 
AU  $1000  deductible  policies,  whether 
individual  or  group,  would  have  the 
same  tax  benefits  (of  not  being  taxable 
as  income).  In  addition,  tax  credits 
should  be  considered  for  small  business- 
es and  low-wage  earners. 

It  is  much  easier  to  obtain  health  in- 
surance as  a  member  of  a  group  than  as 
an  individual.  In  general,  group  insur- 
ance is  issued  without  medical  examina- 
tions or  other  evidence  of  insurability  of 
the  individual  members  of  the  group. 
For  individual  policies,  on  the  other 
hand,  the  insurer  requires  such  evi- 
dence. Here,  the  underwriter  evaluates 
each  risk,  looking  at  state  of  health, 
medical  history,  occupation,  and  ha- 
bit£.m*>>)  Applicants  are  frequently  re- 
jected or  the  policies  contain  riders  be- 
cause of  "preexisting"  illnesses.  Small 
businesses,  especially  those  with  older 
employees  or  employees  with  preexist- 
ing illnesses,  may  find  their  premium 
rates  pushed  up  to  an  unacceptable  lev- 
el A  recent  survey  from  the  Office  of 
Technology  Assessment  found  that,  of 
2. 1  million  applications  in  1  year  for  indi- 
vidual health  insurance,  20%  of  the  ap- 
plicants received  a  substandard  risk 
classification,  leading  to  either  a  preex- 
isting Alness  exclusion  or  an  above-av- 
erage premium.  ^ 

Insurers  also  examine  groups  to  de- 
termine whether  they  represent  accept- 
able risks.  Employee  groups  found  by 
potential  insurers  to  be  at  excessive  risk 
will  find  coverage  progressively  more 
difficult  to  secure  and  afford  under  this 
"experience  rating"  process.  Here,  the 
past  experience  of  the  group  to  be  in- 
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sured  determines  the  premium  and 
whether  or  not  coverage  will  be 
provided.11^1 

A  second  important  feature  of  our 
mandated  insurance,  then,  is  setting 
rates  for  basic  coverage  according  to  a 
"community  rating"  process.  Premium 
rates  would  be  based  on  the  allocation  of 
total  costs  to  all  the  individuals  or 
groups  to  be  insured,  without  regard  to 
the  experience  of  any  subgroup.  This 
process  has  had  the  advantage  of  allow- 
ing an  insurer  to  apply  a  single  rate  or 
set  of  rates  to  a  large  number  of  people, 
greatly  simplifying  the  process  of  deter- 
mining premiums . uwMl  it  also  has  the 
benefit  of  eliminating  the  problem  of 
adverse  selection.  In  addition,  commu- 
nity rating  would  eliminate  the  necessi- 
ty of  creating  federal  or  state  risk  pools 
to  provide  health  insurance  for  high- 
risk  groups  or  individuals. 

State  mandates  must  be  eliminated  in 
the  interest  of  keeping  costs  down.  Over 
700  laws  have  been  enacted  by  state 
legislatures  mandating  benefits  for  such 
things  as  drug  and  alcohol  abuse  treat- 
ment, chiropractic  care,  in  vitro  fertil- 
ization, acupuncture,  wigs,  and  pastoral 
counseling.  These  mandates  raise  insur- 
ance rates  by  as  much  as  20%.  Accord- 
ing to  one  study,"  one  of  four  people  lack 
health  insurance  because  state  regula- 
tions have  priced  it  out  of  the  reach  of 
the  employer. 

To  get  around  such  state-mandated 
benefits,  many  companies  have  turned 
to  self-insurance  plans.  Such  plans  also 
allow  them  to  avoid  certain  regulations 
and  state  taxes  on  insurance  premiums. 
While  this  avenue  is  open  to  some  com- 
panies, it  is  not  feasible  for  all  and  leads 
to  inequities.  Eliminating  state-man- 
dated benefits  and  regulations  would 
lower  costs  for  companies  that  cannot, 
or  do  not,  self-insure  (New  York  Times. 
August  3, 1990;  sect  C10:26). 

It  must  be  added  that  the  passage  of 
the  Employee  Retirement  Income  Se- 
curity Act  in  1974  left  self-insured  plans 
essentially  unregulated.  There  are  nei- 
ther standards  to  ensure  adequacy  of 
health  care  coverage  nor  safeguards  to 
guarantee  that  employers  will  be  able  to 
pay  claims  if  they  close  their  business  or 
terminate  the  health  plan.  We  believe 
that  there  must  be  regulatory  safe- 
guards for  employees  of  the  self-in- 
sured. a<"'UM", 

It  can  be  argued  that  those  companies 
whose  claims  experience  is  below  the 
community  average  will  choose  to  self- 
insure.  The  process  of  adverse  selection 
would  again  raise  the  rates  for  those 
remaining  in  the  community.  It  is  our 
belief  that  if  our  plan  is  enacted,  this 
would  be  more  than  balanced  by  em- 
ployers reentering  the  insurance  pooL 


Mandatory  employer-provided  cover- 
age would  relieve  employers  of  the  ex- 
tra premiums  they  must  now  pay  to  sub- 
sidize uncompensated  care.  In  addition, 
high  deductibles,  elimination  of  state- 
mandated  benefits,  scientific  guidelines 
for  care,  and,  it  is  hoped,  tort  reform 
should  lower  premiums  significantly. 
Those  employers  who  self-insure  and 
currently  provide  generously  low-de- 
ductible health  care  benefits  should  find 
the  new  insurance  rates  attractive. 

Our  plan  is  predicated  on  the  assump- 
tion that  every  person  will  pay  his  or  her 
fair  share  to  guarantee  a  high-quality, 
high  technology  American  health  care 
system.  American  technology  is  now 
overwhelming  all  attempts  to  manage 
care.'  It  is  the  belief  of  Physicians  Who 
Care  that,  unless  the  American  public  is 
willing  to  pay  for  quality,  they  will  lose 
it. 

Individual  'Modi-Save'  Accounts 

Even  small  medical  bills,  as  well  as 
the  $1000  deductible,  can  overwhelm 
people  of  limited  means.  As  an  alterna- 
tive to  lower  deductibles  or  third-party 
insurers,  special  medical  savings 
("Medi-Save'O  accounts  could  be  estab- 
lished with  pretax  dollars.  As  proposed 
by  Goodman13  of  the  National  Center  for 
Policy  Analysis,  a  Medi-Save  contribu- 
tion (perhaps  $300  to  $500  a  year)  would 
be  a  form  of  self-insurance,  giving  work- 
ers direct  control  of  their  health  care 
dollars.  Workers  would  have  strong  in- 
centives to  be  prudent  buyers  in  the 
medical  market  place.  Medi-Save  ac- 
counts would  eventually  become  an  im- 
portant source  of  funds  for  purchasing 
additional  health  insurance  or  paying 
for  uncovered  medical  expenses.  "•"■™ 

New  Funding  for  Medicare 

The  graying  of  the  population  and  the 
continued  growth  of  technological  inno- 
vation put  increased  pressure  on  Medi- 
care. At  the  same  time,  the  federal  bud- 
get deficit  threatens  the  economic 
health  of  the  program.  Over  the  past 
10  years,  the  Medicare  budget  has  been 
cut  by  more  than  $50  billion,  with  the 
worst  yet  to  come  following  the  1990 
budget  "negotiations.  "a  Cuts  of  this  na- 
ture are  not  surprising  considering  the 
history  of  government-financed  "enti- 
tlement'' programs.  They  are  always 
vulnerable  in  times  of  budget  crunch.  In 
1991,  the  federal  government,  for  the 
first  time,  will  weigh  costs  as  a  factor  in 
deciding  whether  Medicare  should  pay 
for  new  medical  procedures,  devices, 
and  drugs.  As  private  health  insurers 
often  follow  the  governments  lead  in 
deciding  whether  to  pay  for  goods  or 
services,  this  could  create  an  impact  far 
beyond   the   governments  program 


(New  York  Times.  April  21,  1991;Bect 
1:1). 

Rather  than  basing  Medicare  premi- 
ums on  recipients'  incomes,  the  usual 
bureaucratic  solutions  in  such  situations 
are  to  either  cut  the  program  or  to  raise 
taxes.  Fortunately,  there  is  a  third  solu- 
tion that  would  protect  the  integrity  of 
Medicare:  change  the  nature  of  its  fund- 
ing. Instead  of  funding  it  entirely 
through  taxes  received  every  year,  it 
could  be  partially  funded  through  medi- 
cal individual  retirement  accounts 
(IRAs).  An  IRA  would  be  a  required 
purchase  for  every  child  in  the  first  year 
of  life.  An  IRA  that  cost  $125  and 
earned  10%  annual  interest  would  accu- 
mulate to  $65  000  by  Medicare  age.  This 
money  could  then  be  used  to  obtain  pri- 
vate health  care  to  supplement— or  re- 
place—government funds.  Depending 
on  family  income,  this  one-time  $125 
payment  could  be  partially  or  complete- 
ly subsidized  by  the  government.  The 
funds  accumulated  in  this  reserve  would 
not  be  used  until  the  individual  reaches 
65  years  of  age  unless  he  or  she  suffers  a 
medical  disability  before  that  time.  This 
IRA  would  be  modeled  after  the  present 
IRA  program,  where  at  age  59V2  years 
the  money  can  be  removed  from  the 
account 

Medi-Save  and  medical  IRA  accounts 
would  allow  accumulation  of  funds  to  be 
used  later  to  finance  acute  or  chronic 
health  care  needs.  So  far,  Congress  has 
refused  to  consider  this  avenue  for  pro- 
moting savings  and  minimising  govern- 
ment interference  with  medical  deci- 
sions. This  type  of  funding,  at  present, 
is  inconsistent  with  current  govern- 
ment policy  since  the  administration  is 
unwilling  to  divert  any  source  of  in- 
come. If  there  were  3  million  births  at 
$125  per  year,  the  government  would 
only  be  missing  $375  mflhon  a  year.  That 
is  literally  a  drop  in  the  bucket  for  a 
program  that  would  reap  such  tremen- 
dous benefits  over  the  decades. 

Revamp  Medicaid 

Medicaid  is  another  perennial  prob- 
lem. Set  up  26  years  ago  to  provide  the 
poor  with  health  care,  this  joint  federal- 
state  health  insurance  program  is  now 
experiencing  severe  financial  difficul- 
ties. The  number  of  Medicaid  recipients 
has  grown  modestly,  but  expenditures, 
in  contrast,  have  increased  dramatical- 
ly. Between  1980  and  1989,  the  number 
of  Medicaid  recipients  increased  by  9%, 
while  expenditures  rose  an  astounding 
123%.  The  Medicaid  program  has  also 
taken  a  correspondingly  bigger  bite  out 
of  state  budgets:  9%  in  1980,  but  14%  in 
1990. 

As  a  sign  of  how  serious  the  funding 
problem  is,  state  governments  and  hoe- 
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pitals  have  become  adversaries.  States 
cut  payments;  hospitals  fight  back  in  the 
courts.  In  the  wake  of  a  Supreme  Court 
decision  (Wider  v  Virginia.  Hospital 
Association)  permitting  hospitals  to  3ue 
over  Medicaid  disputes,  hospitals  are 
doing  just  that.  California's  567  hospi- 
tals, claiming  that  they  are  losing  more 
than  $575  000  a  day  by  treating  Medic- 
aid outpatients,  have  filed  a  law  suit 
against  the  California  Department  of 
Health  Services.  The  hospitals  claim 
that  underpayment  has  forced  closure 
of  trauma  centers  and  emergency  de- 
partments and  has  al3o  placed  crippling 
restrictions  on  a  variety  of  nonemergen- 
cy procedures,  including  neonatal  care, 
rehabilitative  treatment,  and  diagnos- 
tic medical  examinations. a 

However,  lawsuits  only  deal  with  the 
symptom,  not  the  source  of  the  prob- 
lem. The  primary  reason  Medicaid  is  in  a 
crisis  is  that  it  dedicates  almost  half  of 
its  payments  to  long-term  care.  In  1986, 
for  example,  45%  of  tote)  Medicaid 
spending  provided  only  7%  of  its  eligible 
population  with  services  in  nursing  fa- 
cilities or  institutes  for  the  mentally  re- 
tarded or  mentally  ill.  As  the  population 
ages,  the  problem  will  only  grow 
worse.  a"a'  The  solution  is  to  take  long- 
term  care  out  of  Medicaid  and  change 
eligibility  requirements. 

Long-term  care  could  then  be  ad- 
dressed as  a  problem  that  affects  the 
entire  population,  not  just  the  poor.  The 
solutions  are  likely  to  be  a  combination 
of  private  and  public  programs,  such  as 
those  proposed  by  The  Heritage  Foun- 
dation.0 Its  recommendations  include 
tax  incentives,  long-term  care  insur- 
ance, new  methods  of  paying  for  care, 
and  public  assistance  programs.  Specifi- 
cally, it  recommends  (1)  tax  relief  to 
help  families  who  pay  for  care  of  their 
elderly  relatives;  (2)  a  federal-state 
long-term  care  assistance  program;  (3) 
tax  exemptions  on  affordable  insurance 
for  long-term  care;  (4)  life  insurance  pol- 
icies that  convert  to  long-term  care  in- 
surance on  retirement,  with  policies 
paid  for  with  tax-exempt  monies;  (5) 
tax-free  purchase  of  long-term  care  in- 
surance with  retirement  funds;  and  (6) 
home  equity  conversions  allowed  for 
funding  long-term  care . n 

Medicaid  would  then  be  free  to  focus 
exclusively  on  the  health  care  problems 
of  the  poor.  Eligibility  requirements 
should  be  made  more  flexible  and  realis- 
tic, and  new  programs  Bhould  be  estab- 
lished so  that  health  care  can  be  made 
affordable  to  people  who  are  above  the 
official  poverty  level  but  are  unable  to 
pay  the  full  cost  of  their  health  care.  In 
reviewing  several  proposals  for  financ- 
ing health  care  for  the  poor,  we  support 
the  position  of  the  Health  Insurance  As- 
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sociation  of  America. &a  Medicaid 
should  cover  everyone  below  the  pover- 
ty level,  regardless  of  age,  employ- 
ment, or  family  structure.  Eligibility 
requirements  for  Medicaid  should  be 
separated  from  eligibility  for  welfare. 
Further,  persons  just  above  the  pover- 
ty level  should  be  given  the  opportunity 
to  buy  an  income-related  package  of  pri- 
mary and  preventive  care.  Finally, 
states  should  offer  spend-down  pro- 
grams for  the  medically  needy.  Here, 
persons  not  otherwise  eligible  for  Med- 
icaid due  to  higher  incomes  would  be- 
come eligible  once  out-of-pocket  medi- 
cal expenses  had  reduced  their 
remaining  income  to  the  federal  poverty 
level. 

Scientific  Guidelines 
for  Medical  Care 

Most  of  our  suggestions  for  control- 
ling medical  costs  involve  business,  gov- 
ernment, and  insurance  companies.  In 
one  area,  however,  physicians  can  take 
the  lead.  Rather  than  allowing  insur- 
ance companies  to  set  health  benefits 
arbitrarily,  physicians  can  insist  on  the 
establishment  of  scientific  guidelines 
for  medical  care.  It  is  crucial  that  physi- 
cians themselves  set  up  these  guide- 
lines, for,  as  Moran"  noted,  "Only  physi- 
cians, not  insurance  companies,  can 
change  the  way  physicians  practice 
medicine.''  Whether  local  or  national 
guidelines  are  adopted  is  not  as  impor- 
tant as  permitting  local  validation.  Only 
with  local  validation  will  the  greatest 
number  of  physicians  participate. 

Obviously,  it  will  take  time  tc  estab- 
lish guidelines  for  every  possible  medi- 
cal condition  and  treatment,  but  patient 
and  physician  preferences  for  treat- 
ment must  be  given  priority.  Once  the 
guidelines  are  established,  implementa- 
tion and  monitoring  will  determine  how 
successful  each  treatment  is. 

RECOMMENDATIONS 

Disclose  Physicians' 
Financial  incentives 

Managed  care  was  designed  to  pro- 
duce cost  savings  and  efficient  care.  In 
many  cases,  its  promises  have  not  been 
fulfilled:  employers  have  not  seen  the 
savings  they  had  hoped  for  and  employ- 
ees are  becoming  increasingly  dissatis- 
fied with  the  quality  of  care  and  limits  on 
choice  of  physicians  and  treatment  facil- 
ities (reported  in  the  St  Louis  Post  Dis- 
patch. May  12,  1989:F1;  November  12, 
1989:C3;  and  April  8,  1990:D1;  and  the 
Wall  Street  Journal.  February  27, 
1990:B1).  General  Motors,  with  the  sup- 
port of  the  United  Auto  Workers,  re- 
cently announced  that  it  was  "sending  a 
message"  about  the  "quality  and  access" 


of  health  maintenance  organizations 
fHMOs;,  as  it  dropped  six  plans  and 
encouraged  employees  not  to  enroll  in 
It  zithers.*  The  Florida  Department  of 
Insurance  notes  that,  since  1988,  1628 
complaints  have  been  filed  against  Hu- 
mana managed  care  plans  (Sun-Senti- 
nel. October  21-24, 19902).  Little  more 
than  one  third  of  these  were  from  the 
Medicare  component,  indicating  that 
the  majority  of  problems  were  not  from 
federal  regulations,  but  instead  from 
the  basic  structure  of  the  plans. 

We  are  concerned  that,  in  many  "for- 
profit"  HMOs,  the  quality  of  and  access 
to  services  is  secondary  to  the  genera- 
tion of  a  profit  for  the  corporation.  This 
creates,  for  the  physician,  a  basic  con- 
flict of  interest:  physicians  are  re- 
warded for  deliberately  limiting  care. 
The  director  of  quality  assurance  for 
Humana  Health  Plans  of  South  Florida 
agrees:  "In  any  HMO  there  is  financial 
incentive  to  hold  back  on  services" 
(Sun-Sentinel.  October  23,  1990). 
Those  HMOs  that  put  physicians  in  a 
"gatekeeper"  role  by  offering  financial 
rewards  or  penalties  for  tests  or  refer- 
rals place  physicians  in  an  ethically  and 
professionally  untenable  position.*1  A 
recent  study  on  Medicare  HMOs  done 
by  the  General  Accounting  Office  con- 
cluded that,  "the  incentives  of  a  capita- 
tion payment  system  may  encourage 
the  inappropriate  reduction  of  neces- 
sary services. Approximately  30%  of 
Medicare  HMO  patients  disenroll  with- 
in 2  years,  an  indication  of  serious  dis- 
satisfaction with  the  plan." 

Physicians  must  feel  free  to  make 
medical  decisions  based  on  the  needs  of 
the  individual  patient,  without  fear  of 
economic  sanctions  or  reprisals.  By  the 
same  token,  insurers  must  reveal  to  the 
patient  in  advance  the  financial  incen- 
tive of  the  physician. 14  So  far,  legislation 
that  would  make  full  disclosure  a  law 
has  been  supported  by  the  Masaacnu- 
setts  and  Missouri  medical  associa- 
tions."  More  state  medical  associa- 
tions should  follow  their  lead. 

Volunteer  Service  by  Physicians 

It  wul  take  time  for  all  of  our  propos- 
als to  be  implemented.  For  that  reason 
and  as  a  gesture  of  good  will,  we  recom- 
mend that  physicians  devote  1  day  a 
month  to  caring  for  persons  who  are 
unable  to  afford  medical  services.  Mem- 
bers of  Physicians  Who  Care  are  strong- 
ly urged  to  donate  their  services  in  their 
communities,  making  no  charges  and 
accepting  no  payments,  and  letting  the 
community  know  that  this  is  part  of  the 
Physicians  Who  Care  volunteer  pro- 
gram. By  stepping  forward  in  this  way, 
we  hope  to  encourage  other  physicians 
to  follow  our  lead.  We  believe  it  is  our 
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responsibility  to  society. 
CONCLUSION 

Some  people  are  now  advocating  that 
we  dismantle  our  present  system  in  fa- 
vor of  a  nationalized  system  financed  by 
taxes.  Our  political  and  economic  cli- 
mate, however,  discourages  such  a 
drastic  change.  On  the  other  hand, 
many  lawmakers  are  interested  in  ex- 
panding access  to  health  care,  but  they 
want  to  do  so  in  incremental  stages. 
Because  our  current  system  of  financing 
and  providing  health  care  services  is  so 
large  and  complex,  step-by-step 
changes  make  much  more  sense  than 
sweeping  reform.  Building  on  a  system 
of  private  insurance  encourages  innova- 
tion, preserves  freedom  of  choice  for 
consumers,  and  offers  autonomy  for 
providers.  We  believe  it  is  the  only  rea- 
sonable solution. 
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Appendix  4. — Statements  and  Material  Submitted  for  the 
Record  of  June  18,  1991 


STATEMENT  OF  THE  HONORABLE  FRANK  HORTON 

THIRD  HEARING  ON  THE  U . S . -CANADIAN  HEALTH  CARE  SYSTEM: 
A  COMPARISON  WITH  CANADA 

GOVERNMENT  OPERATIONS  COMMITTEE 
(FULL  COMMITTEE) 

JUNE   18,  1991 
9:30  A.M. 

MR.    CHAIRMAN,    THIS  HEARING  WILL  CONCLUDE  THREE  DAYS  OF 
FAIRLY  IN-DEPTH  INQUIRY  INTO  OPTIONS  FOR  REFORMING  THE  UNITED 
STATES  HEALTH  CARE  SYSTEM.      REFORM  IS  DEFINITELY  NEEDED — NOT  ONE 
WITNESS  WHO  HAS  TESTIFIED  IN  THE  PREVIOUS  TWO  HEARINGS,    NO  MATTER 
WHAT  ORGANIZATION  THEY  REPRESENT,    HAS  SAID  THE  PRESENT  HEALTH 
CARE  SYSTEM  IS  FINE.      EVERYONE  SEES  THE  NEED  TO  DO  SOMETHING. 
THE  QUESTION  IS  WHAT. 

THERE  IS  NO  SHORTAGE  OF  IDEAS.  BUT  IN  ORDER  FOR  CONGRESS  TO 
GET  AROUND  TO  DOING  SOMETHING,  THERE  BETTER  BE  NO  SHORTAGE  OF 
COURAGE  AND  PATIENCE  EITHER.  THIS  IS  A  COMPLICATED  TOPIC.  I 
BELIEVE  IT  MAY  BE  THE  MOST  IMPORTANT  ISSUE  WE  FACE  TODAY  AS  A 
NATION—AND  I  DO  NOT  SAY  THIS  LIGHTLY.  THE  HEALTH  CARE  SYSTEM 
TOUCHES  EVERY  AMERICAN,  AT  EVERY  STAGE  OF  LIFE.  MORE  THAN  7  0 
MILLION  AMERICANS  ARE  EITHER  UNINSURED  OR  UNDERINSURED.  AS  I 
HAVE  SAID  IN  PREVIOUS  HEARINGS,    CONGRESS  NEEDS  TO  ACT  NOW. 
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PAGE  2 

THE  GENERAL  ACCOUNTING  OFFICE  REPORT  ON  THE  CANADIAN  SYSTEM, 
RELEASED  TWO  WEEKS  AGO,   HAS  GENERATED  A  GREAT  DEAL  OF  COMMENT. 
IT  HAS  BEEN  CRITICIZED  BY  SOME  AS  TOO  GLOWING  A  RECOMMENDATION  OF 
THE  CANADIAN  PLAN,   AND  LAUDED  BY  OTHERS  WHO  WOULD  HAVE  US  APPLY 
THE  SYSTEM  LOCK,    STOCK  AND  BARREL  TO  THIS  COUNTRY.      THE  REPORT 
WAS  FOLLOWED  IMMEDIATELY  BY  THE  RELEASE  OF  THE  SENATE  DEMOCRATIC 
LEADERSHIP'S  HEALTH  CARE  REFORM  BILL,   WHICH  BUILDS  ON  THE  WORK  OF 
THE  PEPPER  COMMISSION.     THESE  WORKS  DEMONSTRATE  THAT  THERE  ARE 
MANY  OPTIONS  AVAILABLE  TO  US,   AND  SHOWS  THAT  THERE  IS  A  GREAT 
DEAL  OF  PRO-REFORM  ENERGY  IN  THE  AIR. 

TODAY'S  WITNESSES  PROVIDE  THIS  COMMITTEE  THE  OPPORTUNITY  TO 
MOVE  TO  A  DEEPER  LEVEL  IN  THE  ANALYSIS  OF  OUR  HEALTH  CARE 
PROBLEMS.      ONE  OF  TODAY'S  WITNESSES  QUOTES  EDMUND  BURKE,   WHO  SAID 
THAT  "GOD  IS  IN  THE  DETAILS."     AS  WITH  MANY  ISSUES  CONGRESS 
FACES,   THERE  ARE  ENOUGH  DETAILS  HERE  TO  KEEP  US  OCCUPIED  FOR  A 
LONG  TIME.     WE  WILL  HEAR  ABOUT  THE  BENEFITS  AND  LIMITATIONS  OF 
OUR  PRESENT  EMPLOYMENT-BASED  MODEL.     WE  WILL  HEAR  SOME  GOOD  AND 
BAD  THINGS  ABOUT  THE  CANADIAN  SYSTEM.     WE  WILL  HEAR  TESTIMONY 
ABOUT  THE  ATTITUDES  OF  AMERICANS  TO  HEALTH  CARE  AND  CHANGE  IN  THE 
SYSTEM.     FINALLY,   WE  WILL  BE  URGED  TO  RESIGN  OURSELVES  TO  THE 
NECESSITY  OF  MAKING  DIFFICULT  CHOICES. 

THIS  COMMITTEE  MAY  NOT  BE  THE  ONE  TO  MAKE  THOSE  CHOICES,  BUT 
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WE  WILL  PROVIDE  A  SERVICE  IN  AIRING  THESE  VIEWS.  WE  MIGHT  ALSO 
HELP  SET  THE  STAGE  FOR  ACTION. 

THANK  YOU. 
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Citizen  Action 


1406  West  6th  Street,  Suite  200 
Cleveland,  Ohio  44113 
(216)694-6931 
(216)  694-6904  (FAX) 


1300  Connecticut  Avenue  NW.  Suite  401 
Washington,  D.C.  20036 
(202)  857-5168 


June  26, 1991 


,202,  857-4 ^F^^^  John  Qm9tat  Jr 


Chair 

Committee  on  Government  Operations 
2157  Rayburn  HOB 
Washington,  D.C.  20515-6143 

Dear  Chairman  Conyers: 

First,  let  me  thank  you  for  the  opportunity  to  appear  before  the  Committee  on  Government 
Operations  to  discuss  the  lessons  which  the  United  States  can  learn  from  the  Canadian  health  care 
system.  Your  Committee's  hearings  have  already  sparked  a  great  deal  of  debate  and  discussion,  both 
in  Washington  and  around  the  country. 

Second,  I  would  like  to  ask  permission  to  append  to  my  testimony  the  enclosed  studies  to  which  I 
referred  in  my  oral  presentation.  Those  studies,  "Premiums  without  Benefits"  and  "Health  Insurance 
at  Risk,"  provide  more  detailed  information  on  my  comments  regarding  the  inefficiencies  and 
inequities  of  our  private  insurance-based  system. 

Again,  it  was  a  pleasure  to  testify  before  your  Committee  and  I  hope  that  you  will  let  me  know 
whenever  Citizen  Action  can  be  of  assistance  to  you. 


Sincerely, 


Robert  M.  Brandon 
Vice  President 


Enclosures 
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Premiums  without  Benefits: 
Waste  and  Inefficiency  in  the 
Commercial  Health  Insurance  Industry 

Executive  Summary 

The  United  States  system  of  health  insurance  is  wasteful  and  inefficient.  For  every  dollar  the 
commercial  insurance  industry  paid  in  claims  in  1988,  the  industry  spent  33.5  cents  for 
administration,  marketing  and  other  overhead  expenses.  Thus,  not  including  profits,  the 
commercial  insurance  industry  spent  fourteen  times  as  much  on  administration,  overhead  and 
marketing  per  dollar  of  claims  paid  as  did  the  Medicare  system,  and  eleven  times  as  much 
per  dollar  of  claims  paid  as  the  Canadian  national  health  system.  Had  an  efficient  public 
program  such  as  Medicare  or  the  Canadian  system  provided  the  same  amount  of  benefits, 
consumers  and  businesses  served  by  commercial  insurers  would  have  saved  $  13  billion. 

The  roughly  30  cents-per-dollar-of-claims-paid  difference  in  administrative,  overhead  and 
marketing  expenses  between  commercial  insurers  and  public  programs  did  not  buy  better 
health  care.  It  paid  for  functions  that  are  not  necessary  when  coverage  is  provided  by  a 
comprehensive  and  unified  public  program.  In  order  to  lower  its  risks  of  paying  claims  and 
increase  its  chances  of  earning  profits,  each  insurance  company  spends  vast  amounts  of  money 
on  underwriting,  marketing  and  denying  claims.  Underwriting  divides  people  into  narrow 
segments  based  on  their  probable  need  for  medical  care.  The  irresistible  motive  for 
segmenting  is  that  each  time  an  insurance  company  can  find  a  segment  likely  to  need  medical 
care,  it  can  charge  higher  rates  or  deny  coverage  altogether,  lowering  its  risks  of  paying 
claims.  The  commercial  insurance  companies  spend  a  great  deal  of  money  on  marketing, 
aggressively  competing  with  each  other  to  insure  those  segments  that  underwriting  has 
determined  to  be  most  lucrative.  Since  the  companies  have  so  little  control  over  medical 
expenditures  and  fees,  they  rely  on  expensive  internal  bureaucracies  to  reject  claims 
submissions  from  groups  or  individuals  once  they  are  insured.  The  system  is  rational  and 
indispensable  for  each  company,  but  irrational  and  dispensable  for  the  nation.  Incredibly,  the 
commercial  insurance  way  of  paying  for  health  care  leaves  Americans  spending  more  to  deny 
people  coverage  than  it  would  cost  to  provide  everyone  with  coverage. 

This  report  is  based  on  documents  filed  by  commercial  insurance  companies  with  regulatory 
bodies.  These  filings  have  been  tabulated  on  a  national,  state  by  state,  and  company  by 
company  basis.  The  administrative,  overhead  and  marketing  costs  documented  in  this  report 
represent  only  a  fraction  of  the  total  waste  attributable  to  the  insurance  industry.  Not 
included  in  this  estimate  are  the  profits  of  commercial  health  insurers,  and  the  administrative, 
overhead  and  marketing  expenses  of  insurance  firms  for  whom  comparable  state  by  state  data 
is  not  available  (most  notably  Blue  Cross/Blue  Shield).  Nor  are  the  administrative  and 
paperwork  costs  the  insurance  companies  impose  on  doctors,  hospitals,  businesses  and 
consumers  counted.  Finally,  the  kind  of  savings  that  nations  with  comprehensive  public 
programs  have  been  able  to  achieve  by  bargaining  with  doctors  and  hospitals  for  reasonable 
prices  have  not  been  estimated.  A  full  accounting  of  the  social  costs  of  the  insurance  industry 
would  be  many  times  the  total  presented  in  this  report 
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The  major  findings  of  this  report  are:* 

•  Commercial  insurance  companies  spent  33.5  cents  to  provide  a  dollar  of  benefits, 
fourteen  times  more  than  it  cost  Medicare  (2.3  cents)  and  eleven  times  more  than 
it  cost  the  Canadian  national  health  system  (3  cents). 

•  Not  including  profits,  commercial  insurance  companies  spent  $14.9  billion  to 
provide  $44.5  billion  in  health  benefits,  at  least  $13  billion  more  than  it  would  have 
cost  had  the  same  amount  of  benefits  been  provided  by  a  system  as  efficient  as 
Medicare  or  the  Canadian  national  health  system. 

•  Administration,  overhead  and  marketing  costs  amounted  to  $316  for  typical 
individual  coverage  under  employer-provided  plans,  and  $675  for  typical  family 
coverage  under  employer-provided  plans.  Had  benefits  been  provided  as 
efficiently  as  they  are  by  Medicare  or  the  Canadian  national  health  system,  the  cost 
for  an  individual  could  have  been  reduced  by  $281  and  the  cost  for  a  family  policy 
could  have  been  reduced  by  $599. 

•  Administration,  overhead  and  marketing  costs  were  even  greater  for  those  who 
could  not  obtain  group  coverage.  It  cost  commercial  insurers  73  cents  to  provide 
one  dollar  of  benefits  to  those  who  were  not  part  of  regular  group  plans.  Workers 
for  companies  that  do  not  provide  health  insurance,  the  self-employed,  farmers  and 
those  with  pre-existing  conditions  are  some  of  the  most  common  examples  of 
people  who  cannot  obtain  standard  group  coverage. 

•  The  $13  billion  difference  between  what  it  cost  commercial  insurers  and  what  it 
would  have  cost  a  public  program  to  provide  the  same  benefits  in  1988  would  have 
been  sufficient  to  provide  insurance  coverage  to  11  million  Americans  then  without 
insurance. 

•  Between  1981  and  1988,  the  administrative,  overhead  and  marketing  costs  of  the 
commercial  insurance  companies  increased  by  93  percent,  far  more  than  the 
increase  in  premiums  sold  (73  percent)  or  benefits  paid  (77  percent).  In  other 
words,  administrative,  overhead  and  marketing  costs  of  the  companies  have 
increased  even  faster  than  health  costs  themselves  and  now  consume  an  even 
greater  share  of  the  premium  dollar  than  they  did  in  1981. 

•  The  top  ten  commercial  insurance  companies  in  the  United  States  in  1988  were, 
in  order  of  direct  premiums  earned,  Prudential,  Aetna,  Metropolitan  Life, 
Travelers  Insurance,  Principal  Mutual,  Connecticut  General,  Continental 
Assurance,  Guardian  Life,  Mutual  of  Omaha,  and  Provident  Life  and  Accident.1 


The  graph  below  compares  the  efficiency  of  the  commercial  health  insurance  industry  with 
the  efficiency  of  Medicare  and  the  Canadian  national  health  system.  The  table  on  the  next 
page  provides  a  summary  of  the  key  findings  of  the  report. 


'  Unless  otherwise  indicated,  all  figures  are  for  1988  in  1988  dollars.  See  the  Appendix  for  definition  of  terms. 
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Overhead  Expenses  as 

Percent  of  Claims: 
Medicare,  Canada  and 
Commercial  Insurers,  1988 

100%  |  


Public  Programs  Commercial  Insurance 
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SUMMARY  COMMERCIAL  HEALTH  INSURANCE  STATISTICS,  1988 

United  States 

Premiums 

$55.2  billion 

Claims 

$44.5  billion 

Difference 

$10.7  billion 

Administration,  Commissions,  Marketing  and  Other 
Overhead  Expenses 

$14.9  billion 

Expenses  per  dollar  of  claims 

33.5  cents 

Expenses  per  dollar  of  premiums  collected 

26.9  cents 

Waste,  as  compared  with  Canada  (3  cents  per  dollar  of 
claims  paid) 

$13.2  billion 

Waste,  as  compared  with  Medicare,  (2.3  cents  per  dollar  of 
claims  paid) 

$13.6  billion 

Notes 

Sources:  Best's  Insurance  Reports  1989,  Best's  Life-Health  Industry  Marketing  Results  1989;  Citizens  Fund  calculations 
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Introduction 

The  health  care  system  is  in  crisis.  Health  care  in  the  United  States  is  unaffordable, 
inefficient  and  inequitable.  Costs  have  been  escalating  at  an  annual  rate  far  exceeding 
inflation.  Americans  spend  far  more  for  health  care  than  their  international  competitors  yet 
lag  behind  them  on  all  measures  of  health. 

The  United  States  spent  over  $600  billion  on  health  care  in  1989.  Per  capita  health  care 
spending  was  $2,051  compared  with  an  average  of  only  $1,069  for  our  major  international 
competitors  (Japan,  West  Germany,  France,  the  United  Kingdom  and  Canada).2  Yet  on 
three  commonly-used  indicators  of  public  health,  the  United  States  lags  behind.  Tne  United 
States  ranks  poorest  among  those  countries  on  measures  of  infant  mortality  and  child 
mortality  and  leads  only  the  United  Kingdom  on  life  expectancy.3 

Many  people  can  no  longer  afford  health  care.  Twenty-eight  percent  of  all  Americans  ~  63 
million  people  -  were  without  insurance  for  a  substantial  amount  of  time  during  a  recent  28- 
month  period  according  to  the  Census  Bureau.4  A  recent  study  reports,  "57  percent  of 
Americans  who  had  someone  in  their  family  needing  medical  care  reported  some  problems 
paying  for  it;  for  25  percent,  these  payments  caused  financial  difficulties."5 

Private  health  insurance  accounted  for  $174.9  billion,  or  32.4  percent,  of  the  $539.9  billion 
spent  on  health  care  in  1988,  the  most  recent  year  for  which  information  is  available. 
Commercial  life  and  health  insurance  companies  -  the  focus-  of  this  study  ~  accounted  for 
over  $55.4  billion  of  this  amount.*  Based  on  the  most  recently  available  data,  Blue 
Cross/Blue  Shield  accounted  for  29.3  percent  of  the  private  health  insurance  market  and 
HMOs  and  self-insured  plans  accounted  for  an  additional  31.2  percent.7  In  addition 
consumers  paid  $113.2  billion  in  out-of-pocket  expenses  ~  for  deductibles,  co-insurance 
payments  and  care  that  private  health  insurance  policies  do  not  cover.8 

The  remainder  of  this  report  is  divided  into  three  chapters.  Chapter  One  explores  the  ways 
in  which  the  insurance  industry  adds  unnecessary  social  costs  to  the  health  care  system. 
Chapter  Two  details  the  national  performance  of  commercial  insurance  companies  in  1988. 
Chapter  Three  compares  the  performance  of  the  commercial  insurance  industry  with  two 
public  programs,  Medicare  and  the  Canadian  national  health  system. 
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The  Nature  of  Insurance  Industry  Inefficiency 

Paying  for  health  care  through  private  insurance  imposes  three  types  of  cost  on  the  nation. 
This  chapter  illustrates  each  kind  of  cost,  although  only  one  ~  administrative,  overhead, 
marketing  and  claims  --  is  the  focus  of  this  report. 

Health  Care  Cost  Containment 

The  fact  that  many  people  are  either  denied  coverage  or  are  priced  out  of  the  health 
insurance  market  is  a  symptom  of  the  larger  systemic  problem  of  controlling  costs  in  a  health 
care  system  with  over  1,500  private  health  insurers.  Insurance  companies  resort  to  huge 
premium  increases  and  denial  of  coverage  because  they  see  this  strategy  as  the  best  way  to 
stay  profitable  in  a  world  of  rapidly  escalating  prices.  The  best  way  to  bring  those  costs  under 
control  is  to  create  a  single-payer  system  similar  to  the  Canadian  health  care  system,  in  which 
one  payer  determines  the  fee  structure  and  budgets  for  providers  and  prevents  redundant 
acquisitions  of  expensive  new  technologies. 

In  the  current  system,  the  hundreds  of  insurance  companies  and  millions  of  individual  and 
business  consumers  are  without  significant  leverage  to  control  the  costs  of  doctors,  hospitals 
and  drug  companies.  A  free  market  approach  only  works  well  when  both  buyers  and  sellers 
have  information.  Where  the  buyers  are  hostage  to  the  expertise  of  sellers,  a  free  market  is 
not  the  best  system  of  providing  a  product.  If  a  person  needs  an  appendectomy,  for  example, 
he  or  she  is  not  in  a  position  to  shop  around  for  the  best-priced  hospital,  surgeon  and 
anesthesiologist.  The  patient  is  likely  to  have  an  established  relationship  with  a  particular 
family  practitioner  who  in  turn  has  established  relationships  with  particular  hospitals  and 
specialists. 

A  single-payer  system,  on  the  other  hand,  allows  the  government  to  bargain  with  these  groups 
to  set  reasonable  rates  that  allow  doctors  and  hospitals  to  make  reasonable  profits  while  still 
providing  care  to  all.  In  Canada,  for  example,  doctors  work  for  themselves  and  are  paid  a 
fixed  amount  for  each  procedure  just  as  they  are  in  the  United  States.  The  difference  is  that 
the  fee  they  are  paid  is  set  by  a  provincial  commission  based  on  a  rational  assessment  of  the 
time,  training  and  equipment  required  by  the  physician  for  the  particular  procedure  and 
negotiations  between  doctors,  hospitals  and  the  government.  And  in  Canada,  annual  budgets 
are  set  for  each  hospital.  In  the  United  States,  by  contrast,  businesses  and  individual 
consumers  buying  private  insurance  are  at  the  mercy  of  hospitals,  doctors  and  drug  companies 
who  can  set  whatever  rate  they  want.  For  example,  the  cost  of  an  adult  checkup  is  only  $32 
in  Canada  compared  with  $53  in  the  United  States.  For  surgical  procedures,  the  gap  is  even 
wider.  An  appendectomy  costs  only  $180  in  Canada  compared  with  $797  in  the  United 
States.9  The  result  is  that  Canadians  can  spend  far  less  per  capita  on  health  care  and  receive 
better  care  overall. 
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The  Burdens  Imposed  on  Medical  Care  Providers,  Consumers  and  Businesses 

The  commercial  insurance  industry's  practices,  as  well  as  the  barriers  erected  to  paying  claims, 
impose  significant  costs  on  the  medical  care  providers,  consumers  and  businesses  who  must 
live  by  their  rules.  Specifically: 

•  Paperwork  for  Providers.  Each  insurance  company  has  its  own  unique  forms  that 
must  be  filled  out  by  doctors  and  hospitals.  Administrative  expenses  consume  18 
percent  of  an  average  American  hospital's  budget  compared  with  only  8  percent 
in  Canada.10 

•  Paperwork  for  Individuals.  Individuals  face  a  daunting  task  shopping  for  health 
insurance.  The  structure  of  benefits  is  far  from  uniform.  Some  policies  promise 
no  premium  increases  for  a  number  of  years  while  others  may  be  initially  less  costly 
but  allow  for  rapid  escalation  of  premiums  and  cost  sharing  upon  renewal.  Others 
may  provide  high  deductibles  and  lower  prices.  Many  people  report  experiencing 
difficulty  in  getting  claims  paid  and  bills  corrected. 

•  Paperwork  for  Businesses.  Businesses  face  costs  similar  to  those  faced  by 
individuals.  Many  businesses  have  been  forced  to  hire  full-time  health  care 
administrators  to  manage  coverage  and  expensive  health  benefits  consultants  to 
help  find  the  best  policies. 

•  Churning  Business.  The  General  Accounting  Office  estimates  that  roughly  one 
third  of  small  businesses  leave  their  insurance  companies  or  are  not  renewed  each 
year.  Unfortunately,  the  effect  on  employees  of  a  business  changing  insurance 
companies  can  be  devastating.  Pregnancies  or  serious  illnesses  that  occurred  under 
the  previous  policy  are  usually  excluded  from  coverage  under  pre-existing  condition 
exclusion  clauses.  In  the  second  and  subsequent  years  of  a  policy,  some  preexisting 
condition  exclusions  expire  or  employees  may  develop  new  medical  problems; 
either  event  leads  to  higher  insurance  premiums.  The  higher  insurance  premiums, 
once  again,  force  the  employer  to  find  a  new  insurance  company  offering  lower 
rates  and  the  cycle  begins  again.11 

•  Blocking  Employment  Mobility.  Many  people  with  medical  conditions  as  common 
as  pregnancy  and  asthma  are  effectively  deterred  from  finding  new  jobs  because 
insurance  will  rarely  cover  pre-existing  conditions  of  new  employees. 


Insurance  Industry  Administrative,  Overhead  and  Marketing  Costs 

The  focus  of  this  study  is  the  commercial  insurance  industry's  excessive  administrative  and 
marketing  expenses.  The  industry  wastes  billions  of  dollars  each  year  on  practices  that  other 
countries  and  financing  systems  avoid.  Among  the  reasons  for  the  excessive  health  insurance 
costs  are: 
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•  Denying  Coverage.  Resources  are  wasted  weeding  out  unprofitable  groups  and 
individuals.  The  insurance  companies  usually  evaluate  each  group  before  deciding 
to  offer  initial  coverage  and  then  repeat  the  process  every  year  before  deciding  to 
renew.  In  small  groups,  if  one  person  has  a  serious  illness,  coverage  is  sometimes 
denied  (or  effectively  denied  through  dramatic  premium  increases)  to  the  group 
the  next  year.  Making  those  distinctions  is  expensive.  In  addition,  the  industry  is 
going  to  great  lengths  to  deny  coverage  to  new  applicants  who  do  not  fall  into 
"safe"  occupational  or  industrial  categories.  Applicants  are  often  investigated  and 
their  backgrounds  verified  to  determine  whether  they  fall  into  a  wide  range  of 
categories.  Those  groups  include  people  with  pre-existing  conditions,  people  who 
work  in  low-paying  or  seasonal  jobs,  small  businesses,  government-financed 
nonprofit  organizations,  health  care  and  hazardous  occupations,  and  those  in 
professions  that  have  been  redlined  by  the  insurance  industry.12  Businesses  and 
persons  denied  coverage  by  one  insurance  company  are  likely  to  apply  to  another 
company  and  the  cycle  of  applications,  investigations  and  verificadon  begins  again. 

•  Setting  Rates.  In  order  to  maximize  profits,  the  insurance  industry  determines  an 
"experience  rating"  for  each  group  and  individual.  This  experience  rating  is  based 
on  the  insurance  company's  actual  cost  experience  with  the  policy-holder  or  policy- 
holders with  similar  characteristics.  In  contrast  to  single  payer  systems  where  the 
government  relies  on  general  revenues  to  spread  the  risk  across  the  entire 
population  or  employs  a  very  simple  system  for  calculating  premiums,  the  current 
system  requires  enormous  resources  to  administer  since  the  insurance  industry  tries 
to  assess  the  specific  risk  for  virtually  every  group  or  individual  policy  they  write. 

•  Advertising,  Marketing  and  Commissions.  In  1988,  the  commercial  health 
insurance  industry  spent  over  $292  million  in  advertising  and  paid  out  $6.9  billion 
in  commissions.  Commissions  alone  are  equal  to  12.6  percent  of  total  premium 
income.  Commercial  health  insurers  have  been  especially  aggressive  in  marketing 
to  large  groups  which  they  consider  more  profitable  than  either  small  groups  or 
individuals. 

•  Denying  and  Processing  Claims.  Insurance  companies  administer  many  different 
types  of  policies  with  varying  degrees  and  types  of  coverage.  In  addition  to 
managing  a  multiplicity  of  forms,  insurance  companies  devote  a  great  deal  of  time 
and  resources  reviewing,  challenging  and  denying  claims  submissions.  A  single  plan 
available  to  all  people  would  dramatically  simplify  the  processing  of  claims  ~  as  is 
the  case  in  the  Canadian  and  Medicare  systems. 

•  Monitoring  Providers.  Insurance  companies  duplicate  each  others'  monitoring  of 
providers  to  prevent  overtoiling. 

•  Profits.  From  1979  to  1988,  the  insurance  industry  made  over  $7.3  billion  in 
profits  from  health  and  accident  insurance.  Valueline  Investment  Survey  reports: 

We  look  for  strong  earnings  gains  from  most  of  the  group  health 
participants  over  the  next  three  to  five  years.  That's  because  annual  rate 
increases  (estimated  at  15  percent  -  25  percent  for  large  cases  and  35  percent 
-  45  percent  for  small  cases)  are  still  running  well  in  excess  of  the  trend 
factor  -  the  annual  growth  rate  of  medical  claims  costs  per  risk  ...  [M]any 
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of  the  group  health  carriers  have  modified  their  policies,  and  increased  out- 
of-pocket  provisions.  And  these  claim  reductions  are  likely  to  show  up  on 
the  bottom  line,  too.13 

•  Excessive  Compensation  for  Industry  Executives.  A  study  by  the  accounting  firm, 
Ernst  &  Young  reveals  that  insurance  company  compensation  to  executives  in 
three  of  four  positions  studied  was  significantly  higher  than  in  other  industries. 
(Compensation  for  Chief  Executive  Officers,  Chief  Operating  Officers  and  Chief 
Financial  Officers  was  20  percent,  37  percent  and  9.7  percent  higher  respectively, 
than  for  companies  of  similar  size  in  other  industries).14 
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Health  Insurance  Industry  Performance  in  the  United  States 

This  chapter  quantifies  the  administrative  expenses  of  the  commercial  health  insurance 
industry.15  There  are  four  sections.  The  first  provides  an  overview  description  of  expenses. 
The  second  compares  these  expenses  to  the  claims  the  industry  paid.  The  third  looks  at 
insurance  industry  inefficiency  using  other  possible  measures  of  industry  performance.  The 
final  section  summarizes  the  performance  of  the  top  ten  health  insurance  companies. 

An  Overview  of  Health  Insurance  Industry  Expenses 


In  1988  commercial  insurance  companies  paid  $44.5  billion  to  policy  holders  in  claims.  These 
companies  also  reported  $14.9  billion  in  administrative,  marketing  and  other  overhead  costs.1* 
These  expenses  are  itemized  below. 


HEALTH  INSURANCE  INDUSTRY  EXPENSES  (1988) 

Expenses 
($  Million) 

Percent  of 
Claims 

Percent  of 
Premiums 

Commissions 

$6,957.3 

15.7% 

12.5% 

Advertising 

292.1 

0.7% 

0.5% 

Salaries  &  Wages 

4,014.6 

9.1% 

7.2% 

Insurance  Industry  Employee  &  Agent  Benefits 

488.4 

1.1% 

0.9% 

Printing  Postage  &  Phone 

923.7 

2.1% 

1.7% 

Rent  and  Other  Expenses 

2,238.3 

5.0% 

4.0% 

Total  Expenses 

$14,914.4 

33.5% 

26.9% 

Source:  Best's  Aggregates  &  Averages,  Life-Health  1989 
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Administrative,  Overhead  and  Marketing  Expenses  and  Claims 

For  the  health  insurance  consumer,  the  test  of  the  insurance  industry's  efficiency  is  how  much 
insurance  companies  spend  to  provide  a  dollar  of  benefits.  In  this  report,  this  ratio  is  called 
the  expense  to  claims  ratio;  it  is  administrative,  marketing  and  other  overhead  expenses 
divided  by  claims.  Since  administrative,  overhead  and  marketing  expenses  totaled  $14.9 
billion,  and  claims  paid  amounted  to  $44.3  billion,  the  expense  to  claims  ratio  was  33.5%  in 
1988.  In  other  words,  for  every  dollar  that  the  commercial  health  insurance  industry  paid  out 
in  claims,  the  insurance  industry  spent  33.5  cents  for  administration,  marketing,  and  other 
overhead  expenses.17 

The  typical  employer-provided  group  policy  cost  $1,176  for  individual  coverage  of  which  the 
commercial  insurance  industry  spent  $  316  for  administration,  overhead  and  marketing.  An 
employer-provided  family  policy  cost  $2,508  of  which  $  675  was  spent  on  administration, 
overhead  and  marketing. 

Individual  policy-holders  have  traditionally  paid  much  higher  premiums  than  people  who  are 
able  to  obtain  insurance  as  part  of  a  group.  As  the  table  on  the  next  page  makes  clear, 
overhead  expenses  were  far  higher  in  relation  to  claims  for  non-group  policies  -  mostly 
individual  policies  ~  than  for  the  standard  group  policies.  The  expense  to  claims  ratio  for 
these  policies  was  an  enormous  73.1  percent.  In  other  words,  for  each  dollar  in  benefits  to 
those  unable  to  participate  in  a  group,  the  commercial  insurance  industry  spent  73  cents  on 
administration,  marketing,  commissions  and  other  overhead  expenses. 

The  following  table  also  documents  the  steep  rise  in  administrative,  overhead  and  marketing 
expenses  since  1981.  This  table  dispels  the  popular  misconception  that  premium  increases 
merely  reflect  medical  price  inflation.  The  reality  is  that  industry  inefficiency  contributed  to 
the  premium  increases.  While  the  annual  amount  of  claims  paid  increased  by  76.6  percent 
from  1981  to  1988,  insurance  industry  expenses  increased  by  92.8  percent.  As  a  share  of 
claims,  they  rose  from  30.7  to  33.5  percent. 
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NATIONAL  HEALTH  INSURANCE  STATISTICS:  1981  AND  1988 

($  Billions) 

Claims 

Premiums 

Expenses 

Expense 
-to- 
Claim 
Ratio 

Expense 
-to- 
Premium 
Ratio 

1988 

Group 

$35.8 

$413 

$8.5 

23.8% 

20.7% 

Individual  &  Other 

$8.8 

$13.9 

$6.4 

73.1% 

44.7% 

All  Policies 

$44.5 

$55.2 

$14.9 

33.5% 

26.9% 

1981  . 

Group 

$20.8 

$24.5 

$4.3 

20.9% 

17.7% 

Individual  &  Other 

$4.4 

$7.3 

$3.4 

76.8% 

45.7% 

All  Policies 

$25.2 

$31.9 

$7.7 

30.7% 

24.2% 

Change  from  1981  -  1988 

Group 

72.0% 

68.6% 

95.9% 

13.9% 

16.9% 

Individual  &  Other 

98.1% 

88.8% 

88.6% 

-4.8% 

-2.2% 

All  Policies 

76.6% 

73.3% 

92.7% 

9.1% 

11.2% 

Notes 

Claims  are  claims  incurred,  premiums  are  net  premiums  earned. 
See  text  for  definition  of  ratios,  appendix  for  definition  of  terms. 

Source:  Best's  Aggregates  &  Avert 

iges,  Life-Health  1989;  Citizens  Fund  calculations. 

Other  Measures  of  Health  Insurance  Performance 

In  addition  to  the  expenses  to  claims  ratio,  there  are  two  other  commonly  used  measures  of 
health  insurance  efficiency:  the  expense  to  premium  ratio18  and  the  loss  ratio.  Both  of  these 
measures  are  inferior  to  the  expense  to  claims  ratio  for  the  purpose  of  measuring  insurance 
industry  inefficiency. 

The  expense  to  premium  ratio  is  simply  expenses  divided  by  premiums.  As  stated  above, 
administrative,  overhead  and  marketing  expenses  were  $  14.9  billion  in  1988.  Since  premiums 
were  $  55.2  billion,  the  expense  ratio  was  26.9  percent.  In  other  words,  for  every  dollar 
commercial  health  insurers  collected  in  premiums,  they  spent  26.9  cents  on  administrative, 
marketing  and  other  overhead  expenses.  The  expense  to  premiums  ratio  and  the  expense  to 
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claims  ratio  measures  differ  only  in  that  they  compare  expenses  with  different  indicators.  The 
expense  to  claims  ratio  measures  efficiency  from  the  perspective  of  the  health  insurance 
consumer  or  the  policy  maker.  The  consumer  wants  to  know,  "How  much  do  I  have  to  spend 
on  insurance  administration  for  each  dollar  of  benefits  I  actually  get  back?"  On  the  other 
hand,  the  insurance  company  executive  wants  to  know,  "How  much  of  each  dollar  I  collect 
in  premiums  must  be  spent  for  overhead  expenses  and  taken  out  of  profits?"  Estimating  the 
amount  that  could  be  saved  in  administrative  waste  ~  $  13  billion  ~  is  unaffected  by  whether 
expense  to  premiums  or  expense  to  claims  is  used  since  both  measures  are  based  on  identical 
definitions  of  administrative  expense. 

Another  measure  used  by  the  insurance  industry  is  the  loss  ratio.  The  loss  ratio  is  simply  the 
total  claims  divided  by  total  premiums.  This  measure  does  not  address  administrative, 
overhead  and  marketing  expenses  directly.  Rather  it  indicates  the  percentage  of  premiums 
sold  that  were  spent  paying  claims.  The  remainder  (mathematically  100  percent  minus  the 
loss  ratio)  is  the  amount  left  over  after  claims  have  been  paid.  These  funds  are  used  to  pay 
administrative,  marketing  and  other  overhead  expenses  as  well  as  to  provide  profit. 

The  loss  ratio  will  tend  to  understate  expenses  since  it  makes  no  allowance  for  additional 
income  that  insurance  companies  receive  from  investments.  Investment  and  other  income 
derived  from  health  insurance  funds  in  1988  totaled  $5.5  billion  in  addition  to  the  $55.2 
billion  received  in  premium  income.  In  addition,  since  the  industry  lost  money  in  1988,  the 
loss  ratio  implies  a  greater  efficiency  than  the  industry  actually  achieved.  Policy  holders  are 
likely  to  pay  for  these  losses  in  higher  prices  in  subsequent  years. 

The  loss  ratio  varies  from  year  to  year  depending  upon  how  well  the  insurance  industry  has 
anticipated  claims  for  the  year.  In  the  past  several  years,  many  companies  have 
underestimated  the  amount  of  claims  they  would  have  to  pay  out  so  their  loss  ratios  have 
been  high  and  they  have  lost  money  as  a  result.  Since  this  ratio  is  heavily  influenced  by  the 
industry's  calculation  or  miscalculation  of  expected  claims,  it  is  a  less  reliable  indicator  than 
either  of  the  other  two  ratios. 

There  are,  however,  three  reasons  for  paying  attention  to  the  loss  ratio.  The  first  is  that  it 
does  provide  an  annual  snapshot  of  how  much  more  the  public  actually  pays  in  premiums  than 
it  receives  in  benefits.  Second,  when  profits  are  earned,  the  measure  adds  that  profit  to  the 
administrative  costs  so  that  a  more  complete  picture  of  the  public  costs  of  the  insurance 
industry  is  visible.  And  third,  because  of  inconsistencies  between  what  the  insurance 
companies  report  nationally  and  in  each  state,  it  is  impossible  to  compute  the  expense  to 
claims  ratio  for  each  company  in  each  state.  On  the  other  hand,  the  companies  do  report 
their  loss  ratios  on  a  state  by  state  basis. 

In  order  to  make  the  loss  ratio  conceptually  consistent  with  the  expense  to  claims  and 
expense  to  premium  ratios,  this  report  recomputes  the  loss  ratio  as  an  "excess  premiums  to 
premiums  ratio,"  and  as  an  "excess  premiums  to  claims  ratio."  Excess  premiums  are  simply  the 
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difference  between  premiums  collected 
and  claims  paid.  The  ratios  are  this 
number  divided  by  either  premiums  or 
claims.  Thus,  ihe  excess  premiums  to 
premiums  ratio  is  simply  100  percent 
minus  the  loss  ratio.  If  a  company 
collected  $  100  in  premiums  and  paid  $ 
80  in  claims,  its  excess  premiums  to 
premiums  ratio  would  be  20  percent 
((100-80)/100).  The  expense  to  claims 
ratio  for  the  same  company  would  be  25 
percent  (100-80)/80).  These  two 
measures  are  conceptually  consistent 
with  the  other  indicators  used  in  that 
they  measure  what  the  company  retains 
for  expenses  and  profits  rather  than 
what  they  pay  in  claims. 

The  graph,  and  the  table  on  page  20  confirm  that  the  overall  conclusions  of  this  report  are 
unaffected  by  the  choice  of  industry  performance  measure.  The  measures  have  been  fairly 
stable  in  the  1980's,  and  have  basically  followed  the  same  trends. 

The  Top  Ten  Health  Insurers 

Unfortunately,  the  information  each  company  provides  is  inadequate  to  compute  an  expense 
to  claims  ratio.  For  that  reason,  this  section  summarizes  the  performance  of  the  top  ten 
companies  by  detailing  their  expense  to  premium  ratios  and  their  excess  premiums  to  claims 
ratios  as  just  described.  This  table  shows,  for  example,  that  in  1988  Prudential,  the  leading 
company,  earned  $4.4  billion  of  premiums.  Its  expense  to  premiums  ratio  nationally  was  17.9 
percent,  meaning  that  for  every  dollar  it  collected  in  premiums,  17.9  cents  were  spent  on 
administration,  overhead  and  marketing.  Prudential  had  an  excess  premiums  to  claims  ratio 
of  9  percent  meaning  that  for  every  dollar  it  paid  in  claims  it  had  9  cents  available  for 
administration,  overhead,  marketing  and  profits.  As  a  comparison  between  the  expense  to 
premiums  ratio  and  the  excess  premiums  to  claims  ratio  suggests,  Prudential  lost  money  on 
its  health  underwriting  in  1988.  (However,  the  company's  $7.4  billion  in  investment  income 
more  than  offset  its  $192  million  health  insurance  underwriting  loss.)  While  no  company  can 
be  as  efficient  as  a  comprehensive  and  uniform  public  program  and  while  these  ratios  are 
subject  to  some  change  from  year  to  year,  the  wide  variation  among  these  companies  suggests 
that  policy  holders  and  regulators  might  profitably  subject  the  operations  of  these  companies 
to  greater  scrutiny,  particularly  when  rate  increases  are  requested. 


Expense  to  Premiums,  Claims  to  Expense 
and  Excess  Premiums  to  Premiums 
Ratios,  1981-1988 


40* 

20% 

 BfJjBBe  To' Premium* "Etpel«*e'B  ClaUni 

Ratio  Ratio 

Premiums  Ratio 

0* 
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TOP  10  HEALTH  INSURERS  IN  THE  UNITED  STATES,  1988 

Premiums 
($  millions) 

Expense-to- 
Premium 
Ratio 

Excess  Premium 
-to-Claims 
Ratio 

Prudential  Insurance  America 

4398 

17.9 

9 

Aetna  Life  Insurance 

2344 

19.3 

8 

Metropolitan  Life 

1,993 

33.6 

31 

Travelers  Insurance 

1,862 

10.8 

39 

Principal  Mutual 

1,599 

28.0 

14 

Connecticut  General  Life  Co. 

1,527 

15.4 

2 

Continental  Assurance 

1,368 

18.7 

14 

Guardian  Life  Insurance 

1,157 

20.2 

11 

Mutual  of  Omaha 

1,125 

18.2 

32 

Provident  Life  and  Accident 

1,074 

12.8 

19 

Source:  Best's  Insurance  Reports  1989,  B 

est's  Life-Health  Industry  Marketing  Results,  1989;  Citizens  Fund  calculations. 

The  table  on  the  following  page  provides  the  same  information  for  each  state. 
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1 988  Premiums,  Claims,  and  Expenses  ($  Thousands) 


Overhead 

Expense-to- 

Promiums 

Claims 

prom  i  ii  imc 

Expenses 

Clalm  Ratio 

Alabama 

$790,622 

$626,077 

$164,545 

$212,677 

34.0 

Alaska 

164  447 

44,236 

28.7 

Arizona 

733  004 

618  405 

114,599 

197,178 

31.9 

Arkansas 

367,823 

443  050 

-75  227 

??*^ 

California 

6,160,011 

5,115,242 

i,u44,  /oy 

1,657,043 

32.4 

Colorado 

715  414 

620  014 

95  400 

Connecticut 

911 355 

644  960 

266395 

245,154 

38.0 

Delaware 

117,840 

78  028 

39  812 

40.6 

JTlullUd 

3,074,388 

464  579 

'827  010 

31.7 

Georgia 

1,529  444 

1 191,546 

337  898 

411,420 

34.5 

Hawaii 

105,027 

102,706 

2,321 

28,252 

27.5 

129  032 

134,895 

-5,863 

34,710 

25.7 

Illinois 

■a  Qfil  9/:< 

J,OU  /  ,^OJ 

asm  AVi 

/oOjOZO 

1  f\Af\  9<M 

33.8 

Indiana 

1  099  982 

786  782 

313  200 

295  895 

37.6 

552,414 

404,386 

148  028 

36.7 

.Kansas 

437  769 

365  449 

72320 

117,760 

32.2 

Kentucky 

158,587 

150,505 

37.5 

Louisiana 

828049 

702,'l71 

125  878 

222  745 

31.7 

222,912 

206  647 

16  265 

59  963 

29.0 

Maryland 

839,119 

634  506 

204  613 

225  723 

35  6 

Massachusetts 

1,076,172 

735,929 

340,243 

289,490 

39.3 

rVlicnigan 

1  401  957 

1 106  517 

377,126 

34.1 

Minnesota 

770  758 

554  486 

216  272 

37.4 

Mississippi 

522,871 

385,102 

137  769 

140  652 

363 

Missouri 

1,329,191 

1,020,227 

308  964 

357  552 

35  0 

Montana 

148,507 

102  011 

46  496 

39  948 

39  2 

Nebraska 

406,373 

274  897 

131  476 

109  314 

39  8 

Nevada 

234,040 

242,662 

-8^622 

62,957 

25.9 

New  Hampshire 

202,534 

158,176 

44358 

54  482 

34  4 

New  Jersey 

1,784385 

1,516,755 

267,630 

480  000 

31.6 

New  Mexico 

257,386 

216,309 

41,077 

69,237 

32.0 

New  York 

4,756,523 

3,566,077 

1,190,446 

1,279^05 

35.9 

North  Carolina 

1,167,591 

864,867 

302,724 

314,082 

363 

North  Dakota 

105,729 

114,840 

-9,111 

28,441 

24.8 

Ohio 

1,983,005 

1,466,261 

516,744 

533,428 

36.4 

Oklahoma 

637,854 

542,585 

95,269 

171,583 

31.6 

Oregon 

413,566 

291,568 

121,998 

111,249 

38.2 

Pennsylvania 

1,636,156 

1,211,806 

424350 

440,126 

36.3 

Rhode  Island 

128,633 

104,258 

24,375 

34,602 

33.2 

South  Carolina 

615,893 

474,587 

141,306 

165,675 

34.9 

South  Dakota 

171,515 

219,322 

-47,807 

46,138 

21.0 

Tennessee 

1,104,616 

885,482 

219,134 

297,142 

33.6 

Texas 

3,318,214 

3,207,894 

610320 

1,027,100 

32.0 

Utah 

256,397 

246,305 

10,092 

68,971 

28.0 

Vermont 

95,148 

70,159 

24,989 

25,595 

36.5 

Virginia 

1,020,085 

712,800 

307,285 

274,403 

383 

Washington 

600,603 

422,669 

177,934 

161362 

38.2 

West  Virginia 

317,857 

246,948 

70,909 

85304 

34.6 

Wisconsin 

1,032,670 

808,037 

224,633 

277,788 

34.4 

Wyoming 

87,787 

65,069 

22,718 

23,615 

36.3 

Notes 

Premium:  Direct  premiums  earned 

Chans  "Losses  incurred*  includes  reserves  &  claims  incurred. 
Excess  Premiums:  Premiums  minus  claims. 

CVcrbfd  Expenses:  Estimated  administrative,  marketing  A  other  overhead  expenses 
using  national  average  expense- to- premium  ratio. 


Expense-to-Chun  Ratio:  Expenses  divided  by  Claims. 

Source:  AM  Best,  Best's  Aggregates  and  Averages:  Life-Health,  1989  and  Best's 
Life-Health  Marketing  Results:  Citizens  Fund  calculations. 
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Comparison  of  Expenses  with  Medicare  and  Canada 

The  United  States  government,  much  maligned  for  its  inefficiency,  does  a  far  better  job  than 
commercial  insurance  companies  when  it  comes  to  efficiently  administering  health  care 
programs.  For  example,  administrative  expenses  are  only  2.3  percent  of  Medicare  claims  (a 
2.3  percent  expense  to  claims  ratio).19  If  the  private  health  insurance  industry  were  as 
efficient  as  the  United  States  Medicare  system,  consumers  would  save  over  $13  billion  each 
year. 

Other  nations  have  far  more  efficient  systems  of  health  care  financing  than  the  American 
commercial  health  insurance  industry.  For  example,  the  Canadian  government  pays  all  major 
health  care  expenses  for  all  Canadians.  Their  overhead  expenses  --  primarily  administrative 
since  they  have  no  marketing  or  commission  expenses  -are  only  2.5  percent  to  3  percent  of 
claims.20  If  the  United  States  were  to  adopt  an  approach  along  the  lines  of  Canada's  single 
payer  system,  the  American  consumer  would  save  an  estimated  $13  billion  on  administration, 
marketing  and  other  overhead  costs  incurred  by  the  commercial  insurance  companies  alone. 
Other  studies  estimate  total  health  care  administrative  savings  from  a  single  payer  approach 
to  be  $45  billion  or  more.21  The  $13  billion  of  waste  identified  in  this  report  is  sufficient  to 
provide  insurance  to  11  million  uninsured  people.22 


Estimated  Insurance  Expenses  for  the  United  States 
Under  Different  Health  Care  Financing  Systems 

Expense 

-to- 
Premium 
Ratio 

United 
States 
($  thous.) 

Individual 
Coverage 

Family 
Policy 

Premiums  Collected  by  Commercial  Insurers 

$55,245,526 

$1,176 

$2,508 

Estimated  Expenses  Under  Different  Systems 

Commercial  Insurers 

26.9% 

$14,914,400 

$316 

$675 

Medicare  (a) 

2.3% 

1,024,142 

27 

58 

Canada  (a) 

3.0% 

1,335,837 

35 

75 

Difference  between  Canada  & 
Commercial  Insurers 

23.9% 

13,578,563 

599 

281 

Notes: 

(a)  National  premiums  are  estimate  of  what  administrative  expenses  would  have  been  if  the  expense  to  claims  ratio  had 
been  the  same  as  Medicare  and  Canada,  respectively. 

Source:  National  data  on  expenses  and  premiums  is  from  Best's  Aggregates  &  Averages:  Life-Health,  1989. 
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1988  Estimated  Savings  from  a  Singie  Payer  System  ($  000) 


Savings: 

Estimated 

Savings: 

Excess  Prem. 

Excess 

Single-Payer 
Expenses 

Expense  vs. 

vs. 

Premiums 

Expenses 

Sing. Payer 

Sing.  Payer 

Alabama 

164,545 

212677 

18,782 

193,895 

145,763 

Alaska 

10,047 

44336 

4,632 

39,604 

5,415 

Arizona 

114,599 

197,178 

18352 

178,626 

96,047 

Arkansas 

-75,227 

98,944 

13392 

85,653 

-88319 

California 

1,044,769 

1,657,043 

153,457 

1303386 

891312 

Colorado 

95,400 

192,446 

18,600 

173,846 

76300 

Connecticut 

266395 

245,154 

19349 

225,806 

247,046 

Delaware 

39,812 

31,699 

2341 

29358 

37,471 

Florida 

464,579 

827,010 

78394 

748,716 

386,285 

Georgia 

337,898 

411,420 

35,746 

375,674 

302,152 

Hawaii 

2^21 

28352 

3,081 

25,171 

-  -760 

Idaho 

-5,863 

34,710 

4,047 

30,663 

-9,910 

Illinois 

786,826 

1,040394 

92,413 

947,881 

694,413 

Indiana 

313300 

295,895 

23,603 

272392 

289397 

Iowa 

148,028 

148499 

12132 

136,468 

135,896 

Kansas 

72320 

117,760 

10,963 

106,796 

61357 

Kentucky 

158,587 

150305 

12,027 

138,478 

146360 

Louisiana 

125,878 

222,745 

21,065 

201,680 

104,813 

Maine 

16365 

59,963 

6,199 

53,764 

10,066 

Maryland 

204,613 

225,723 

19,035 

206,688 

185378 

Massachusetts 

340,243 

289,490 

22,078 

267,412 

318,165 

Michigan 

295,440 

377,126 

33,196 

343,931 

262344 

Minnesota 

216372 

207334 

16,635 

190,699 

199,637 

Mississippi 

137,769 

140,652 

11^53 

129,099 

126,216 

Missouri 

308,964 

357352 

30,607 

326,946 

278357 

Montana 

46,4% 

39,948 

3,060 

36,888 

43,436 

Nebraska 

131,476 

109314 

8347 

101,067 

123,229 

Nevada 

-8,622 

62957 

7,280 

55,677 

-15,902 

New  Hampshire 

44358 

54,482 

4,745 

49,736 

39,613 

New  Jersey 

267,630 

480,000 

45303 

434,497 

222,127 

New  Mexico 

41,077 

69337 

6,489 

62748 

34388 

New  York 

1,190,446 

1379305 

106,982 

1,172322 

1,083,464 

North  Carolina 

302,724 

314,082 

25,946 

288,136 

276,778 

North  Dakota 

-9,111 

28,441 

3,445 

24,996 

-12356 

Ohio 

516,744 

533,428 

43,988 

489,441 

472,756 

Oklahoma 

95,269 

171383 

16378 

155305 

78,991 

Oregon 

121,998 

111,249 

8,747 

102302 

113,251 

Pennsylvania 

424350 

440,126 

36354 

403,772 

387,996 

Rhode  Island 

24375 

34,602 

3,128 

31,475 

21347 

South  Carolina 

141306 

165,675 

14338 

151,438 

127,068 

South  Dakota 

-47,807 

46,138 

6380 

39358 

-54387 

Tennessee 

219,134 

297,142 

26364 

270377 

192370 

Texas 

610320 

1,027,100 

96337 

930,863 

514,083 

Utah 

10,092 

68,971 

7389 

61382 

2703 

Vermont 

24,989 

25395 

2105 

23,490 

22,884 

Virginia 

307385 

274,403 

21384 

253,019 

285,901 

Washington 

177,934 

161362 

12,680 

148,882 

165354 

West  Virginia 

70,909 

85304 

7,408 

78,095 

63301 

Wisconsin 

224,633 

277,788 

24341 

253347 

200392 

Wyoming 

22,718 

23,615 

1,952 

21,663 

20,766 

Current  Excess  is  Direct  Premiums 

Earned  minus  Direct  Claims. 
Current    By    Expense*    estimated  by 
multiplying  the   national   average  expense-to- 
premium  ratio  by  the  state  Direct  Premiums. 


Filnafed  s^spcBBCj  Sgi^fcu-Psy-t  S^bjI  m  Dir. 
Premium  Earned  times  3%. 
Savings,  Expenses  vs.  Single-Payer.    Column  2 
minus  column  3. 

Savings,  Ejcm  Premium  vi.  Sogic-Psyer  Column 
1  minus  column  3. 


Source:  AM  Best,  Best's  Aggregates  and  Averages: 
Life-Health,  1969  and  Best's  Life-Health  Marketing 
Results;  Citizens  Fund  calculations. 
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Appendix 

The  "commercial  health  insurance  industry"  in  this  study  includes  only  life  and  health 
insurance  companies.  Excluded  are  property  and  casualty  insurance  companies  that  write 
health  insurance.  The  property-casualty  companies  account  for  approximately  $3.4  billion, 
or  6.3  percent,  of  the  $54.9  billion  in  Direct  Premiums  Written  by  commercial  health  insurers. 
However,  complete  data  for  these  companies  was  not  available  at  time  of  publication. 

Insurance  companies  use  different  definitions  of  the  terms  premiums  and  claims  depending 
on  the  purpose  for  which  reporting  is  required.  This  appendix  explains  the  different  meanings 
of  these  definitions,  and  when  they  are  used  in  the  report. 

The  word  "Premiums"  is  used  in  the  text  and  tables  to  refer  to  four  possible  measures,  all  of 
which  on  a  national  basis  equal  roughly  the  same  amount  for  analytical  purposes.  Likewise, 
the  word  "claims"  is  used  to  refer  to  several  different  measures  which  on  a  national  basis  are 
roughly  equal. 

This  report  uses  the  word  "claims"  to  refer  to  what  the  industry  calls  "losses":  the  amount 
companies  pay  out  in  benefits  or  claims  plus  the  amounts  they  set  aside  as  reserves  for  claims 
that  will  be  paid  in  future  years.  In  1988,  the  commercial  insurance  industry  reported  paying 
out  over  $41.0  billion  in  health  insurance  benefits  and  set  aside  $3.3  billion  for  future 
reserves. 

If  the  word  "Direct"  is  used,  the  measure  refers  only  to  premiums,  or  corresponding  claims, 
based  on  policies  actually  written  by  the  company.  What  these  categories  exclude  are  the 
premiums  and  claims  related  to  policies  that  one  company  may  have  bought  from  another 
company.  For  example,  if  ABC  Insurance  Co.  wrote  $100  worth  of  policies  itself,  sold  $20 
worth  to  EFG  Insurance  Co.  and  bought  $60  worth  of  policies  from  XYZ  Insurance  Co,  its 
Direct  Premiums  Written  would  still  be  $100.  On  the  other  hand,  its  Net  Premiums  Written 
would  be  $140  ($100+$60-$20). 

The  totals  for  "direct"  measures  are  consistently  lower  than  "net"  measures  for  several  reasons. 
First,  some  of  the  data  for  the  "direct"  calculations  which  was  collected  by  A.M.  Best  Co. 
required  voluntary  submissions  by  companies  of  state-specific  business.  A.M.  Best  Co. 
officials  acknowledge  that  this  data  is  likely  to  be  less  accurate  than  the  "net"  measures.  In 
addition,  the  "direct"  measures  do  not  include  international  business,  which  for  at  least  a  few 
companies  may  be  a  significant  portion  of  their  business.  All  national  numbers,  unless 
otherwise  cited,  refer  to  "net"  measures. 
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The  difference  between  premiums  "written"  and  premiums  "earned"  is  the  difference  between 
actual  premiums  and  accrued  premiums  in  a  particular  year.  For  example,  if  a  premium  is 
received  on  December  30,  1989  to  pay  for  insurance  coverage  beginning  in  January  1990,  that 
premium  is  included  among  premiums  "written"  in  1989  but  would  be  considered  a  premium 
"earned"  in  1990. 


The  distinction  between  losses  "paid"  and  losses  "incurred"  parallels  the  distinction  between 
premiums.  If,  for  example,  a  claim  was  paid  on  January  2,  1990  for  a  bill  submitted  in 
December  1989,  that  claim  or  loss  was  "incurred"  in  1989  yet  was  "paid"  in  1990. 


Definitions  of  Premiums  and  Claims  Used  By  the  Insurance  Industry 

Premiums 

Amount,  1988 

Claims 

Amount,  1988 

Direct  Premiums  Written 

$51.5  billion 

Direct  Losses  Paid 

$38.5  billion 

Direct  Premiums  Earned 

$51.7  billion 

Direct  Losses  Incurred 

$41.1  billion 

Net  Premiums  Written 

S55.5  billion 

Net  Losses  Paid 

NA 

Net  Premiums  Earned 

$55.2  billion 

Net  Losses  Incurred 

$44.5  billion 

As  the  table  makes  clear,  on  a  national  level,  the  differences  in  definition  are  analytically 
insignificant.  The  distinctions  drawn  by  the  definitions  are  occasionally  significant,  however, 
on  a  company  by  company  basis.  For  example,  a  company  that  either  buys  or  sells  a  large 
number  of  policies  from  other  insurance  companies  will  have  significantly  different  direct 
premiums  earned  and  net  premiums  earned  Because  companies  do  not  disclose  all  four 
definitions  nationally  and  in  each  state,  this  report  merely  reproduces  those  measures  the 
companies  did  disclose. 

In  keeping  with  the  reporting  practices  of  the  A.M.  Best  Co.,  the  national  expense-to- 
premium  Ratios  use  the  net  premiums  written  statistic  as  the  measure  of  premiums.  The 
expense-to-claims  measure  compares  expenses  to  net  losses  incurred. 

State-specific  measures  of  premiums  and  losses  are  limited  to  the  "direct"  series  of  measures; 
no  "net"  numbers  are  available.  Thus,  Expense-to-Premium  and  Expense-to-Claim  measures 
use  the  national  expense  ratios  for  particular  companies  or  lines  of  insurance  and  compare 
those  with  direct  premiums  written  and  direct  losses  incurred  statistics. 

Types  of  Policies 

"Group  policies"  includes  only  those  policies  that  are  classified  as  group  plans  by  the  National 
Association  of  Insurance  Commissioners.  "Individual  and  Other  Policies"  includes  Credit, 
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Collectively  Renewable,  Non-Cancelable,  Guaranteed  Renewable,  Non-Renewable  for  Stated 
Reasons  Only,  and  the  "All  Others."  While  Collectively  Renewable  policies  are  a  special  type 
of  group  policy,  for  analytic  purposes  it  was  kept  separate  from  the  standard  Group  policies. 
As  a  percentage  of  "Individual  and  Other  Policies",  Collectively  Renewable  Policies  account 
for  between  5  and  6  percent  of  the  total  on  all  measures.  All  the  other  types  of  policies 
lumped  under  "Individual  and  Other  Policies"  are  primarily  or  exclusively  individual  policies. 
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Endnotes 


1.  The  list  is  somewhat  different  in  terms  of  net  premiums  written:  Prudential,  Metropolitan  Life,  American 
Family  Life  Insurance  Co.  of  Columbus,  Mutual  of  Omaha,  Connecticut  General,  Health  Care  Service 
Corp.,  Aetna,  Principal  Mutual  life  Insurance  Co.,  Travelers  Insurance  Co.,  and  Continental  Assurance 
Co.  Together,  these  companies  accounted  for  16.7  percent  of  the  commercial  health  insurance  market. 
See  the  Appendix  for  the  difference  in  definitions. 


2.  Health  Care  Financing  Review,  1989  Annual  Supplement  (Baltimore,  MD). 


3.  Citizens  Fund,  Spending  More,  Getting  Less  (Washington,  DC:  1990).  Data  from  U.S.  Department  of 
Health  and  Human  Services,  Health  Care  Financing  Administration,  Health  Care  Financing  Review 
1989  Annual  Supplement  (Baltimore,  MD:  December  1989). 


4.  Washington  Post,  "28%  in  U.S.  Seen  Lacking  Steady  Health  Insurance:  Census  Study  Finds  Long  Gaps 
in  Coverage,"  April  12,  1990  A-19. 


5.  LA.  Aday,  G.U.  Flemming,  and  R.  Andersen,  Access  to  Medical  Care  in  the  U.S.:  Who  Has  It,  Who 
Doesn't  (Chicago:  Pluribus  Press,  1984),  56-57.  Cited  in  RJ.  Blendon,  R.  Leitman,  I.  Morrison,  and 
K.  Donelan,  "Satisfaction  With  Health  Systems  in  Ten  Nations,"  Health  Affairs  (Summer  1990):  192. 


6.  A.M.  Best  Co.,  Best's  Aggregates  A  Averages:  Life-Health,  1989  (New  Jersey):  48;  Best's  Aggregates  & 
Averages:  Property-Casualty,  1989  (New  Jersey):  214-216. 


7.  Health  Insurance  Association  of  America.  Source  Book  of  Health  Insurance  Data,  1989  (Washington, 
DC):  24.  Of  the  $157  billion  spent  on  private  insurance  in  1987,  Blue  Cross-Blue  Shield  collected  over 
$46  billion  and  self-insurance  and  HMO  plans  collected  the  remaining  $49  billion. 


8.  Katherine  R.  Levit,  MS.  Freeland,  and  D.R.  Waldo,  "National  Health  Care  Spending  Trends:  1988," 
Health  Affairs  (Summer  1990):  171-174. 


9.  Total  Medical  Care  Without  Bills,  St.  Petersburg  Times,  2  April  1989.  Data  is  for  1987. 


10.  Himmelstein,  David  U.  and  Woolhandler,  S.,  "Cost  Without  Benefit:  Administrative  Waste  in  U.S. 
Health  Care,"  New  England  Journal  of  Medicine,  Feb.  13,  1986,  vol.  314:  443. 


11.  U.S.  General  Accounting  Office,  "Health  Insurance:  Availability  and  Adequacy  for  Small  Businesses," 
Testimony  of  Mark  V.  Nadel  Before  the  Subcommittee  on  Health  and  the  Environment,  Committee 
on  Energy  and  Commerce,  U.S.  House  of  Representatives  (October  16, 1989):  6. 


12.  New  York  Tunes,  "Health  Insurers,  to  Reduce  Losses,  Blacklist  Dozens  of  Occupations,"  Feb.  5,  1990. 
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13.   Valueline  Investment  Survey,  December  15,  1989. 


14.  Ernst  &  Young,  Health  Care  Versus  Other  Industries:  Executive  Compensation  Study  1990. 


15.  See  the  Appendix  for  a  full  description  of  technical  measures  used. 


16.  One  misconception  is  that  federal  income  taxes  account  for  the  large  difference  between  the  expenses 
of  the  commercial  insurance  industry  and  nonprofit  or  governmental  insurers.  However,  income  taxes 
are  not  included  in  the  measures  of  expense  used  in  this  study.  If  they  were,  one  would  see  that  the 
health  insurance  industry  reported  a  net  gain  from  federal  income  taxes  in  1988  since  companies  were 
able  to  deduct  health  insurance  underwriting  losses  from  the  profits  made  in  other  profitable  lines  of 
insurance  and  investments. 


17.  AM.  Best  Co.,  Best's  Aggregates  &  Averages:  Life-Health,  1989  (New  Jersey):  48. 


18.  The  insurance  industry  calls  this  ratio  simply  the  "expense  ratio."  This  report  refers  to  it  as  the  expense 
to  premiums  ratio  for  clarity  and  to  remind  readers  of  the  difference  between  it  and  the  expense  to 
claims  ratio. 


19.  Overview  of  Entitlement  Programs:  1990  Greenbook,  Background  Material  and  Data  on  Programs  Within 
the  Jurisdiction  of  the  Committee  on  Ways  and  Means,  June  5,  1990,  p.  158.  These  expenses  include 
carriers  and  intermediaries,  personal  conversation  with  Helen  Lazenby,  Health  Care  Financing 
Administration. 


20.  Himmelstein,  David  U.  and  Woolhandler,  S.,  "Cost  Without  Benefit:  Administrative  Waste  in  U.S. 
Health  Care,"  New  England  Journal  of  Medicine,  Feb.  13,  1986,  voL  314:  443.  Himmelstein  and 
Woolhandler  cite  an  estimate  of  2.5  percent  for  Canada;  to  be  conservative,  the  current  study  uses  3 
percent 


21.  David  U.  Himmelstein  and  S.  Woolhandler,  "Free  Care:  A  Quantitative  Analysis  of  Health  and  Cost 
Effects  of  a  National  Health  Program  for  the  United  States,"  International  Journal  of  Health  Services, 
Vol.  18,  no.  3:  396. 


22.  The  number  of  uninsured  was  calculated  based  on  a  cost  of  $1176  per  person  for  employer-provided 
individual  insurance  coverage  in  1988.  Health  Insurance  Association  of  America.  Source  Book  of  Health 
Insurance  Data,  1989  (Washington,  DC):  21. 


-23- 


835 

Citizen  Action 


1 300  Connecticut  Avenue  NW.  Suite  401 
Washington.  DC.  20036 
(202)  857-5153 

(202)  657-4937 (FAX)  Press  Release 

Embargoed!  For  further  information 

Hold  for  Release:  10:00  a.m.  Contact:  Ed  Rothschild 

Wednesday,  June  19,  1991  (202)  857-5153 

Health  Insurance  of  81  Million  Americans  at  Risk 
New  Report  Lists  Seven  Warning  Signs 


Washington.  Citizen  Action  today  released  a  major  report  on  the  significant  risks  faced  by 
188  million  Americans  who  currently  have  private  health  insurance.  According  to  the  report, 
those  at  greatest  risk  include  an  estimated  81  million  people,  37%  of  those  under  age  65, 
who  could,  without  warning,  face  huge  premium  increases,  exclusion  of  coverage  for  an 
existing  medical  condition,  or  loss  of  their  health  insurance  coverage  altogether. 

The  report,  The  Seven  Warning  Signs:  Health  Insurance  At  Risk,  prepared  by  Citizens  Fund, 
Citizen  Action's  research  affiliate,  found  that  "Private  health  insurance  is  no  longer 
something  Americans  can  take  for  granted  and  no  one  is  guaranteed  that  their  coverage  will 
be  there  when  they  need  it." 

"Many  people  who  currently  have  health  insurance  coverage,"  said  Robert  M.  Brandon, 
Citizen  Action's  Vice  President,  "do  not  have  the  kind  of  protection  they  need.  Many  are 
afraid  to  go  to  the  doctor  or  to  file  claims.  They  believe  if  they  use  it,  they'll  lose  it." 

"Millions  of  Americans  have  become  unwilling  participants  in  a  deadly  game  of  "health 
insurance  Jeopardy,"'  said  Brandon.  "Health  insurance  companies  are  shifting  more  and 
more  risk  to  consumers  and  making  coverage  unavailable  to  more  and  more  middle  income 
Americans.  We  now  have  a  system  that  instead  of  providing  protection  exposes  people  to 
unnecessary  danger  and  costly  risk,"  Brandon  charged. 


•  Alabama  Citizen  Action  •  Arizona  Citi2en  Action  •  California  Citizen  Action  •  Campaign  California  •  Cotorado  Citizen  Acton  •  Connector!  Citizen  Action  Group  •  Fonda  Cons/men  Federation 

•  Georgia  Citoen  Action  «lo^Citizm's  Network^ 

•  Maiiw  People's  ASance  •  Uarytand  CHizen  Action  Coafi 

•  New  Hamfjsnire  Citizen  Acton*  New  Jersey  Cit^ 

•  Texas  Citizen  Action  •  Virginia  Citizen  Action  •  Washington  Citizen  Acton  •  West  Virginia  Citizen  Action  Group  •  Wisconsin  Action  Coatroon  • 
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According  to  the  report  there  are  seven  warnings  signs  of  health  coverage  that  is  at  risk: 

•  You  or  someone  in  your  family  has  a  chronic  medical  condition 

Insurance  companies  apply  'pre-existing'  condition  exclusions  to  millions  of  Americans, 
including  those  who  have  had  continuous  health  coverage.  A  pre-existing  medical 
condition  includes  everything  from  asthma  to  back  problems  to  heart  disease.  The 
prevalence  of  pre-existing  condition  exclusions  prevents  millions  of  insured  people 
from  getting  medical  care  for  that  very  condition  and  prevents  people  from  switching 
jobs  for  fear  of  losing  coverage  altogether. 

•  You  work  for  yourself,  a  small  business  or  have  individual  coverage 

Sixty-four  million  Americans  work  for  themselves  or  small  businesses  or  organizations 
or  have  individual  health  insurance  coverage.  Because  they  are  not  members  of  a 
large  group,  those  people  are  at  greater  risk  for  not  having  insurance,  or,  if  they  do 
have  coverage,  for  high  premiums  or  policy  cancellations.  With  premiums  skyrocketing 
many  small  businesses  cannot  afford  the  high  cost  of  full  coverage  leaving  employees 
and  their  families  without  adequate  health  insurance. 

•  Your  insurance  company  makes  you  pay  too  much  for  check-ups  or  when  you  get 
sick 

High  out-of-pocket  costs  discourage  many  Americans  from  getting  needed  medical 
care.  Rising  deductibles  make  it  more  difficult  for  people  to  afford  preventive  care 
or  treatment  when  they  are  sick.  One  out  of  four  Americans  goes  without  needed 
health  care  because  of  the  high  costs. 

•  Your  insurance  company  continually  raises  your  premiums 

The  cost  of  employer-sponsored  coverage  has  increased  from  $1,724  per  year  in  1985 
to  $3,217  per  year  in  1990  ~  an  87  percent  increase.  In  the  past  two  years  alone, 
average  premiums  have  increased  by  45  percent.  Commercial  insurance  companies 
themselves  bear  much  of  the  responsibility  for  the  rising  costs  of  medical  care.  Their 
own  administrative  costs  increased  93%  between  1981  and  1988. 
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•  Your  insurance  company  puts  a  lifetime  limit  on  how  much  they  will  pay  if  you  get 
sick 

Four  out  of  five  private  health  insurance  policies  have  lifetime  limits  on  coverage. 
Once  health  costs  exceed  those  limits,  insurance  coverage  ends. 

•  Your  insurance  company  can  deny  you  treatment  or  does  not  cover  the  treatment 
your  doctor  prescribes 

Health  insurance  companies  routinely  deny  coverage  for  any  treatment  or  device  that 
they  do  not  recognize  as  accepted  medical  practice  even  when  prescribed  by  a 
physician.  Similarly,  many  will  deny  coverage  when  medical  care  is  provided  in  the 
wrong  treatment  setting,  provided  without  prior  approval  for  emergency  treatment, 
or  other  reasons  developed  by  insurance  companies.  In  other  words,  in  a  growing 
number  of  cases,  insurance  companies,  not  doctors,  determine  the  course  of  medical 
care. 

•  You  have  no  guarantee  that  you  will  have  insurance  when  you  most  need  it 

Americans  often  lose  their  health  coverage  when  they  lose  their  job,  or  their 
employer  goes  out  of  business  or  when  their  insurance  company  goes  bankrupt. 

"This  collection  of  warning  signs  paints  a  picture  of  a  system  too  ill  to  be  resuscitated  and 
too  fragmented  to  be  stitched  together,"  said  Brandon. 

"Private  health  insurance  can  no  longer  provide  us  with  security  and  peace  of  mind,"  argued 
Brandon.  "The  insurance  industry  has  turned  the  notion  of  insurance  on  its  head  --  shifting 
from  a  policy  of  'risk-pooling'  to  one  of  'cream-skimming,'  and  'cherry-picking,'"  continued 
Brandon.  "We  are  living  in  a  world  where  insurance  companies  transform  today's  ordinary 
sickness  into  tomorrow's  'pre-existing  condition,'"  said  Brandon. 

According  to  a  confidential  insurance  company  Medical  Underwriting  Guide  obtained  by 
Citizens  Fund,  the  insurance  industry  has  predetermined  that  people  diagnosed  with  certain 
quite  common  conditions  like  asthma  will  have  to  pay  significantly  higher  premiums;  for 
people  diagnosed  with  mild  headaches,  the  guide  recommends  excluding  that  condition  from 
any  coverage;  and  for  people  unlucky  enough  to  contract  cancer  or  women  who  happen  to 
be  pregnant,  it  is  recommended  that  coverage  be  denied  completely. 
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"The  insurance  industry  is  making  victims  out  of  its  customers  and  requiring  them  to  pay  for 
the  skyrocketing  costs  of  insurance  company  paperwork  and  bureaucracy  which  have 
increased,  according  to  our  report,  Premiums  Without  Benefits,  by  93%  between  1981  and 
1988,"  said  Brandon. 

"Clearly,  health  insurance  companies  have  failed  to  control  costs  and  more  and  more  people 
with  private  health  insurance  are  finding  that  their  so-called  protection  is  worth  less  and  less. 
Instead,  they  are  shifting  costs  to  consumers  and  refusing  to  cover  expensive  or  even 
moderately  expensive  conditions,"  said  Brandon. 

"We  need  a  bcitcr  system  --  one  that  insures  people  when  they're  sick,  not  just  vhen  they're 
healthy.  Reforming  the  cuirenf  system  is  insufficient.  As  iong  as  health  insurance  companies 
have  an  incentive  to  deny  coverage  to  people  in  need  of  medical  care  and  to  limit  what 
kinds  of  care  are  covered,  no  amount  of  insurance  reform  measures  can  protect  the  health 
of  people  in  this  country,"  said  Biandon. 

"What  we  need  is  a  single-payer  system,  one  in  which  the  government  acts  as  our  health 
insurer  able  to  negotiate  for  lower  fees  and  where  everyone  has  freedom  to  choose  their 
doctor  and  hospital.  We  need  a  system  of  universal  access,  comprehensive  care  and  cost- 
containment,  not  the  current  system  that  rations  care  based  on  medical  record  or  income 
level,"  Brandon  concluded. 

At  its  press  conference  Citizen  Action  introduced  two  "victims"  of  today's  health  insurance 
system.  Karin  Allen  of  Maryland  said  she  works  for  a  small  business  which  provides  its 
employees  with  health  coverage.  A  few  years  ago  she  needed  back  surgery,  following  which 
the  insurance  company  nearly  doubled  the  company's  monthly  premium.  Said  Allen,  "My 
fear  of  further  rate  increases  keeps  me  from  getting  preventive  care.. .Having  to  worry  about 
health  insurance  seems  to  me  like  a  very  unhealthy  way  to  live." 

Sandra  and  Rick  DuJardin  from  Baltimore,  Maryland  cannot  get  health  insurance.  Sandra 
had  on-the-job  coverage  when  whe  was  diagnosed  with  lupus.  Her  doctor  advised  her  to  quit 
her  job  or  die  from  the  disease.  After  quitting  her  job,  she  was  able  to  afford  coverage  for 
only  two  months.  Rick  is  a  seasonal  laborer  with  no  access  to  job-sponsored  insurance. 
Sandra's  employer  wants  her  to  return  to  work,  but  if  she  does  she  will  not  be  able  iv>  get 
health  coverage.  "We're  middle  class  people,  but  we'll  never  be  abie  to  buy  a  house  or  give 
our  kids  anything,"  said  Sandra. 


4 


839 


The  Seven  Warning  Signs 


A  Research  Report 
by 

Citizens  Fund 
Washington,  D.C. 
June  1991 


840 


The  Seven  Warning  Signs:  Health  Insurance  At  Risk 
Table  of  Contents 


Acknowledgements   1 

List  of  Tables   2 

List  of  Seven  Warning  Signs   3 

Summary  of  Seven  Warning  Signs   4 

Introduction  6 

Warning  Sign  1   8 

Warning  Sign  2   16 

Warning  Sign  3   26 

Warning  Sign  4   „  28 

Warning  Sign  5   30 

Warning  Sign  6   32 

Warning  Sign  7   35 

Prospects  for  Progress  41 

Appendices   43 

Number  of  Americans  Under  65  With  Selected  Medical  Conditions   43 

COBRA  Summary   50 

Sample  Health  Insurance  Application  Form  51 

Limited  Options  for  Those  Denied  Health  Insurance  Due  to  Pre-Existing  Conditions  55 

End  Notes  56 


841 


Acknowledgements 

We  would  like  to  offer  very  special  thanks  to  Bob  Griss,  Senior  Health  Policy  Researcher  at  United 
Cerebral  Palsy  Association.  Bob  assisted  us  in  identifying  several  valuable  sources  of  information 
for  this  report  and  gave  detailed  and  constructive  comments  on  final  drafts.  Bob's  extensive 
knowledge  of  this  subject  proved  invaluable  to  us  in  shaping  this  report. 

We  also  would  like  to  extend  our  thanks  to  John  Cameron  of  Illinois  Public  Action,  Richard  Kirsch 
of  Citizen  Action  of  New  York,  and  Shari  Weir  of  Ohio  Citizen  Action,  for  their  very  helpful 
suggestions  and  comments. 


842 


The  Seven  Warning  Signs:  Heaith  Insurance  At  Risk 
List  of  Tables 


Table  1:  Partial  List  of  Medical  Conditions  Which  9 

Result  In  Higher  Premiums,  Exclusion  of  Coverage  for  that  Condition, 
or  Total  Denial  of  Health  Insurance  Coverage 

Table  2:  Number  of  People  Under  65  With  Selected  Medical   10 

Conditions  Who  Are  At  Risk  in  the  American  Health  Care  System,  1990 

Table  3:  Conditions  That  Lead  to  Recommended  Premium  Increases    13 

Exceeding  50  Percent 

Table  4:  Conditions  Which  Are  Permanently  Excluded    14 

From  Health  Insurance  Coverage 

Table  5:  Conditions  For  Which  Health  Insurance  Coverage  Is  Denied   15 

Table  6:  Businesses  Which  May  Be  Denied  Health  Insurance  Coverage   19 

Table  7:  Small  Business/Organization  Employment  and  Self-Employment,  1989    22 

Table  8:  People  Under  65  With  Individual  Health  Insurance  Policies,  1989    24 

Table  9:  People  Between  18  and  65  Working  for  Small  Businesses,   25 

Self-Employed  or  With  Individual  Insurance 

Table  10:  Lifetime  Limits  on  Private  Health  Insurance    31 

Table  11:  Health  Insurance  At  Risk  State  Summary  Table  for  People  Under  65    40 


843 


The  Seven  Warning  Signs:  Health  Insurance  At  Risk 

1.  You  or  someone  in  your  family  has  a  chronic  medical  condition. 

•  An  estimated  81  million  Americans  under  age  65  have  medical  problems  for  which 
insurance  companies  charge  higher  premiums,  exclude  coverage,  or  deny  coverage 
altogether.  Many  of  those  people  have  insurance  today  which  covers  those 
conditions.  However,  due  to  insurance  company  practices,  those  people  could  have 
their  premiums  raised  to  unaffordable  levels  or  their  policies  canceled  next  year  or 
in  the  future.  Further,  they  may  have  difficulty  should  they  need  to  change  jobs  or 
otherwise  need  to  obtain  a  new  policy. 

2.  You  work  for  yourself,  a  small  business  or  have  individual  coverage. 

•  Sixty-nine  million  people  work  for  themselves  or  small  businesses  or  organizations 
or  have  individual  health  insurance  coverage.  Because  they  are  not  members  of  a 
large  group,  those  people  are  at  greater  risk  for  not  having  insurance,  or,  if  they  do 
have  coverage,  for  high  premiums  or  policy  cancellations. 

•  The  cost  of  health  insurance  includes  high  insurance  overhead  costs,  especially  for 
individual  policies.  In  1988,  commercial  health  insurers  spent  73  cents  in  overhead 
for  every  dollar  paid  out  in  claims  for  individual  policies. 

•  Before  insuring  individuals  or  small  businesses,  insurance  companies  routinely  check 
the  health  history  of  those  to  be  insured.  Often,  only  those  judged  healthy  can  get 
coverage.  Those  seeking  individual  or  small  group  coverage  are  scrutinized  the  most. 
Between  eight  and  twenty-four  percent  of  applications  for  individual  policies  are 
denied. 

•  At  renewal  time,  insurance  companies  often  hike  premiums  dramatically  if  medical 
problems  have  occurred.  For  small  businesses,  insurance  companies  often  cancel 
policies  outright.  In  fact,  one-third  of  small  businesses  leave  their  policies  or  are  not 
renewed  each  year. 

•  Employees  of  large  businesses  also  are  at  risk.  Forty-five  percent  of  employers  with 
more  than  10,000  employees  impose  pre-existing  condition  clauses  in  employee 
health  coverage.  Also,  some  large  employers  are  instituting  policies  which  require 
employees  with  health  problems  and  employees  seeking  family  coverage  to  pay  larger 
premium  contributions  than  other  employees.  Currently,  the  difference  between  the 
highest  and  the  lowest  premium  paid  by  employees  exceeds  $2,000  per  year  in  many 
companies;  that  amount  is  expected  to  increase  dramatically  in  the  near  future. 
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3.  Your  insurance  company  makes  you  pay  too  much  for  check-ups  or  when  you  get  sick 

•  High  out-of-pocket  costs  discourage  many  consumers  from  getting  needed  medical 
care.  Rising  deductibles  make  it  more  difficult  for  people  to  afford  preventive  care 
or  treatment  when  they  are  sick. 

•  Many  workers  with  employer-sponsored  coverage  cannot  afford  to  pay  the  average 
premium  contribution  of  more  than  $600  per  year  for  themselves  and  their  family 
members.  Those  without  employer-sponsored  coverage  must  pay  much  more. 

•  Sixteen  million  Americans  with  health  insurance  are  at  risk  for  catastrophic  expenses 
equal  to  at  least  10  percent  of  income  out-of-pocket  for  a  illness  with  costs  totalling 
$12,900  or  more. 

•  In  1984, 56  to  60  million  privately  insured  Americans  were  at  risk  for  potentially 
unlimited  catastrophic  out-of-pocket  expenses. 

4.  Your  insurance  company  continually  raises  your  premiums. 

•  Employer-based  health  insurance  premiums  have  increased  45  percent  in  two  years; 
if  health  costs  continue  to  escalate  at  the  current  rate,  the  annual  cost  of  providing 
medical  benefits  will  exceed  $22,000  per  employee  by  the  year  2000.  Those  rising 
premium  costs  force  many  to  give  up  health  insurance. 

•  Private  health  insurers  generate  burgeoning  administrative  costs  which  add  to 
premium  rate  increases.  In  fact,  between  1981  and  1988,  the  administrative,  overhead 
and  marketing  costs  of  the  commercial  insurance  industry  increased  by  93  percent. 

•  Many  workers  lack  insurance  as  a  result  of  high  premiums.  In  a  survey  of  businesses 
which  did  not  provide  health  coverage,  the  National  Federation  of  Independent 
Business  found  that  65.3  percent  reported  that  it  simply  cost  too  much. 

5.  Your  insurance  company  puts  a  lifetime  limit  on  how  much  they  will  pay  if  you  get  sick. 

•  Four  out  of  five  private  health  insurance  policies  have  lifetime  limits  on  coverage. 
Once  health  costs  exceed  those  limits,  insurance  coverage  ends. 

•  A  recent  survey  of  people  with  chronic  conditions  found  that  6.4  percent  already  had 
exceeded  their  lifetime  cap  on  coverage. 
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6.  Your  insurance  company  can  deny  you  or  does  not  cover  the  treatment  your  doctor 

prescribes. 

•  Insurance  companies  frequently  override  doctors'  medical  decisions  --  denying 
coverage  for  prescribed  treatments  of  care. 

•  People  whose  claims  are  denied  have  limited  ability  to  appeal  those  decisions.  In 
general,  state  laws  designed  to  protect  consumers  prohibit  only  outright  fraud  and 
require  insurers  merely  to  comply  with  the  language  of  the  insurance  contract  ~ 
language  drafted  by  the  insurance  company  itself. 

•  Almost  anyone  with  private  health  insurance  coverage  can  have  medical  needs  not 
covered  by  their  insurance.  For  example,  only  one  percent  of  the  population  have 
private  coverage  for  long-term  care;  prescription  drug  coverage  is  so  limited  that 
consumers  pay  79  percent  of  prescription  drug  costs  out  of  pocket;  and  five  million 
women  of  child-bearing  age  have  insurance  which  excludes  coverage  for  pre-natal  and 
delivery  care. 

7.  You  have  no  guarantee  that  you  will  have  insurance  when  you  most  need  it. 

•  Even  those  who  have  health  coverage  can  lose  it  if  their  employer  lays  them  off,  goes 
out  of  business,  breaks  its  promise  to  provide  employee  health  or  retirement  health 
coverage,  or  makes  coverage  unaffordable  by  requiring  higher  cost-sharing. 

•  Many  also  lose  coverage  when  their  insurance  company  goes  out  of  business. 

•  The  percentage  of  employees  with  employer-sponsored  health  coverage  dropped  from 
56.6  percent  in  1987  to  53.4  percent  in  1989,  representing  10.5  million  workers. 
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Seven  Warning  Signs  Page  6 

Introduction 


"The  insurance  system  in  the  United  States  is  a  system  which  satisfies  its  own  uncontrolled  needs 
at  the  expense  of  nearly  every  other  sector  of  society." 

-  C.  Everett  Koop,  Former  U.S.  Surgeon  General1 


Private  health  insurance  is  no  longer 
something  Americans  can  take  for  granted. 
There  are  188  million  Americans  with  private 
health  insurance2,  and  none  of  them  has  a 
guarantee  that  their  coverage  will  be  there  for 
them  when  they  need  it.  This  is  an  important 
distinction  between  private  health  insurance 
and  the  publicly-financed  Medicare  system. 
Every  day,  Americans  lose  private  health 
insurance  and  some  are  never  again  able  to 
obtain  coverage.  On  the  other  hand,  the 
Medicare  program  is  available  to  Americans 
age  65  or  over  (in  addition  to  many  disabled 
Americans)  regardless  of  medical  condition. 
No  one  loses  Medicare  coverage  if  they  get 
sick. 

There  are  dozens  of  ways  Americans  can  lose 
private  health  coverage  and  even  those  with 
coverage  may  find  it  woefully  lacking. 
America's  health  insurance  system  has  become 
a  free-for-all  in  which  increasing  numbers  are 
inadequately  protected. 

In  an  attempt  to  draw  profits  from  a 
deteriorating  system,  insurance  companies  are 
protecting  their  bottom  line  by  insuring  the 
most  healthy  and  avoiding  those  who  have,  or 
may  have,  higher  health  costs.  In  that  effort, 
insurers  are  refusing  to  cover  those  with 
medical  conditions  as  common  as  diabetes; 
denying  claims  with  increasing  regularity; 
raising  premium  rates  to  exorbitant  levels;  and 
canceling  policies  altogether  at  the  first 
incidence    of   injury    or    chronic  illness. 


Tragically,  health  insurance  companies  are 
abandoning  Americans  just  when  help  is 
needed  most. 

To  understand  this  process,  it  is  useful  to  look 
at  a  brief  history  of  health  insurance  in  this 
country.  In  the  1940's,  Blue  Cross/Blue  Shield, 
the  largest  health  insurer,  pooled  everyone's 
premiums  together  and  used  those  funds  to 
cover  risks.  The  Blue  Cross/Blue  Shield 
companies  dominated  the  market  and  generally 
charged  everyone  the  same  rate  (a  "community 
rate").  Those  companies  did  business  by 
charging  more  for  premiums  than  their  claim 
costs  and  by  investing  premium  dollars. 

Over  the  past  four  decades,  commercial 
insurers  (for-profit  companies  such  as 
Prudential,  AETNA  and  Metropolitan  Life) 
entered  the  market  and  found  that  they  could 
undercut  the  Blue  Cross/Blue  Shield  monopoly 
by  selling  policies  to  health  insurance  groups 
made  up  largely  of  young,  healthy  people  and 
charging  prices  less  than  the  community  rate. 
As  those  people  were  wooed  away  from  the 
Blue  Cross/Blue  Shield  system,  the  Blues  were 
left  with  a  group  of  less  healthy  customers, 
forcing  the  community  rate  of  those  premiums 
to  rise.  As  the  community  rate  rose  again  and 
again,  commercial  insurers  could  entice  more 
groups  of  relatively  healthy  people  by  offering 
them  lower  rates.  Over  time,  more  and  more 
health  insurers  began  to  charge  premiums 
based  on  the  health  status  of  an  individual  or 
group,  including  almost   all  of  the  Blue 
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Cross/Blue  Shield  insurance  companies. 
Today,  nearly  all  insurers  offer  cheaper  rates 
to  healthy  groups,  charge  higher  rates  to  less 
healthy  groups,  and  deny  coverage  altogether 
to  the  least  healthy.  In  short,  we  have  gone 
from  "risk-pooling"  to  "cream-skimming". 

Soaring  health  care  costs  are  driving  insurance 
company  decisions  to  limit  coverage.  Up  until 
recently,  insurance  companies  could  maintain 
their  margin  of  profit  or  surplus  by  raising 
premiums.  However,  those  who  purchase 
health  insurance  policies  cannot  afford  those 
steep  and  continuous  premium  rate  hikes;  they 
are  pressuring  insurers  to  restrain  premiums. 
Other  than  premium  increases,  insurance 
companies  can  maintain  their  margin  of  profit 
or  surplus  in  one  way:  by  limiting  how  much 
they  pay  out  in  claims. 

To  do  that,  insurance  companies  are  devoting 
increasing  resources  to  denying  insurance  to 
those  with  on-going  medical  bills  and  denying 
individual  medical  claims,  based  on  "utilization 
review"  techniques.  Their  tactics  include 
denying  coverage  for  services  prescribed  by 
physicians,  forcing  consumers  to  pay  more 
costs  out  of  pocket,  refusing  to  cover  pre- 
existing medical  conditions,  and  canceling 
policies  of  those  who  become  sick  or  disabled. 

In  addition  to  restricting  many  people's  access 
to  medical  care,  those  efforts  have  increased 
insurance  company  administrative  overhead. 
In  fact,  between  1981  and  1988,  the 
administrative,  overhead  and  marketing  costs 
of  the  commercial  insurance  companies 
increased  by  93  percent.3  Thus,  insurance 
company  actions  to  limit  their  payouts 
contributes  to  our  nation's  health  care  cost 
spiral. 


Page  7 

Not  only  do  those  efforts  increase  our  health 
care  bureaucracy  and  deny  coverage  to 
millions,  but  they  also  add  to  overall  health 
care  costs.  As  health  insurance  companies 
increase  administrative  overhead,  that 
increases  the  tremendous  burden  of  paperwork 
required  of  doctors  and  hospitals  which  deal 
with  private  health  insurers.  As  a  result, 
overall  administrative  costs  in  the  U.S.  health 
care  system  have  increased  37  percent  in  real 
dollars  from  1983  to  1987.  In  1987,  health 
care  administration  cost  between  $96.8  billion 
and  $120.4  billion.  If  our  system  were  as 
efficient  today  as  the  public  health  system  in 
Canada,  we  could  save  between  $115  billion 
and  $136  billion  each  year  by  reducing 
administrative  waste.4 

Although  everyone  with  private  health 
insurance  is  at  the  mercy  of  their  insurer,  some 
are  more  at  risk  than  others.  Following  are 
the  seven  warning  signs  of  health  coverage 
which  is  at  risk.  This  collection  of  warning 
signs  paints  a  picture  of  a  system  too  ill  to  be 
resuscitated. 
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Warning  Sign  1 

You  or  someone  in  your  family  has  a  chronic  medical  condition. 

"Group  Health  uses  stria  medical  screening  guidelines  which  may  result  ir  your  application  not  being 
approved,  even  though  your  private  physician  may  not  find  the  medical  history  information  or  the 
laboratory  results  serious  enough  to  warrant  further  medical  treatment.  If  you  are  not  approved  for 
Group  Health  coverage,  there  will  be  no  appeal  process..." 

-  Application  for  Group  Health  Association,  Washington,  D.C. 


Insurers  Use  'Pre-Existing  Medical  Conditions' 
to  Deny  Health  Insurance  or  Charge  Higher 
Rates  for  Coverage,  Insurance  companies 
developed  the  term,  "pre-existing  medical 
condition"  to  mean  almost  anything  a  person 
has  been  diagnosed  with  or  sought  treatment 
for  in  the  past,  or  biological  markers  which  can 
be  tested  for  but  may  not  have  become  a 
medical  condition,  such  as  cholesterol  level, 
hypertension,  or  sickle  cell  anemia. 
Additionally,  insurance  companies  may  exclude 
coverage  for  undiagnosed  conditions  which 
could  have  been  diagnosed.  Many  times,  those 
pre-existing  condition  exclusions  last  one  year, 
but  they  can  last  as  long  as  seven  years5  or 
even  a  lifetime. 

Using  information  on  medical  conditions  for 
individuals  or  their  families,  each  insurance 
company  makes  decisions  about  whether  to 
offer  coverage,  how  much  to  charge  for 
coverage  and  whether  to  exclude  treatment  for 
"pre-existing  medical  conditions"  (see  Table  1 
for  a  partial  list  of  such  conditions).  Insurance 
companies  call  this  process  "medical 
underwriting"  and  are  most  likely  to  use  it  with 
individuals  and  small  employers,  who  lack  the 
bargaining  leverage  of  larger  groups.  Each 
insurance  company  has  its  own  system  of 
making  such  determinations  (e.g.  what 
cholesterol  count  acts  as  the  cut-off  to  deny 
coverage)  which  it  does  not  disclose.  More 
importantly,  even  though  this  decision  affects 


a  person's  access  to  health  care  and  well-being, 
it  is  not  publicly  debated  or  determined. 
There  is  no  regulatory  process  to  see  that  the 
criteria  are  not  unfairly  discriminatory. 

Several  years  ago,  coverage  limitations  based 
on  pre-existing  conditions  generally  were 
reserved  for  people  who  had  been  uninsured 
for  a  period  of  time.  Insurers  rationalized  that 
it  was  not  feasible  to  offer  coverage 
immediately  to  people  who  might  buy 
insurance  just  before  a  needed  medical 
procedure,  planning  to  drop  that  coverage 
right  after  the  claims  were  paid. 

Today,  however,  insurers  apply  pre-existing 
condition  exclusions  to  millions,  including 
those  who  have  had  continuous  health 
coverage.  In  fact,  a  survey  of  employers  who 
offer  health  coverage  to  employees  revealed 
that  57  percent  of  employers  surveyed  imposed 
pre-existing  condition  clauses.6 

More  Than  One  In  Three  Americans  Under  Age 
65  Have  Pre-Existing  Medical  Conditions.  A 

pre-existing  medical  condition  includes 
everything  from  asthma  to  back  problems  to 
heart  disease.  Citizens  Fund  estimates  that  in 
1990,  81  million  Americans  under  age  65 
suffered  from  at  least  one  of  the  long  list  of 
pre-existing  conditions  insurers  ask  about  when 
deciding  to  offer  or  renew  individual  or  small 
group  coverage  (see  Table  2  for  state-by-state 
figures;  see  Appendix  A  for  Methodology). 
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Table  1 : 

Partial  List  of  Medical  Conditions  Which 

Result  In  Higher  Premiums,  Exclusion  of  Coverage  for  that  Condition, 

or  Total  Denial  of  Health  Insurance  Coverage 

Higher  Premiums 

Exclude  Coverage 

Deny  Coverage 

alcoholism/drug  use 

allergies 

alcoholism/drug  use 

allergies 

asthma 

angina  (severe) 

arthritis 

cataracts 

cirrhosis  of  liver 

asthma 

chronic  otitis  media  (recent) 

coronary  artery  disease 

back  strain 

fibroid  tumor-uterus 

diabetes  mellrtus 

colitis 

fractures 

emphysema 

emphysema  (mild  to  moderate) 

gallstones 

epilepsy 

glaucoma 

hemorrhoids 

hypertension  (uncontrolled) 

gout 

hernia-hiatal/inguinal 

leukemia 

heart  murmur 

knee  impairment 

lupus 

hypertension  (controlled) 

migraine  headaches 

obesity 

kidney  stones 

pelvic  inflammatory  disease 

schizophrenia 

obesity 

sinusitis  (chronic  or  severe) 

stroke 

peptic  ulcer 

spine/back  disorder 

ulcerative  colitis 

psychoneurosis  (mild) 

varicose  veins 

Source:  Office  of  Technology  Assessment,  1988 

That  data  reflects  pre-existing  conditions  at 
one  point  in  time;  the  number  of  people  who 
develop  a  pre-existing  condition  over  their 
lifetime  would  be  far  higher.  People  65  and 
older  also  have  these  health  conditions,  but 
they  are  eligible  for  the  publicly-financed 
Medicare  program  which  does  not  discriminate 
on  the  basis  of  health  status.  Therefore,  they 
were  not  included  in  this  estimate. 

People  With  Pre-Existing  Conditions  Pay 
Higher  Rates.  According  to  the  Medical 
Underwriting  Guide  of  a  major  health 
insurance  company,  people  with  49  different 
medical  conditions  pay  premiums  from  70 
percent  to  140  percent  greater  than  those 
without  chronic  conditions  (See  Table  3). 

Insured  Americans  with  Pre-Existing  Medical 
Conditions  Could  Lose  Their  Hearth  Insurance. 

People  who  have  health  coverage  which  pays 


for  care  of  a  chronic  condition  may  consider 
themselves  lucky.  But  that  coverage  is  not 
guaranteed  to  last.  Those  whose  chronic 
condition  involves  relatively  significant  or  on- 
going costs  are  at  particular  risk.  If  they  have 
individual  or  small  group  coverage,  their 
insurance  company  may  cancel  their  policy  or 
raise  rates  to  unaffordable  levels.  If  they  have 
coverage  through  a  large  group,  they  may  be 
required  to  pay  even  more  to  hold  onto  a 
policy  with  the  benefits  they  need. 

Surveys  of  those  with  pre-existing  conditions 
demonstrate  this  problem.  The  Health 
Insurance  Task  Force  in  Ohio  conducted  a 
survey  recently  of  people  with  disabilities  other 
than  mental  retardation  and  found  that  23 
percent  of  686  respondents  had  been  refused 
coverage  by  private  insurance  companies. 
Eighty-seven  percent  of  those  were  turned 
down  due  to  their  pre-existing  condition.7 
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Table  2:  Number  of  People  Under  65  With  Selected  Medical  Conditions  Who  Are  At  Risk  in 
the  American  Health  Care  System,  1 990 

United  State* 

81,082,475 

Missouri 

1,680,842 

Alabama 

1.332,742 

Montana 

257,818 

Alaska 

177,224 

Nebraska 

514,021 

Arizona 

1.123,158 

Nevada 

356,853 

Arkansas 

760,840 

New  Hampshire 

362,424 

California 

9.440,117 

New  Jersey 

2,629,551 

Colorado 

1,102,932 

New  Mexico 

487,652 

Connecticut 

1,092,955 

New  York 

6.040,769 

Delaware 

223,543 

North  Carolina 

2,174.976 

District  of  Columbia 

210,453 

North  Dakota 

210,483 

Florida 

3,996,054 

Ohio 

3,590,842 

Georgia 

2,101,258 

Oklahoma 

1,039,223 

Hawaii 

369,970 

Oregon 

889,916 

Idaho 

312,475 

Pennsylvania 

3,965,927 

Illinois 

3.851.518 

Rhode  Island 

327,454 

Indiana 

1.830.621 

South  Carolina 

1.142,949 

Iowa 

908.185 

South  Dakota 

225.389 

Kansas 

806.270 

Tennessee 

1.623.276 

Kentucky 

1 ,220,989 

Texas 

5,452,062 

Louisiana 

1,410,157 

Utah 

503,085 

Maine 

395,288 

Vermont 

183,391 

Maryland 

1.582,553 

Virginia 

2,058,610 

Massachusetts 

1.975,032 

Washington 

1,521,444 

Michigan 

3.054,671 

West  Virginia 

607,547 

Minnesota 

1 ,407,043 

Wisconsin 

1,573,813 

Mississippi 

826,358 

Wyoming 

151,160 

Source:  Citizens  Fund  estimates  based  on  He 

alth  Interview  Survey  (1989)  and  other  sources. 

Many  Americans  Are  Unable  to  Change  Jobs 
For  Fear  of  Losing  Coverage.  The  prevalence 
of  pre-existing  condition  exclusions  creates 
"job-lock"  for  many  people  with  insurance 
company-defined  pre-existing  medical 
conditions.  That  includes  the  six  million 
women  who  were  pregnant  in  19908  who 
generally  would  have  been  unable  to  obtain 
new  coverage  during  pregnancy  for  pre-natal 
and  delivery  care.  Typically,  people  switch 
jobs  every  four  to  five  years  to  take  advantage 
of  new  challenges  and  opportunities,  higher 
pay,  better  job  security,  and  other  benefits.9 
It  is  widely  accepted  that  job  mobility  is  good 
for  those  individuals  and  good  for  the 
economy.  But  people  with  pre-existing 
conditions  (or  whose  family  members  have 


pre-existing  conditions)  may  be  unable  to  get 
coverage  for  those  conditions  with  a  new 
employer.  Some  employers  may  be  unwilling 
to  take  on  the  medical  risk  of  that  new 
employee  because  insurers  may  raise  group 
premiums  or  cancel  the  policy.  Other 
employers  may  be  told  by  their  health 
insurance  company  that  the  new  employee 
cannot  be  added  to  the  group  policy  at  all. 

For  those  able  to  switch  to  a  job  which  does 
offer  coverage,  a  survey  of  medium  and  large 
employers  found  that  49  percent  impose  a 
waiting  period  before  new  employees  are 
eligible  for  health  insurance  benefits,10  and 
insurers  then  often  impose  an  additional 
waiting  period  for  any  pre-existing  conditions. 


851 


Seven  Warning  Signs 

Some  people  wanting  to  switch  jobs  may  be 
able  to  take  advantage  of  the  federal  COBRA 
law  (the  Consolidated  Omnibus  Reconciliation 
Act  of  1985)  ~  paying  out  of  pocket  to  keep 
their  old  coverage  for  a  time;  but  others 
cannot  afford,  or  may  not  be  eligible  for,  that 
option.  COBRA  allows  workers  from 
businesses  of  twenty  or  more  employees  to 
continue  coverage  for  eighteen  months  after 
losing  or  switching  jobs,  but  they  must  pay  the 
entire  premium  plus  2  percent  for 
administrative  costs.  (See  Appendix  B  for  a 
more  complete  COBRA  summary). 

Some  People  Have  Health  Insurance  Which 
Won't  Pay  for  Treatment  of  Pre-Existing 
Conditions.  Many  other  Americans  with  on- 
going medical  conditions  have  health  coverage 
which  excludes  payment  for  any  claims  related 
to  those  conditions.  Sometimes  that  exclusion 
lasts  for  a  year  (with  a  new  policy  or  a  new 
job);  sometimes  the  exclusion  is  not  lifted  until 
there  has  been  an  extended  period  without  any 
treatment  of  the  condition  (this  requirement 
forces  people  to  avoid  care  or  to  hide  any 
record  of  care);  and  sometimes  it  lasts  forever. 
People  without  coverage  for  their  pre-existing 
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conditions  risk  denial  of  medical  care  or 
financial  ruin  —  or  both. 

Insurance  Companies  Conduct  Thorough 
Investigations  of  Medical  History  Before 
Offering  or  Renewing  Coverage.  Insurance 
companies  carefully  investigate  and  monitor 
peoples'  medical  conditions.  Answers  to 
questions  about  pre-existing  conditions  in 
applications  for  insurance  as  well  as  medical 
claims  submitted  for  payment  are  routinely 
reported  by  commercial  insurers  to  a  central 
repository  (the  Medical  Information 
Bureau)11  so  that  other  commercial  insurers 
can  find  out  about  an  individual's  medical 
history.  Courts  have  upheld  the  insurers'  right 
to  share  such  information  among  themselves, 
despite  the  damage  it  causes  to  individuals. 
The  Medical  Information  Bureau  may  have 
data  on  as  many  as  25  to  50  million 
Americans.12 

Health  insurers  also  routinely  ask  applicants 
whether  they  have  been  denied  health 
coverage  within  the  past  year.  Those  seeking 
individual  coverage  may  well  be  subject  to  the 
following  tests:  a  urinalysis  and  extensive  blood 


Excerpt  From  The  Medical  Underwriting  Guide 
of  a  Major  Health  Insurance  Company 

The  company  will  not  accept  applicants  who: 

are  pregnant  women,  spouses  of  pregnant  women,  or  prospective  fathers  until 
after  delivery... 

are  currently  on  Social  Security  Disability  and/or  early  Medicare,  or  any  form  of  full 
disability." 
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work  to  test  for  diabetes,  kidney  function, 
kidney  stones,  kidney  disorders,  liver  function, 
gall  bladder  function,  hepatitis,  general  health 
(total  protein  test),  immunodeficiency, 
infection,  circulatory  disorders,  HIV  infection, 
cancer,  anemia,  hypertension  and  coronary 
disease.13  Some  insurers  require  further  tests, 
including  those  for  pregnancy,  retardation, 
cholesterol,  parathyroid  function  and  venereal 
disease.14  Also,  insurers  have  lists  of  medical 
tests  and  procedures  which  act  as  red  flags  and 
trigger  re-examinations  of  individual  or  small 
group  policies  for  premium  hikes  or 
cancellations.  In  their  desperation  to  obtain 
health  insurance,  some  applicants  fail  to 
respond  completely  or  hide  past  and  current 
medical  problems.  If  their  insurer  finds  out, 
they  can  face  policy  cancellation,  denial  of 
claims  for  the  conditions  in  question  or 
attempts  to  recover  past  payments  on  claims. 
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section  regarding  application  denials.  Also  see 
Appendix  C  for  a  copy  of  the  Group  Health 
application  and  a  list  of  the  lab  tests  that 
HMO  administers  to  further  screen  those  who 
pass  the  questionnaire  screening  process.) 

Some  People  Already  "Marked*  with  a  Pre- 
Existing  Condition  Are  Afraid  To  Seek  Routine 
Tests:  There  are  numerous  reports  of  persons 
who  avoid  getting  the  routine  tests  they 
should,  such  as  mammograms  or  tests  for 
suspected  illness  or  medical  conditions,  for  fear 
that  the  test  results  could  make  them  entirely 
uninsurable.  Unfortunately,  by  not  seeking 
care  early,  small  medical  problems  can  develop 
into  serious  and  expensive  conditions. 


HMOs  Must  Cover  Pre-Existing  Conditions  But 
Can  Choose  to  Enroll  Only  the  Most  Healthy. 

Although  federally  qualified  Health 
Maintenance  Organizations  (HMOs)  cannot 
exclude  coverage  for  pre-existing  conditions, 
they  can  screen  people  very  carefully  before 
offering  coverage.15  Generally,  only  the 
healthiest  are  able  to  get  individual  coverage 
through  an  HMO.  In  fact,  a  recent  survey 
conducted  by  the  Office  of  Technology 
Assessment  (OTA)  found  that  24  percent  of 
individual  applicants  were  denied  HMO 
coverage.16  HMO  application  forms  have 
become  extremely  detailed  -  seeking 
information  about  every  conceivable  condition 
which  may  have  occurred  over  one's  lifetime. 
Recently,  one  HMO  in  the  Washington,  D.C. 
area  ran  repeated  television  advertisements 
seeking  applications  from  people  who  were 
having  problems  with  health  insurance. 
However,  it  is  clear  from  the  application  form 
that  the  HMO  accepts  only  the  healthiest 
applicants.  (See  quote  at  the  beginning  of  this 
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Table  3:  Conditions  That  Lead  to  Recommended  Premium  Increases  Exceeding  50  Percent 

(Examples  From  the  Underwriting  Guide  of  a  Major  Company) 

Percent 

Percent 

Co 

rtdrtlon 

Increase 

Condition 

Increase 

1' 

Adhesions,  Unoperated 

70 

26. 

Gout 

70 

2. 

Anemia,  Primary 

70 

27. 

Heart  Murmur 

87 

!■ 

Arrhythmia 

105 

28. 

Hepatitis,  Acute,  w/n  2  yrs 

70 

4. 

Arteriosclerosis,  Senile,  Mild 

122 

29. 

Hypertension,  Hospitalized 

105 

5 

Arteriosclerosis,  Generalized 

140 

30. 

Hypertensive  Heart  Disease 

122 

Arteriosclerosis,  Aortic 

140 

31. 

Mitral  Valve  Prolapse,  With  Murmur 

87 

7. 

Arthritis,  Spine,  Hip  or  Generalized 

87 

32. 

Myocarditis,  w/n  3  yrs 

122 

Asthma 

70 

33. 

Nephrectomy  -  Not  due  to  TB  or 

Auricular  Fibrillation 

105 

Cancer,  Within  5  yrs 

87 

Brain  Concussion,  with  craniotomy. 

34. 

Nephrectomy  -  Not  due  to  TB  or 

No  central  nervous  system  residuals. 

105 

Cancer,  Over  5  yrs 

70 

Brain  Tumor,  operated  w/n  3  yrs 

35. 

Nephritis,  Acute,  single  attack 

complete  recovery 

105 

w/n  2  yrs 

70 

12 

Bronchiectasis,  Uncomplicated, 

36. 

Osteoporosis 

no  other  chronic  resp.  conditions 

87 

37 

Parkinson  s  Disease,  Over  age  50 

122 

13. 

Bronchitis  (Mild  but  multiple  attacks) 

70 

38. 

Peptic  Ulcer,  w/n  5  yrs 

70 

14. 

Cancer,  Skin  (except  melanoma), 

39. 

Pericarditis  w/n  3  yrs 

70 

treated  w/n  2  yrs 

70 

40. 

Phlebitis,  No  operation  and  present 

15. 

Cancer,  Other  Than  Skin,  treated 

or  treated  w/n  5  yrs 

87 

w/n  5-10  yrs 

70 

41. 

Phlebitis,  Operation  w/n  2  yrs 

70 

16. 

Cancer,  Melanoma,  treated  w/n 

42. 

Pleurisy,  present  or  multiple  attacks 

5-10  yrs 

70 

w/n  2  yrs 

70 

17. 

Cerebral  Embolism  or  Thrombosis 

140 

43. 

Pneumonia,  2  or  more  attacks  and 

18. 

Colitis,  Non-Ulcerative,  w/n  5  yrs 

70 

hospitalization  w/n  2  yrs) 

70 

19. 

Diabetes  Mellitus,  Adult  Onset 

105 

44. 

Pulse  Beat  Irregularity 

87 

20. 

Duodenal  Ulcer,  w/n  5  yrs 

70 

45. 

Rheumatic  Fever,  Within  1-5  yrs 

87 

21. 

Emphysema,  Mild,  uncomplicated, 

46. 

Rheumatism,  Spine,  Hip  or 

no  other  respiratory  tract  disease. 

140 

Generalized 

87 

22. 

Floating  Kidney,  Unoperated 

70 

47. 

Stroke 

140 

23. 

Gastric  Ulcer,  present  or  treated 

48. 

Tachycardia 

87 

w/n  5  yrs 

70 

49. 

Tuberculosis,  Within  5  yrs 

70 

24. 

Gastritis,  multiple  attacks  w/n  2  yrs 

70 

25. 

Gastroenteritis,  w/n  2  yrs 

70 

1  Source:  Medical  Underwriting  Guide  of  a  major  insurance  company. 

\ 
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Table  4:  Conditions  Which  Are  Permanently  Excluded 
From  Health  Insurance  Coverage 
(Examples  From  the  Underwriting  Guide  of  a  Major  Company) 


1. 

Acne  (present  or  under  treatment) 

43. 

Glaucoma 

2. 

Allergy  (present  or  treated  w/n  2  yrs) 

44. 

Goiter,  Toxic,  No  operation  or  treated  with  only 

3. 

Amputations  (rate  note) 

radioactive  iodine. 

4. 

Anal  Fistula,  Unoperated 

45. 

Hammertoe  (no  operation) 

5. 

Angina  Pectoris 

46. 

Headaches,  Migraine 

6. 

Angioplasty 

47. 

Headaches,  Mild  and  not  disabling 

7. 

Aortic  Coarctation 

48. 

Heart  Abnormality 

8. 

Aortic  Insufficiency  or  Regurgitation 

49. 

Heart  Attack 

9. 

Arteriosclerotic  Heart  Disease 

50. 

Heart  Blockage 

10. 

Arthritis,  Localized 

51. 

Heart  Bypass  Surgery 

11. 

Arthritis,  Rheumatoid 

52. 

Hemorrhoids  (no  oper.  or  treated  with  only 

12. 

Back  Strain/Sprain,  1  -5  days  loss  of  time  in  past  yr, 

injections  or  other  med.) 

not  hospitalized 

53. 

Hernia,  No  operation 

13. 

Back  Strain/Sprain,  Severe.  More  than  5  days  loss 

54. 

Herpes  Simplex,  Over  5  yrs,  good  control 

of  time  or  hospitalization  in  last  3  yrs 

55. 

Hip  Replacement 

14. 

Bladder  Stones  (Unop.  or  passed  or  op.  w/n  5  yrs) 

56. 

Hydrocele  (no  operation) 

15. 

Bone  Spur  (w/n  past  year) 

57. 

Ileitis,  Regional 

16. 

Breast  Tumor  (Benign),  operated  w/n  2  yrs  or 

58. 

Keloid,  No  operation 

unop. 

59. 

Kidney  Stones  (passed  or  operated  on  w/n  5  yrs) 

17. 

Bunions  (unoperated  or  operated  w/n  2  yrs) 

60. 

Mastitis  (present  or  treated  w/n  2  yrs) 

18. 

Bursitis  (unoperated  or  successful  op.  w/n  1  yr) 

61. 

Mastoiditis,  No  operation 

19. 

Carpal-Tunnel  Syndrome,  operated  on  w/n  2  yrs  or 

62. 

Mitral  Regurgitation,  Insufficiency  or  Stenosis 

unop. 

63. 

Mononucleosis  (treated  w/n  1  yr) 

20. 

Cataracts,  Infant 

64. 

Myxedema 

21. 

Cataracts,  Non-Infant,  unop.  or  only  one  eye 

65. 

Neuritis  or  Neuralgia  -  Other  than  spine  (w/n  2  yrs) 

operated 

66. 

Otosclerosis,  No  operation 

22. 

Cervicitis,  present  or  treated  w/n  2  yrs 

67. 

Pilonidal  Cyst,  No  operation 

23. 

Cleft  Palate,  operated  w/n  3  yrs  or  unop. 

68. 

Polyps  -  Rectal,  Bladder,  or  Intestinal, 

24. 

Club  Foot  (unoperated) 

No  operation 

25. 

Colitis,  Ulcerative 

69. 

Prolapsed  Uterus  (no  operation) 

26. 

Corneal  Ulcer,  operated  w/n  3  yrs  or  unoperated 

70. 

Prostate  Hypertrophy  or  Enlargement,  Benign 

27. 

Coronary  Artery  Disease 

(operation  w/n  2  yrs  or  no  op.) 

28. 

Coronary  Heart  Disease 

71. 

Prostatitis,  Acute  (present  or  treated  w/n  2  yrs) 

29. 

Coronary  Infarction 

72. 

Psoriasis  (present  or  treated  w/n  2  yrs) 

30. 

Coronary  Insufficiency 

73. 

Rectocele  (no  operation) 

31. 

Coronary  Occlusion  or  Thrombosis 

74. 

Rheumatic  Heart  Disease 

32. 

Cystitis  (chronic  recurring) 

75. 

Rheumatism,  Other  than  Spine  or  Hip 

33. 

Cystocele  (unoperated) 

76. 

Sciatica  (operation  w/n  5  yrs  or  no  op.) 

34. 

Deviated  Septum  (operated  w/n  1  yr  or  unop.) 

77. 

Scoliosis 

35. 

Disk  Disorder  -  Cervical,  Dorsal,  Lumbar  or 

78. 

Strabismics  (no  operation) 

Sacroiliac  (op.  w/n  5  yrs  or  unop.) 

79. 

Subluxation,  Spinal 

36. 

Endometriosis  (if  unop.  or  operated  w/n  3  yrs) 

80. 

Torn  Cartilage,  present  but  no  operation  w/n  5  yrs, 

37. 

Fallen  Womb  (unoperated) 

or  operation  w/n  2  yrs 

38. 

Fibrocystic  Breast  Disease  (op.  w/n  2  yrs  or  unop.) 

81. 

Undescended  Testicle  (no  operation) 

39. 

Fibroid  Tumor  in  Womb  (unoperated) 

82. 

Vaginitis  (present  or  multiple  attacks  w/n  2  yrs) 

40. 

Fractures  (if  operation) 

83. 

Varicocele  (no  operation) 

41. 

Gallstones  (unoperated  or  drainage) 

84. 

Varicose  Veins,  No  operation 

42. 

Ganglion  (unoperated) 

Source:  Medical  Underwriting  Guide  of  a  major  insurance  company. 


Note:  Companies  will  insure  persons  with  these  conditions  but  will  not  insure  the  costs  related  to  the 
condition.  Some  of  these  conditions  may  never  be  removed;  for  others,  the  insurance  company  will  "consider  removal  of 
the  rider*  upon  request  from  the  insured  and  with  a  current  doctor's  statement  after  the  required  recovery  period  has 
elapsed.  
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Table  5:  Conditions  For  Which  Health  Insurance  Coverage  Is  Denied 
(Examples  From  the  Underwriting  Guide  of  a  Major  Company) 


1. 

Addison's  Disease 

34. 

Gonorrhea  (w/n  5  yrs) 

2. 

Adrenal  Insufficiency 

35. 

Heart  Pacemaker 

3. 

A.I.D.S. 

36. 

Hemophelia 

4. 

Alcoholism 

37. 

Hepatitis,  Chronic 

5. 

Alzheimer's  Disease 

36. 

Herpes  Simplex,  Within  5  yrs 

6. 

Aneurysm  (unoperated) 

39. 

Hodgkin's  Disease  (treated  w/n  10  yrs) 

7. 

Anorexia  Nervosa 

40. 

Intestinal  Bypass 

8. 

Anxiety  (present  or  treated  w/n  1  yr) 

41. 

Kidney  Dialysis 

9. 

Arteriosclerosis,  Peripheral 

42. 

Leukemia 

10. 

Arthritis,  Juvenile 

43. 

Lupus  Erythematosus 

11. 

Black  Lung 

44. 

Mongoloidism  (Down's  Syndrome) 

12. 

Brain  Concussion,  With  central  nervous 

45. 

Multiple  Sclerosis 

system  residuals 

46. 

Muscular  Dystrophy 

13. 

Brain  Tumor,  Unoperated  or  incomplete 

47. 

Myasthenia  Gravis 

recovery  from  operation 

48. 

Narcolepsy 

14. 

Bright's  Disease 

49. 

Nephritis,  Chronic 

15. 

Brittle  Bones 

50. 

Nervous  Breakdown  (w/n  5  yrs) 

16. 

Bronchiectasis,  With  other  chronic  respiratory 

51. 

Pancreatitis,  Chronic 

tract  diseases 

52. 

Paralysis  of  both  arms  and  both  legs 

17. 

Bulemia 

53. 

Parkinson's  Disease,  Diagnosed  age  50 

18. 

Burger's  Disease 

or  under 

19. 

Cancer,  Other  Than  Skin,  If  o 

54. 

Peripheral*Vascular  Disease 

20. 

Cancer,  Other  Than  Skin,  Treated  w/n  5  yrs 

55. 

Personality  Disorder 

21. 

Cancer,  Melanoma,  Treated  w/n  5  yrs 

56. 

Pregnancy 

22. 

Cerebral  Palsy 

57. 

Polycystic  Kidney  Disease 

23. 

Cirrhosis 

58. 

Psychosis/Psychoneurosis 

24. 

Condyloma  (present  or  treated  w/n  5  yrs) 

59. 

Raynaud's  Disease 

25. 

Congestive  Heart  Failure 

60. 

Rectal  Bleeding,  Cause  Unknown 

26. 

Chronic  Obstructive  Eye  Disease 

61. 

Rheumatic  Fever,  Within  1  year. 

27. 

Cushing's  Disease  or  Syndrome 

62. 

Schizophrenia 

28. 

Depression  (present  or  treated  w/n  2  yrs) 

63. 

Skull  Fracture,  Still  Under  Treatment 

29. 

Diabetes  Away,  Juvenile  Onset 

64. 

Syphilis  (w/n  5  yrs) 

30. 

Down's  Syndrome 

65. 

Transplants 

31. 

Drug  Addiction 

66. 

Warts,  Venereal  (present  or  treated 

32. 

Emphysema,  Severe  or  with  other  resp.  tract 

w/n  5  yrs) 

or  cardiovascular  disease. 

67. 

Wheelchair  Dependent 

33. 

Epilepsy,  Grand  Mai 

Note:  Insurance  companies  will  not  insure  individuals  with  these  conditions. 
Source:  Medical  Underwriting  Guide  of  a  major  health  insurance  company. 
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Warning  Sign  2: 

You  work  for  yourself  or  for  a  small  business  or  have  individual 
coverage. 

"Many  business  owners  are  finding  that  the  cost  of  health  insurance  exceeds  their  gross  revenues  each 
year.  More  and  more  small  business  people  are  being  forced  to  choose  between  buying  health  insurance 
for  themselves  and  their  employees  -  which  they  would  like  to  do  -  and  keeping  the  business  running." 
-  Carolynn  Miller,  National  Federation  of  Independent  Business17 


Individual  initiative  and  small  business  growth 
is  the  backbone  of  our  economy  and  our 
nation's  spirit.  Yet  those  who  work  for 
themselves  or  small  businesses  or  buy 
individual  health  insurance  policies  have  the 
most  difficult  time  finding  and  buying 
affordable  health  insurance.  They  may  lack 
coverage  altogether;  if  they  have  coverage, 
they  are  at  risk  of  iosing  it  because  insurance 
companies  subject  them  to  "medical 
underwriting". 

In  1989,  58  million  people  -  representing  44 
percent  of  all  workers  -  worked  for 
themselves  or  for  small  businesses  or 
organizations  (see  Table  7). 18  That  year, 
there  were  18.6  million  people  under  65  who 
purchased  individual  health  insurance  policies 
(see  Table  8).  A  recent  survey  by  the  U.S. 
Census  Bureau  found  that  a  total  of  64  million 
people  between  the  ages  of  18  and  65  either 
worked  for  themselves  or  small  businesses  or 
purchased  individual  health  insurance  policies 
(see  Table  9).  (Note:  the  64  million  figure 
eliminates  double-counting  between  the  two 
groups  and  excludes  children). 

The  definition  of  a  small  business  used  by  the 
insurance  industry  is  a  rather  arbitrary  one: 
some  define  small  businesses  as  those  with  3  to 
25  employees  while  others  include  businesses 
with  up  to  100  employees.  For  the  purposes 
of  medical  underwriting,  insurance  agents 
report    that    most    companies  medically 


underwrite  groups  of  3  to  25;  others 
underwrite  groups  up  to  100  employees. 

Insurance  Companies  Use  Medical 
Underwriting  With  Individuals  and  Small 
Businesses  to  Determine  Whether  to  Offer 
Coverage,  What  to  Cover,  and  How  Much  to 
Charge:  Medical  underwriting  is  a  process 
through  which  health  insurance  companies 
attempt  to  assess  the  actual  health  status  of 
each  of  the  individuals  seeking  coverage,  using 
that  information  to  determine  whether  to  offer 
insurance,  whether  pre-existing  conditions  will 
be  excluded  from  coverage,  and  how  much 
premiums  will  cost.  In  some  cases,  insurers 
use  that  process  again  at  each  renewal  period, 
to  determine  whether  to  renew  or  cancel  the 
policy  and  what  the  new  premium  rate  will  be. 
This  practice  makes  insurance  much  less 
accessible  and  far  more  costly  for  individuals, 
families  and  small  groups  which  have  one  or 
more  people  with,  or  with  the  potential  for,  a 
medical  problem. 

Using  medical  underwriting,  insurers  base 
coverage  for  individuals  or  small  groups  on  the 
actual  health  status  of  members  of  the  group 
(or  similar  groups).  If  the  individual  or  group 
does  not  meet  their  criteria,  then  coverage 
may  be  denied.  If  the  group  does  get 
coverage,  the  premium  may  be  high,  even  for 
limited  benefits.  At  renewal  time,  steep 
increases  or  cancellation  are  the  norm.  The 
situation  is  expected  to  worsen.  According  to 
a  recent  survey  conducted  by  the  Office  of 
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Technology  Assessment  (OTA),  one-third  of 
insurers  plan  to  expand  testing  of  applicants, 
reduce  the  number  of  policies  sold  to 
individuals  and  small  groups,  or  both.19 

As  health  care  costs  increase,  insurance 
companies  maintain  their  margin  of  profit  or 
surplus  by  devoting  more  and  more  resources 
to  limiting  claims  payments.  Those  efforts 
include  further  limiting  which  medical  services 
are  covered  and  denying  insurance  more 
effectively  to  thuse  who  might  fiie^expensive  or 
on-going  claims.  Those  efforts  to  deny 
coverage  cost  a  great  deal  of  money.  A  recent 
study  determined  that  in  1988.  for  every  dollar 
paid  in  claims,  commercial  health  insurers 
spent  33.5  cents  for  underwriting, 
administration,  marketing  and  other  overhead 
expenses.  Insurance  companies  generate  even 
greater  administrative  costs  for  individual 
policies.  Commercial  insurers  spent  73  cents 
for  every  dollar  of  benefits  it  paid  to  those 
who  were  not  part  of  regular  group  plans.20 
Thus,  insurance  companies  are  contributing 
significantly  to  our  overall  health  care  cost 
spiral.  In  fact,  administrative  costs  associated 
with  private  commercial  health  insurance 
increased  by  93  percent  between  1981  and 
1988.21 

Insurance  companies  look  at  more  than  just 
medical  history  in  conducting  medical 
underwriting.  According  to  the  OTA  survey, 
insurance  companies  also  use  the  following 
factors  in  underwriting:  age,  type  of 
occupation,  place  of  residence,  financial  status, 
personal  habits,  illegal  or  unethical  behavior, 
and  sexual  orientation.  This  information  is 
gathered  through  a  variety  of  means,  including 
financial  or  personal  investigations,  extensive 
questions  on  health  history,  physician 
statements,  physical  exams,  blood  and  urine 
tests22  and  reports  from  the  Medical 
Information  Bureau. 
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Individuals  Have  Trouble  Getting  Coverage 
and  Affording  It:  There  are  18.6  million 
Americans  who  purchase  "individual"  or  "non- 
group"  health  insurance  policies  (that  figure 
does  not  include  those  with  Medicare 
supplemental  policies).23  Those  with  pre- 
existing conditions  are  at  particular  risk  if  they 
have  individual  coverage.  For  individuals,  the 
general  insurance  company  practice  is  to  offer 
coverage  only  to  the  most  healthy.  Between 
eight  and  twenty-four  percent  of  applications 
for  individual  insurance  are  denied.24 
Further,  a  report  by  the  Office  of  Technology- 
Assessment  found  that  of  2.1  million  applicants 
in  one  year.  20  percent  received  a  substandard 
risk  classification,  leading  to  a  pre-existing 
illness  exclusion  or  above-average 
premiums.25 

Most  individual  health  policies  are  "guaranteed 
renewable."  meaning  that,  for  a  specified 
period  of  time  -  generally  up  to  age  65  - 
insurers  cannot  cancel  the  policy  due  to 
medical  reasons,  but  they  can  raise  rates  as 
long  as  everyone  in  the  same  "class"  of 
insurance  is  charged  the  same  rate.  However, 
insurers  sometimes  allow  those  "classes"  to 
dwindle  down  to  a  small  number  of  very  sick 
people,  which  can  cause  premiums  to 
skyrocket.  Individuals  who  are  able  to  get 
insurance  often  pay  high  premiums,  typically 
for  insurance  which  excludes  coverage  for 
routine  care  such  as  doctor  visits  and 
prescription  drugs. 

Individuals  aiso  can  lose  their  health  coverage 
if  they  are  late  with  a  premium  payment. 
While  the  I.R.S.  and  even  banks  handling 
mortgages  or  car  loans  generally  are  willing  to 
negotiate  arrangements  with  those  who  are 
late  with  payments,  some  health  insurers  are 
far  less  flexible.  Those  companies  cancel  the 
policy  if  a  premium  payment  is  thirty  days  late. 
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forcing  the  individual  to  re-qualify  for 
coverage. 

People  with  pre-existing  conditions  are 
particularly  likely  to  be  locked  out  of 
individual  coverage.  It  is  extremely  difficult  to 
get  new  individual  health  coverage  if  one  has 
even  a  relatively  mild  pre-existing  condition  - 
whether  one  is  aware  of  that  condition  or  not. 
For  those  who  are  able  to  find  insurance, 
premiums  likely  will  be  above  the  standard 
individual  rate.  Higher  premiums  and  poor 
coverage  are  common  in  individual  policies: 
according  to  a  survey  by  Consumer  Reports, 
between  one-fourth  and  one-half  of  individual 
policies  sold  today  exclude  coverages  for  pre- 
existing conditions,  have  higher-than-standard 
premiums,  or  both.26 

Small  Businesses  Have  Trouble  Getting 
Coverage  and  Could  Be  Dropped  at  Any  Time: 

Like  individuals,  small  businesses  and  their 
employees  have  a  difficult  time  getting  and 
keeping  insurance  coverage.  Overall,  small 
businesses  pay  premiums  that  are  10  percent 
to  40  percent  higher  than  larger  companies.27 
Even  for  firms  able  to  pay  those  rates, 
coverage  is  hard  to  come  by,  especially  if  one 
employee  (or  his  or  her  dependent)  has  a 
medical  condition.  If  the  employer  can  find 
insurance,  the  policy  may  exclude  any  coverage 
for  pre-existing  conditions  for  one  year,  or 
even  longer.  Further,  if  someone  in  the  group 
has  the  misfortune  to  file  an  expensive  health 
care  claim,  the  group  can  expect  either  a  large 
rate  hike  or  that  the  policy  may  be  canceled. 

Interestingly,  the  American  Diabetes 
Association  used  to  make  available  to  small 
businesses  a  list  of  insurance  companies  that 
would  write  policies  for  small  firms  with 
diabetic  workers.  However,  when  the  group 
recently  asked  an  industry  association  to 
update    the   list,    the   insurance  industry 
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representative  told  them  there  was  no  point; 
there  were  no  longer  any  such  insurance 
companies.28 

Health  insurers  use  "select  rating,"  with  many 
small  groups  which  hurts  groups  which  are 
healthy  and  those  that  are  not.  Under  select 
rating,  insurers  offer  initial  coverage  at 
reasonable  rates,  but  there's  a  catch:  a  pre- 
existing condition  exclusion,  generally  for  the 
first  year.  Generally,  when  the  pre-existing 
condition  exclusion  expires,  premiums 
skyrocket.  That  forces  many  small  groups  to 
switch  to  another  policy  -  often  with  another 
12-month  waiting  period  for  pre-existing 
conditions.  Insurers  call  this  process 
"churning".  This  process  causes  problems  for 
groups  which  remain  relatively  healthy  -  those 
groups  must  shop  around  for  new  coverage 
and  employees  must  continue  to  wait  for 
coverage  of  pre-existing  conditions.  However, 
under  this  rating  system,  when  someone  in  a 
small  group  develops  a  serious  medical 
condition,  their  employer  is  left  with  a  terrible 
decision  at  renewal  time.  Either  he  or  she  can 
pay  the  sharply  higher  premium  or  switch  to 
another  policy  which  may  exclude  coverage 
altogether  for  that  person. 

Moreover,  health  insurance  companies  keep 
changing  the  number  of  employees  that 
defines  a  small  group.  Currently,  insurers  are 
scrutinizing  the  health  status  of  employees  for 
businesses  with  up  to  25  workers  or  up  to  100 
workers.29 

Many  Types  of  Businesses  Are  Blacklisted:  In 

addition  to  the  above  restrictions,  many  health 
insurers  refuse  to  sell  coverage  to  certain  types 
of  businesses.  Those  businesses  include 
grocery  stores  and  restaurants  as  well  as 
insurance  agencies  and  physician  offices.30 
Health  insurance  companies  cite  many  reasons 
for  blacklisting  such  businesses,  including  high 
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Table  6:  Businesses  Which  May  Be  Denied 
Health  Insurance  Coverage 


Amusement  parks 

Foundries 

Municipalities  and  political 

Artists 

Gambling  and  related  businesses 

subdivisions 

Authors 

Garages  and  gas  stations 

Parking  lots 

Athletic  businesses 

Garbage/trash  collection 

Pawn  shops/collection  agencies 

Auto  dealers 

Government  agencies 

Petroleum  producers 

Aviation 

Government-financed  nonprofit 

Physicians'  practices 

Bars  or  taverns 

organizations 

Pilots  and  flight  personnel 

Barber  shops 

Grocery  stores 

Property  management  and 

Beauty  salons 

Hospitals,  clinics,  nursing  Homes  and 

development  companies 

Bowling  allies 

health  care  facilities 

Real  estate  sales  offices 

Camps 

Hotels  and  motels 

Restaurants  both  drive-ins  and 

Car  washes 

Insurance  agencies 

catering 

Commercial  fishing 

Janitorial  services 

Roofing  companies 

Construction  companies 

>_"tk  dealers  and  scrap  dealers 

Salespeople  working  on  a 

Convenience  stores 

Laundries 

commission  basis  only 

Country  clubs,  health/sport 

Law  firms 

Schools  and  school  districts 

Clubs 

Liquor  stores  and  dealers 

Security  guards/watchmen 

Domestic  help 

Logging  and  lumbering  operations 

services,  detectives 

Drilling,  oil  and  gas 

Massage  parlors 

Social,  vocational  counseling 

Entertainment  groups 

Medical  practitioners 

services 

Explosive  companies  including 

Mining,  quarry  and  drilling 

Taxi  drivers 

manufacturing  and 

operations 

Truckers  -  long  haul  only 

transportation 

Motion  picture  theaters 

Used  car  dealers 

Exterminators 

Moving  companies 

Vending  machine  companies 

Sources:  'Hearth  Insurers,  To  Reduce  Losses,  Blacklist  Dozens  of  Occupations',  The  New  York  Times.  February  5,  1990 
(information  based  on  insurance  brokers);  'Insuring  the  Uninsured:  Options  and  Analysis',  Congressional  Research  Service, 
October,  1988,  pp.  35-36,  based  on  information  from  the  American  Hospital  Association,  1988,  pp.28-29  (information  based 
on  insurer  training  manuals,  1986-1987);  and  'Health  Insurance:  Cost  Increases  Lead  to  Coverage  Limitations  and  Cost 
Shifting'  GAO/HRD- 90-68,  p.30,  based  on  American  Hospital  Association  information  and  interviews  with  insurance 
companies). 


employee  turnover,  high  rates  of  alcoholism, 
high  rates  of  accident  or  illness,  and  high 
incidence  of  claims.  Table  6  lists  over  60 
different  types  of  businesses  that  the  insurance 
companies  may  be  blacklisting. 

Alternatives  for  Small  Groups  Can  Be  Risky. 

Over  the  past  decade,  many  small  groups  have 
attempted  to  avert  high  premiums  by  pooling 
together  into  larger  groups,  known  generally  as 
Multiple  Employer  Welfare  Arrangements 


(MEW As).  Regulation  of  MEWAs  is 
inadequate.  A  complex  set  of  rules  exists  to 
distinguish  which  MEWA  plans  are  subject  to 
regulation  under  the  federal  Employment 
Retirement  Income  Security  Act  (among  other 
things,  the  ERISA  law  regulates  health 
insurance  benefits)  and  which  are  not.  Those 
covered  under  federal  ERISA  are  subject  to 
state  solvency  regulation.  Those  not  regulated 
by  ERISA  are  subject  to  the  whole  range  of 
state  insurance  regulation.     MEWA  plans 
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which  are  only  partially  self-insured  are  subject 
to  state  regulation  as  long  as  it  does  not 
conflict  with  the  ERISA  provisions  dealing 
with  welfare  benefit  plans.  Finally,  MEWA 
plans  are  required  to  register  only  in  the  state 
in  which  each  is  headquartered. 

The  regulatory  confusion  surrounding  MEW  As 
invites  fraud.  Unfortunately,  some  MEWAs 
are  nothing  more  than  phony  policies  sold  by 
unscrupulous  agents.  Many  small  groups  and 
their  employees  do  not  realize  they  are  buying 
non-existent  coverage  ~  until  it  is  too  late. 
Typically,  fraudulent  MEWA  operators  pay 
small  claims  for  a  period,  delay  payment  of 
larger  ones,  and  finally  go  out  of  business  or 
disappear. 

As  A  Result  of  All  These  Insurance  Company 
Practices,  Insurance  Policy  Turnover  is 
Uncommonly  High  Among  Small  Groups. 

According  to  the  General  Accounting  Office, 
one-third  of  small  businesses  leave  their 
insurance  companies  or  are  not  renewed  each 
year.31  This  can  create  real  turmoil  and 
personal  anxiety  for  the  individuals  involved 
because  many  of  the  new  policies  exclude 
coverage  for  pre-existing  conditions.  Further, 
it  adds  a  significant  cost  to  businesses  -  that  of 
paying  someone  to  spend  time  investigating 
new  health  insurance  options  each  time  a 
policy  is  canceled  or  rates  are  raised  to 
unaffordably  high  levels. 

Employees  of  Large  Companies  Increasingly 
Are  At  Risk:  Workers  in  large  firms  also  are 
being  hurt.  Employers  are  desperate  to  cut 
health  insurance  costs.  Therefore,  many  large 
companies  are  charging  employees  higher 
premiums  if  they  have  greater  medical  needs 
than  other  workers  or  if  they  have  families. 
Currently,  the  difference  between  the  highest 
and  the  lowest  rate  paid  by  employees  exceeds 
$2,000  per  year  in  many  companies,  and  that 
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amount  is  expected  to  increase  dramatically  in 
the  near  future.32 

Limits  on  coverage  for  pre-existing  conditions 
are  common  in  health  policies  offered  to 
employees  of  large  businesses.  A  1987  survey 
of  2000  employers  found  that  45  percent  of 
firms  with  more  than  10,000  employees  had 
pre-existing  condition  clauses  in  the  health 
policies  offered  to  employees.  According  to 
John  Erb,  a  managing  consultant  with  A. 
Foster  Higgins  (the  company  which  conducted 
the  survey)  exclusions  and  waiting  periods  for 
coverage  of  pre-existing  conditions  are  even 
more  frequently  used  now.33 

Large  employers  are  beginning  to  institute 
measures  which  will  lead  to  the  same  problems 
experienced  by  small  business  employees. 
Workers  at  large  firms  increasingly  are  paying 
higher  premiums  if  they  have  a  family  or  if 
they  or  someone  in  their  family  has  a  medical 
problem.  This  is  occurring  in  the  following 
way:  Many  employers  are  offering  a  variety  of 
health  insurance  policies,  charging  no  or  low 
premium  contributions  to  those  who  choose 
the  plans  with  the  least  benefits.  Young, 
healthy  employees  typically  will  choose  such 
policies.  On  the  other  hand,  those  with  high 
medical  bills  or  medical  problems  not  covered 
by  the  lowest-cost  plans  generally  will  choose 
the  better  health  insurance  policy,  even  at  a 
higher  premium  contribution.  Over  time,  this 
leads  to  the  same  segmentation  occurring  in 
the  small  group  insurance  market:  the  healthy 
will  be  in  one  group  with  a  relatively 
affordable  policy,  while  those  with  medical 
problems  will  be  in  another  group  paying  far 
higher  premiums. 

Workers  with  spouses  and  children  needing 
coverage  also  are  beginning  to  pay  more.  A 
representative  for  a  leading  health  benefits 
consulting  firm  notes  that,  "Just  as  workers 
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with  a  spouse  and  three  kids  expect  to  pay 
more  for  clothing  and  other  expenses,  their 
higher  health  costs  are  increasingly  being 
viewed  as  their  responsibility  as  well."34 

Finally,  the  percentage  of  workers  receiving 
employer-sponsored  health  coverage  is 
dropping.  In  the  two-year  period  from  1987  to 
1989,  the  percentage  covered  dropped  from 
56.6  percent  to  53.4  percent.  That  represents 
10.5  million  more  workers  who  were  without 
coverage.35 

Following  are  three  tables  which  provide 
different  ways  of  counting  those  who  work  for 
themselves  or  small  businesses  and  those  who 
buy  individual  policies.  The  first  one,  Table  7, 
lists  the  number  of  people  who  say  they  are 
self-employed  or  work  at  locations  where 
fewer  than  25  or  100  people  were  employed. 
All  workers  ~  including  those  who  worked  in 
the  public  sector  ~  were  included  in  these 
numbers  since  nonprofit  organizations  and 
small  governmental  entities  face  the  same 
hurdles  that  are  faced  by  small  businesses. 

The  second  table,  Table  8,  calculates  the 
number  of  people  with  non-group  (individual) 
health  insurance  coverage.  This  table 
underestimates  the  total  number  of  people  at 
risk  for  several  reasons.  First,  the  million 
children  who  receive  private  health  insurance 
from  a  source  outside  the  family  where  they 
reside  (e.g.,  their  school  or  from  another 
relative)  are  not  included  since  we  could  not 
ascertain  whether  those  policies  were  group  or 
non-group.  Second,  we  excluded  all  people 
who  had  non-group  policies  to  supplement 
Medicare  or  CHAMPUS  or  who  were  listed  as 
receiving  Medicaid. 

Finally,  Table  9  provides  the  total  number  of 
people  between  the  ages  of  18  and  65  who 
met  any  of  the  above  criteria  -  they  worked  at 
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locations  with  fewer  than  100  employees,  were 
self-employed,  or  had  individual  (non-group) 
health  insurance  coverage.  Since  some  people 
may  have  answered  yes  to  more  than  one  of 
those  questions,  the  total  number,  64  million, 
is  smaller  than  the  sum  of  the  three  measures. 
Also,  5-6  million  children  under  18  who  had 
individual  policies  were  not  included  in  this 
table. 
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Table  7: 

Small  Business/Organization  Employment  and  Self-Employment,  1 989 

Self- 
Employed 

Small 

Businesses/Organization 

Total  Small 
Business/ 
Orgs,  and 

Small 
Bus.  as 

Under  25 

25-99 

Serf- 
Employed 

Total  All 
Employees 

Pet  of 
Total 

Untied  States 

13,670,905 

40,01 8,000 

1 7,61 5,480 

57,973,469 

132,430,113 

43.8% 

Alabama 

175,630 

566,661 

193,747 

762,169 

1 ,898,575 

40.1% 

Alaska 

40,740 

103,642 

28,978 

133,331 

260,827 

51.1% 

Arkansas 

157,714 

412,764 

140,590 

554,750 

1.205,351 

46.0% 

Arizona 

200,398 

547,793 

241,969 

793,236 

1 ,724,068 

46.0% 

California 

1,821,004 

5,186,453 

2,181,679 

7,411,929 

15,249,760 

48.6% 

Colorado 

212,206 

554,625 

152,614 

709,705 

1,799.934 

39.4% 

Connecticut 

165,451 

510,162 

334,014 

848.735 

1,960.471 

43.3% 

Delaware 

32,921 

96,869 

41 ,972 

138,842 

386,467 

35.9% 

Dist.  of  Colum. 

21,768 

74,341 

32,553 

107.369 

308,823 

34.8% 

Florida 

788.150 

2.257.721 

843,880 

3.111,265 

6,573,698 

47.3% 

Georgia 

270,499 

991.948 

341,364 

1,344,350 

3,469.200 

38.8% 

Hawaii 

53,631 

153,335 

76,484 

231 ,001 

588,409 

39.3% 

Idaho 

82,998 

228,212 

66,954 

295,616 

595.115 

49.7% 

Illinois 

567,326 

1,737.515 

939,235 

2,693,615 

6.170.119 

43.7% 

Indiana 

237.651 

840.518 

459,762 

1,307,521 

2,818.936 

46.4% 

Iowa 

255,959 

579,447 

247,846 

832,036 

1,692,958 

49.1% 

Kansas 

193,168 

521,980 

226,203 

749,461 

1,556,077 

48.2% 

Kentucky 

205,645 

621,457 

188,145 

811,605 

1 .958,523 

41.4% 

Louisiana 

209,001 

584,413 

280,733 

868,102 

2,044,521 

42.5% 

Maine 

104,995 

242,258 

116,785 

361,130 

704,362 

51.3% 

Maryland 

207,937 

688,066 

354,992 

1 ,059,994 

2,842,105 

37.3% 

Massachusetts 

294,218 

924,757 

504,111 

1,433,924 

3,468,599 

41.3% 

Michigan 

413,109 

1,330,612 

672,875 

2,013,040 

4,857,289 

41.4% 

Minnesota 

288,359 

853,527 

382,345 

1 ,235,873 

2,589,716 

47.7% 

Mississippi 

141,975 

369,718 

139,036 

513,834 

1,294,216 

39.7% 

Missouri 

284,654 

808,163 

388,680 

1.202,484 

2,846,061 

42.3% 
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Table  7:  Small  Business  and  Self-Employment,  1989  (Continued) 

Serf- 
Employed 

Small 

Businesses/Organization 

Total  Small 
Business/ 
Orgs,  t 
Serf-Emp. 

Total  All 
Employees 

Small 
Bus.  as 
Pet  of 
Total 

Under  25 

25-99 

Montana 

80,756 

223,983 

58,343 

282,751 

481,343 

58.7% 

Nebraska 

140,581 

334,679 

137,343 

473,778 

953,235 

49.7% 

Nevada 

49,964 

170,326 

94,347 

268,034 

700,666 

38.3% 

New  Hampshire 

77,414 

210,197 

92,896 

305,928 

668,401 

45.8% 

New  Jersey 

380,864 

1,180,396 

628,872 

1 ,817,848 

4,358,541 

41 .7% 

New  Mexico 

120,308 

287,276 

96,712 

389,631 

733,633 

53.1% 

New  York 

834,743 

2,618,100 

1 ,242,067 

3,892,184 

9,260,770 

42.0% 

North  Carolina 

31 1 ,152 

946,760 

429,657 

1 ,381 ,709 

3,492,813 

39.6% 

North  Dakota 

63,001 

161,631 

51,804 

213,720 

381 ,107 

56.1% 

Ohio 

455,295 

1,459,415 

805,178 

2,275,774 

5,862,050 

38.8% 

Oklahoma 

261 ,120 

610,340 

192,433 

802,773 

1 ,709,982 

46.9% 

Oregon 

213,619 

557,437 

199,162 

760,733 

1 ,499,173 

50.7% 

Pennsylvania 

567,462 

1,819,635 

875,490 

2,713,684 

6,466,645 

42.0% 

Rhode  Island 

58,689 

171,890 

74,448 

247,035 

550,504 

44.9% 

South  Carolina 

167,100 

494,554 

226,851 

728,613 

1 ,845,683 

39.5% 

South  Dakota 

76,523 

170,185 

63,399 

rySA  COO 

396,002 

59.2% 

Tennessee 

212,010 

614,770 

309,055 

926,398 

2,437,404 

38.0% 

Texas 

949,766 

2,807,770 

933,793 

3,781 ,078 

8,673,869 

43.6% 

100,794 

275,336 

83,997 

360,104 

856,766 

42.0% 

Vermont 

59,046 

156,468 

45,590 

204,424 

354,412 

57.7% 

Virginia 

326,882 

921,663 

426,229 

1,352,673 

3,354,806 

40.3% 

Washington 

362,559 

895,428 

371,016 

1 ,279,954 

2.707,058 

47.3% 

West  Virginia 

69,736 

251,137 

116,691 

369,000 

883,099 

41.8% 

Wisconsin 

263.482 

773,927 

453.404 

1,238,275 

2,666,734 

46.4% 

Wyoming 

40,930 

117,741 

29.158 

147,869 

271,239 

54.5% 

Note:  Columns  2  and  3  are  based  on  answers  to  the  question:  -How  many  people  were  employed  by  your  employer  at  the  location  where 
you  worked?"  This  may  yield  a  high  estimate  since  some  people  work  lor  small  branches  of  large  companies   On  the  other  hand,  they  may 
still  have  to  get  insurance  as  a  member  of  a  small  group,  especially  if  the  company  is  based  in  a  different  state  or  if  local  HMOs  or  PPOs  are 
used 

All  workers  -  including  those  who  worked  in  the  public  sector  -  were  included  in  these  numbers  since  nonprofit  organizations  and  small 
governmental  entities  face  the  same  hurdles  that  are  faced  by  small  businesses. 

The  column.  Total  Small  Bus  /Org  and  Serf-Employed."  does  not  equal  the  sum  of  the  former  three  columns  because  most  of  the  self- 
employed  are  also  are  included  in  one  of  the  two  small  business  columns. 

Source:  Current  Population  Survey.  March  1990 
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Table  8:  People  Under  65  With  Individual  Health  insurance  Policies,  1989 

Individual 
Policy 
Holders 

Population 

Pet 

Individual 
Policy 
Holders 

Population 

Pet 

United  States 

18,613,372 

218,873,537 

8.5% 

Missouri 

398,072 

4,61 1 ,802 

8.6% 

Alabama 

271 ,807 

3,618,503 

7.5% 

Montana 

108,013 

734,100 

14.7% 

Alaska 

36,295 

463,763 

7.8% 

Nebraska 

225,853 

1,416,009 

15.9% 

285,512 

3,091 ,637 

9.2% 

80,425 

1 ,026,420 

7.8% 

Arkansas 

184,965 

2,095,688 

8.8% 

New  Hampshire 

118,414 

995,905 

11.9% 

California 

2,246,250 

26,680,498 

8.4% 

New  Jersey 

633,558 

6,737,702 

9.4% 

Colorado 

222,834 

2,866,474 

7.8% 

New  Mexico 

110,320 

1,366,152 

8.1% 

Connecticut 

149,057 

2,731 ,503 

5.5% 

New  York 

1 ,144,909 

15,819,233 

7.2% 

Delaware 

37,979 

612,146 

6.2% 

North  Carolina 

508,414 

5,610,356 

9.1% 

Dist.  of  Colum. 

42,712 

500,640 

8.5% 

North  Dakota 

135,441 

562,622 

24.1% 

Florida 

1 ,066,625 

10.799,401 

9.9% 

Ohio 

608,894 

9,514,763 

6.4% 

Georgia 

409,225 

5.568,260 

7.3% 

Oklahoma 

267,935 

2,758,024 

9.7% 

Hawaii 

73,030 

980,575 

7.4% 

Oregon 

203,370 

2,585,807 

7.9% 

Idaho 

104,083 

910,768 

11.4% 

Pennsylvania 

791,159 

10,526,000 

7.5% 

Illinois 

825,675 

10,337,643 

8.0% 

Rhode  Island 

70,069 

830,947 

8.4% 

Indiana 

398,058 

4,819,082 

8.3% 

South  Carolina 

235,129 

3,066,227 

7.7% 

Iowa 

405,616 

2,479,029 

16.4% 

South  Dakota 

98.560 

605,262 

16.3% 

Kansas 

261 ,282 

2,147,936 

12.2% 

Tennessee 

278,513 

4,252,970 

6.5% 

Kentucky 

234,200 

3,177,501 

8.9% 

Texas 

1 ,398,704 

15,484,022 

9.0% 

Louisiana 

295,770 

3,677,013 

8.0% 

Utah 

133,817 

1,538,674 

8.7% 

Maine 

113,604 

1,104,756 

10.3% 

Vermont 

52,145 

498,455 

10.5% 

Maryland 

271,222 

4,111,798 

6.6% 

Virginia 

432,826 

5,579,388 

7.8% 

Massachusetts 

401,053 

5,187,402 

7.7% 

Washington 

367,685 

4,273,226 

8.6% 

Michigan 

626,932 

8,372,062 

7.5% 

West  Virginia 

125,990 

1,553,860 

8.1% 

Minnesota 

505,204 

3.771,915 

13.4% 

Wisconsin 

312,235 

4,088.754 

7.6% 

Mississippi 

200,632 

2,303,447 

8.7% 

Wyoming 

53,299 

427.416 

12.5% 

Notes:  This  table  understates  the  total  since  it  excludes  people  who  receive  Medicare,  Medicaid,  or  CHAMPUS  and  it  does 
not  include  the  million  children  under  15  who  receive  private  hearth  insurance  from  a  source  outside  the  family.  For  these 
children,  data  on  whether  their  policy  was  a  group  or  non-group  policy  was  not  available. 

Source:  Currrent  Population  Survey.  March  1990. 
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Table  9:  People  Between  18  and  65  Working  for  Small  Businesses/Organizations, 
Self-Employed  or  With  Individual  Insurance,  1989 


At-Risk 
Population 

Population 

Pet  of 
Total 

At-Risk 
Population 

Population 

Pd  of 
Total 

United  Stales 

64,315,812 

154,530,622 

41.6% 

Missouri 

1,328,036 

3,158,883 

42.0% 

Alabama 

875,138 

2.517,805 

34.8% 

Montana 

300,686 

499,252 

60.2% 

Alaska 

142.259 

323,360 

44.0% 

Nebraska 

513,663 

977,813 

52.5% 

Arizona 

860,145 

2,133,436 

40.3% 

Nevada 

298,885 

749,125 

39.9% 

Arkansas 

619,064 

1.403,030 

44.1% 

New  Hampshire 

345,982 

716,614 

48.3% 

California 

8,192,990 

18,583,064 

44.1% 

New  Jersey 

2,058,295 

4,958,489 

41 .5% 

Colorado 

796,321 

2,005,287 

39.7% 

New  Mexico 

426,115 

910,442 

46.8% 

Connecticut 

909.070 

2.066,475 

44.0% 

New  York 

4,343,046 

1 1 ,287,205 

38.5% 

Delaware 

155,303 

439,281 

35.4% 

North  Carolina 

1,563,965 

4,147,489 

37.7% 

Dist  of  Colum. 

123,562 

370,876 

33.3% 

North  Dakota 

242,009 

382,765 

63.2% 

Florida 

3,516,294 

7,874,467 

44.7% 

Ohio 

2,518,139 

6.682,918 

37.7% 

Georgia 

1.502,495 

3,956,649 

38.0% 

Oklahoma 

866,660 

1,913,772 

45.3% 

Hawaii 

265,776 

710,175 

37.4% 

Oregon 

814,767 

1,745,954 

46.7% 

Idaho 

319,724 

591,175 

54.1% 

Pennsylvania 

2,976,749 

7,507,928 

39.6% 

Illinois 

3,004,345 

7,320,639 

41.0% 

Rhode  Island 

277,162 

618,112 

44.8% 

Indiana 

1,431,527 

3,483,166 

41.1% 

South  Carolina 

813,903 

2,137,512 

38.1% 

Iowa 

924,105 

1,711,910 

54.0% 

South  Dakota 

254,597 

407,548 

62.5% 

Kansas 

821,362 

1,512,116 

54.3% 

Tennessee 

1,032,084 

3,018,544 

34.2% 

Kentucky 

911,135 

2.326,075 

39.2% 

Texas 

4,265,530 

10,477,041 

40.7% 

Louisiana 

976,968 

2.565,509 

38.1% 

Utah 

390.323 

919,784 

42.4% 

Maine 

398.446 

773.280 

51.5% 

Vermont 

217,752 

364,288 

59.8% 

Maryland 

1,175,695 

3,049,522 

38.6% 

Virginia 

1,493,871 

3,929,977 

38.0% 

Massachusetts 

1 ,578,889 

3,827,377 

41.3% 

Washington 

1,409,418 

3,081 .418 

45.7% 

Michigan 

2,237,958 

5.805,239 

38.6% 

West  Virginia 

410,471 

1.114,605 

36.8% 

Minnesota 

1,351,307 

2,672,781 

50.6% 

Wisconsin 

1,325,132 

2,957,292 

44.8% 

Mississippi 

579,847 

1,549,476 

37.4% 

Wyoming 

158,849 

293,682 

54.1% 

Note:  Columns  will  not  sum  to  the  Total-At-Risk  column  because  the  self-employed,  and  those  with  individual 
policies  may  also  be  employed  by  small  businesses. 

Source:  Current  Population  Survey,  March  1990 
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Warning  Sign  3: 

Your  insurance  company  makes  you  pay  too  much  for  checkups  or 
when  you  get  sick 


Premiums,  deductibles,  and  other  out-of- 
pocket  costs  can  determine  whether  someone 
with  health  insurance  can,  practically  speaking, 
afford  access  to  medical  care.  Millions  of 
health  policies  sold  today  put  even  day-to-day 
medical  treatment  out  of  reach.  In  1984,  56- 
60  million  people  under  age  65  were  found  to 
be  inadequately  protected  against  the 
possibility  of  large  medical  bills.36  Sixteen 
million  Americans  with  health  insurance  are  at 
risk  for  catastrophic  expenses  equal  to  at  least 
10  percent  of  income  out-of-pocket  for  a 
illness  with  costs  totalling  $12,900  or  more.37 

A  survey  of  742  working  age  consumers  with 
chronic  medical  conditions  found  that  31.3 
percent  had  out-of-pocket  health  related 
expenses  that  were  at  least  10  percent  of  their 
family  income.38 

Many  health  insurance  policies  do  not  cover 
enough  up-front  costs  to  protect  people's 
access  to  health  care.  People  whose  policies 
have  high  premiums  and  deductibles  (the 
amount  one  must  pay  out-of-pocket  before 
insurance  begins  paying  a  percentage  of  the 
bills)  may  delay  needed  care,  hoping  they  or 
their  child  will  get  better  without  medical 
treatment.  Tragically,  when  people  put  off 
care,  their  condition  can  develop  into  an 
emergency  or  become  so  serious  that  it  is  no 
longer  treatable.  Others  may  seek  care  and 
incur  bills  they  can  barely  afford  to  pay.  Four- 
fifths  of  traditional  health  insurance  plans 
require  families  to  meet  individual  and  family 
deductibles.39 

Many  policies  set  a  limit  on  out-of-pocket 
costs  --  after  that  amount  is  spent,  the 


insurance  policy  pays  100  percent  of  covered 
services.  However,  someone  with  an  out-of- 
pocket  limit  for  covered  services  on  a  policy 
which  excludes  coverage  for  prescription  drugs, 
for  example,  might  pay  thousands  of  dollars  in 
drug  costs,  but  those  would  not  be  applied  to 
the  limit  because  drugs  are  not  a  covered 
service.  Moreover,  16  percent  of  employee 
health  insurance  policies  have  no  limit  on  out- 
of-pocket  costs.40 

Employers  are  transferring  rising  premium 
costs  to  employees:  Since  1980,  one-fifth  of 
firms  which  used  to  provide  family  coverage 
stopped  paying  for  that  care.41  Between 
1986  and  1988,  for  those  employees 
contributing  to  their  premiums,  the  average 
employee  contribution  for  family  health 
coverage  rose  40  percent  (from  $435  to  $605) 
and  the  percentage  of  employers  requiring 
employee  contributions  for  family  coverage 
increased  by  20  percent.42  The  trend 
continues:  a  1990  survey  of  employers 
indicates  that  94  percent  intend  to  increase  the 
employee's  share  of  costs  -  premiums, 
deductibles,  and  co-payments.43 

Overall,  individuals  pay  a  high  proportion  of 
their  health  care  bills  out-of-pocket.  In  1989, 
individuals  paid  $125  billion  out-of-pocket 
while  private  health  insurers  paid  $173  billion. 
Government  health  coverage  programs  made 
up  most  of  the  balance  of  the  total  $530.7 
billion.44 

These  out-of-pocket  cost  problems  affect 
everyone,  rich  and  poor.  For  example,  former 
Republican  National  Committee  Chairman 
Lee  Atwater,  who  recently  died  of  brain 
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cancer,  had  very  expensive  medical  bills  which 
were  not  covered  by  his  health  insurance  plan. 
To  help  pay  the  bills,  one  hundred  of  the  very 
wealthiest  Republican  contributors  in  the 
country  were  asked  to  contribute  $10,000  each 
to  the  "Lee  Atwater  Trust  For  Medical 
Expenses".45  An  office  at  the  Republican 
National  Committee  continues  to  accept 
donations  for  the  Trust,  even  after  Atwater's 
death.  However,  most  people  facing  such  a 
huge  gap  in  their  health  coverage  lack  wealthy 
and  generous  friends  who  can  contribute 
enough  to  cover  them.  As  a  result,  they  may 
be  denied  life-saving  medical  treatment  or 
generate  huge  debts  for  themselves  or  their 
family. 
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Warning  Sign  4: 

Your  insurance  company  continuaily  raises  your  premiums. 

"A  few  months  ago  a  subscriber  (insurance  agent)  sent  us  a  copy  of  a  health  premium  invoice  for 
a  2-life  group.  The  premium  for  one  member  was  so  high  we  couldn  7  believe  it  was  a  monthly 
charge.  But  it  was..." 

"For  Brokers  Only"  -  Newsletter  for  Insurance  Agents  46 


Premiums  Are  Rising  Overall:  Over  the  past 
several  years,  health  insurance  premiums  have 
been  skyrocketing.  The  cost  of  employer- 
sponsored  coverage  has  increased  from  $1,724 
per  year  in  1985  to  $3,217  per  year  in  1990  -- 
an  87  percent  increase.  In  the  past  two  years 
alone,  average  premiums  have  increased  by  45 
percent.  If  health  costs  continue  to  escalate  at 
the  current  rate,  the  annual  cost  of  providing 
medical  benefits  will  exceed  $22,000  per 
employee  by  the  year  2000.  Those  rising 
premium  costs  force  many  to  give  up  health 
insurance.47 

Health  insurance  companies  blame  those 
premium  rate  hikes  on  the  rising  cost  of 
medical  care,  the  aging  of  the  population,  and 
increases  in  medical  technology.  However, 
insurance  companies  are  responsible  for  much 
of  the  increased  cost.  In  their  efforts  to  hold 
down  claim  payments,  insurance  companies 
have  instituted  a  variety  of  measures  to  deny 
or  restrict  coverage  to  those  with  on-going 
medical  needs  and  to  refuse  to  pay  certain 
claims.  Not  only  do  those  efforts  deny  millions 
needed  medical  care,  they  also  increase 
insurance  administrative  costs.  That,  in  turn, 
increases  the  tremendous  paperwork  burden 
on  doctors,  hospitals  and  patients  and  leads  to 
increased  health  care  costs  overall. 

In  1988,  commercial  health  insurance 
companies  spent  $14.9  billion  in  administrative, 
overhead,  and  marketing  costs  (that  figure 
does  not  include  costs  generated  by  Blue 
Cross/Blue  Shield  insurers  or  self-insured 
plans.)  The  increasing  paperwork  generated 


by  private  health  insurers  has  caused  sharp 
increases  in  the  cost  of  administering  our 
health  care  system.  In  1987,  the  total  cost  of 
administering  health  care  in  the  United  States 
was  between  $96.8  billion  and  $120.4 
billion.4* 

Costs  of  administering  health  care  in  the  U.S. 
as  a  proportion  of  total  health  care  spending  is 
at  least  117  percent  higher  than  in  Canada, 
which  has  a  public  health  insurance 
program.49  If  our  system  were  as  efficient 
today  as  the  public  health  system  in  Canada, 
we  could  save  between  $115  billion  and  $136 
billion  each  year  in  administrative  waste.50 

Many  Workers  Lack  Insurance  as  a  Result  of 
High  Premiums.  In  a  survey  of  members,  the 
National  Federation  of  Independent  Business 
found  that  of  businesses  which  do  not  provide 
coverage,  65.3  percent  reported  that  premiums 
simply  were  too  expensive.51 

Premiums  Rise  Particularly  Fast  For  Those 
Who  Have  Individual  or  Small  Group  Coverage 
and  On-Going  Medical  Needs:  According  to 
the  National  Federation  of  Independent 
Business,  premium  increases  in  1990  ranged 
from  20  to  300  percent.52  Insurance 
company  practices  result  in  soaring  premium 
costs  for  those  people.  When  writing  a  new 
policy,  insurance  companies  group  them  with 
similar  individuals  or  businesses  to  define  a 
"class"  or  "book"  of  business.  At  renewal  time, 
premium  increases  are  determined  for  the 
entire  class  or  book.  In  assigning  individuals 
and  small  groups,  insurers  attempt  to  group  by 
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health  risk  --  otherwise,  they  run  the  risk  of 
losing  the  healthier  enrollees.  Following  is  a 
brief  description  of  how  people  and  small 
groups  are  assigned  to  those  classes  and  what 
that  means  for  premium  increases.  This 
information  is  based  on  conversations  with 
staff  of  several  state  insurance  commissioners, 
the  National  Association  of  Insurance 
Commissioners,  and  the  Center  for  Policy 
Studies  in  Minnesota. 

For  individuals  and  small  businesses,  insurers 
use  health  histories  to  determine  whether  to 
offer  coverage  at  all.  For  those  that  pass  that 
test,  blocks  of  business  initially  are  pooled 
together  according  to  factors  such  as  how  the 
policy  was  marketed  (i.e.  whether  it  was  sold 
by  an  independent  broker  or  a  company  agent) 
and  the  nature  of  the  coverage.  Then,  insurers 
factor  in  the  age,  gender,  and  address  of  each 
individual  in  the  family  or  the  group.  Those 
factors  define  the  class.  At  renewal  time,  the 
base  premium  increase  is  based  on  the  health 
trend  of  the  group;  and,  sometimes,  rating  tiers 
are  assigned  within  the  group,  based  on  actual 
claims  or  health  conditions  which  have 
developed.  Reportedly,  rates  increase  most 
dramatically  to  those  in  the  class  who  have 
pre-existing  conditions  -  those  who  are  unable 
to  switch  to  another  policy. 
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As  rates  in  the  class  increase,  those  who  have 
no  pre-existing  conditions  may  switch  to  a 
different  insurer  to  get  a  lower  rate.  Over 
time,  the  class  goes  through  what  insurers  call 
the  "aging"  process.  The  number  of  claims 
filed  increases  with  time.  If  the  insurance 
company  continues  to  assign  new  groups  to 
that  class,  then  the  "aging"  process  is 
moderated  by  the  constant  influx  of  new 
groups  with  lower  claim  rates.  However,  if  the 
insurance  company  stops  assigning  new  groups 
to  the  class,  then  only  those  with  pre-existing 
conditions  remain  with  the  group  -  because 
no  other  insurers  will  take  them.  Over  time, 
the  group  may  degenerate  into  one  with  a 
small  number  of  people  with  high  medical 
costs,  causing  premiums  to  soar.  The  Center 
for  Policy  Studies  in  Minnesota  found  that  this 
practice  has  caused  some  people  to  enroll  in 
the  state  high  risk  pool.53 

Those  With  Pre-Existing  Conditions  Pay 
Higher  Premium  Costs;  Many  Cannot  Afford 
the  Rates  Charged:  According  to  the  Medical 
Underwriting  Guide  of  a  major  health  insurer, 
there  are  49  medical  conditions  which  result  in 
premiums  which  are  70  to  140  percent  higher 
(see  Table  3). 


Health  Insurance  Premiums  Are  So  High 
That  Some  Insurance  Brokers  Are  Running  Contests 
To  Find  The  Highest  Monthly  Premium 

Insurance  brokers  themselves  cannot  believe  how  high  some  people's  health  premiums  have 
risen.  In  fact,  a  newsletter  called  "For  Brokers  Only"  has  been  running  a  contest  among 
readers  to  find  the  highest  rate.  In  the  December  3,  1990  issue,  the  highest  premium  rates 
were  S  1,587.50  per  month  for  an  individual  in  California  and  S4.536.57  per  month  for  a 
couple  in  California,  though  there  are  four  dozen  entries. 

Source:  The  Hosteller  Memo:  For  Brokers  Only,"  New  Bern,  North  Carolina.  December  3.  1990,  No.  90-23. 
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Warning  Sign  5: 

Your  insurance  company  puts  a  lifetime  limit  on  how  much  they  will 
pay  if  you  get  sick. 

"The  most  encouraging  thing  I  can  tell  people  is  to  hang  in  there  until  they're  65  and  can  get 
Medicare." 

-Gail  Edler,  Illinois  Insurance  Information  Hotline54 


The  insurance  industry  argues  that  the  essence 
of  insurance  coverage  is  protection  against 
unpredictable,  but  devastating,  financial 
disaster.  With  few  exceptions,  however,  most 
health  insurance  companies  offer  policies  that 
set  lifetime  limits  on  coverage.  Two-thirds  of 
policies  set  the  limit  at  $1,000,000  or  less. 
After  the  insurer  has  paid  its  limit,  coverage 
ends.  Although  most  people  will  not  hit  their 
ceiling,  those  who  do  have  the  most  serious 
and  expensive  medical  conditions  where  the 
loss  of  health  coverage  can  be  financially 
ruinous.  In  1984,  56-60  million  Americans 
were  at  risk  for  potentially  unlimited 
catastrophic  out-of-pocket  expenses.55 

Any  American  can  be  taken  beyond  an 
insurer's  limit  on  coverage  by  unexpected,  but 
not  uncommon,  events.  For  example,  a  serious 
head  injury  could  result  in  several  million 
dollars  worth  of  lifetime  medical  costs.56 
More  than  two  million  Americans  suffer  some 
sort  of  head  injury  or  traumatic  brain  injury 
each  year  —  one  every  fifteen  seconds  ~ 
varying  in  degrees  from  mild  concussions  to 
deep  comas.  Fifty  thousand  of  those  cases 
require  long-term,  high-cost  care  which  can 
exceed  $4  million  in  lifetime  costs.57  Two- 
thirds  of  those  who  sustain  head  injuries  are 
under  age  34.  Motor  vehicle  crashes  cause 
one-half  of  all  traumatic  brain  injuries. 


Association  for  Childrens'  Hospitals  and 
Related  Institutions  reports  that  the  average 
cost  for  a  stay  in  a  neonatal  intensive  care  unit 
for  a  baby  born  weighing  between  1,000  and 
1,500  grams  is  $41,000,  assuming  no  need  for 
high  technology  care.  In  such  a  situation,  a 
child  with  a  $100,000  lifetime  limit  would  use 
up  nearly  half  of  that  in  their  first  35  days  of 
life.  According  to  the  National  Center  for 
Health  Statistics,  approximately  270,000  babies 
born  each  year  in  the  U.S.  are  low  birthweight. 

A  recent  survey  of  medium  and  large  size 
companies  found  that  77  percent  of  employer- 
sponsored  insurance  policies  contain  lifetime 
limits  and  another  2  percent  impose  other 
types  of  dollar  limits  on  coverage,  (see  Table 
10  for  breakdown).58  Additionally,  some 
plans  impose  individual  payment  limits  on 
specific  medical  conditions  or  products.  Most 
policies  set  lower  caps  on  mental  health 
coverage  -  for  example,  limiting  care  to  30  or 
60  in-patient  days  per  year  or  setting  lifetime 
limits  of  $50,000.59  Finally,  some  insurers  set 
lifetime  limits  on  specific  diseases,  even  as  low 
as  $5,000  for  treatment  of  AIDS.60 

Finally,  a  survey  of  742  working-age  consumers 
with  chronic  health  conditions  found  that  6.4 
percent  already  had  exceeded  their  lifetime 
cap.61 


Infants  born  with  medical  problems  also  may 
exceed    lifetime    limits.       The  National 
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Table  10:  Lifetime  Limits  on  Private  Health  Insurance 

Limit  on  Amount  Insurance 
Company  Will  Pay  for  Health  Care  Problems 

Percentage  of  Insurance  Policies 
With 

Specified  Limitation 

Lifetime  Limits: 

Less  Than  or  Equal  to  $1 00,000 

4% 

$100,001  -$250,000 

7% 

$250,001  -  $500,000 

15% 

$500,001  -  $1,000,000 

43% 

Over  $1,000,000 

2% 

Both  Lifetime  and  Annual  or  Disability  Limits 

6% 

Annual,  disability  maximum  only 

2% 

No  limits  on  coverage 

21% 

Source:  A.  Foster  Higgins  1990  Health  Care  Benefits  Survey. 
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Warning  Sign  6: 

Your  insurance  company  can  deny  you  or  does  not  cover  the 
treatment  your  doctor  prescribes. 

"If  there  is  any  evidence  that  [a  medical  condition]  is  going  to  cost  the  insurer  money,  they  don 't  have 
to  cover  you... It's  an  easy  area  of  the  law  to  advise  people  in  because  they  have  no  rights." 

-  Linda  Kilb,  Staff  Attorney,  Disability  Rights,  Education  and  Defense  Fund62 


Americans  with  health  coverage  often  find  out 
the  hard  way  what  services  their  insurance 
company  v.  ill  and  will  r  jt  cover.  There  are 
two  ways  insurers  can  deny  coverage  for 
medical  services.  First,  insurance  companies 
often  deny  coverage  for  specific  medical 
treatments  prescribed  by  physicians.  Second, 
many  insurance  policies  exclude  coverage  for 
whole  categories  of  services  (i.e.  long-term 
care,  preventive  care,  prescription  drugs). 

Because  insurance  companies  are  loosely 
regulated  by  states,  insurers  have  wide 
discretion  in  establishing  coverages  and  rates 
(although  each  state  does  mandate  a  list  of 
required  covered  services  and  some  insurance 
rates  must  be  approved  in  advance).  Further, 
the  federal  government  has  so  little  authority 
in  health  insurance  that  the  Federal  Trade 
Commission  cannot  even  conduct  a  study  of 
health  insurance.63  Following  is  a  description 
of  some  typical  coverage  gaps. 

Insurance  Companies  Override  Physician 
Decisions:  In  effect,  insurance  companies 
have  taken  on  the  role  of  overriding 
physicians'  prescribed  courses  of  treatment. 
Health  insurance  companies  routinely  deny 
coverage  for  any  treatment  or  device  they 
deem  experimental,  not  medically  necessary, 
not  yet  recognized  by  the  insurance  industry  as 
accepted  medical  practice,  provided  in  the 
wrong  treatment  setting,  provided  without 
prior  approval  for  emergency  treatment,  or 


other  reasons  developed  by  insurance 
companies. 

Rc> .  life  examples  include  a  seven-year-old 
child  who  is  being  denied  coverage  for  a 
tonsillectomy  prescribed  by  her  family  doctor 
and  two  additional  doctors  to  avoid  the 
recurrent  strep  throat  and  ear  infections  which 
keep  her  out  of  school;  a  woman  with  serious 
breast  cancer  who  was  denied  coverage  for 
chemotherapy  and  bone  marrow  replacement 
treatment  prescribed  by  her  specialist;  and  an 
infant  who  was  rushed  to  the  emergency  room 
while  choking  -  insurance  bureaucrats 
determined  the  visit  to  the  emergency  room 
had  not  been  necessary  and  refused  to  pay  for 
the  care. 

These  claim  denials  are  a  result  of  decisions 
made  by  utilization  review  companies. 
Insurance  companies  and  self-insured 
employers  hire  those  services  to  review  and 
deny  policyholders'  claims,  in  the  belief  that 
the  "savings"  to  insurers  will  exceed  the  cost  of 
the  review  process.  Doctors  and  patients  are 
fighting  back  against  these  rather  arbitrary 
decisions  to  deny  coverage  for  needed 
services.64  Appeals  must  be  heard  by 
physicians  hired  by  the  utilization  review 
companies  at  rates  ranging  from  $90  to  $130 
per  hour.  Utilization  review  is  a  growing 
business.  Last  year,  inuustry  revenues  for 
utilization  review  exceeded  $1  billion.  65 
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Some  Types  of  Medical  Service  Are  Entirely 
Excluded  From  Coverage: 

Long-Term  Care:  The  most  serious  and 
consistent  gap  in  private  health  coverage  is  for 
long  term  care  --  either  home  care  or 
institutional  care.  Forty-three  percent  of  all 
Americans  reaching  65  can  expect  to  spend 
some  time  in  a  nursing  home  —  five  years  or 
more  for  twenty  percent  of  those.66  By  the 
year  2000,  forty  percent  of  those  in  need  of 
long  term  care  will  be  under  65  years  old, 
including  those  born  with  serious  birth  defects 
and  injury  victims.67  Yet,  less  than  two 
million  Americans  have  private  long  term  care 
coverage,68  and  most  of  that  is  inadequate. 
With  the  cost  of  long-term  care  in  a  nursing 
home  averaging  $30,000  or  more  per  year,69 
and  home  care  costs  rising  (the  cost  of  home 
care  averages  $18,000  per  year  for  Alzheimers 
patients),70  this  coverage  gap  can  be 
disastrous.  In  1988,  of  the  $21.3  billion  in 
private  funds  spent  for  nursing  home  care, 
private  insurers  covered  only  $.5  billion  or  two 
percent.71 

Pre-Natal  Care  and  Delivery:  Five  million 
insured  American  women  of  child-bearing  age 
do  not  have  coverage  for  maternity  care.72 
Once  those  women  become  pregnant,  it  is 
virtually  impossible  to  find  a  private  health 
insurer  to  offer  coverage  for  pre-natal  care 
and  delivery. 

Prescription  Drugs:  Outpatient  prescription 
drugs  often  are  not,  or  are  inadequately, 
covered  by  health  insurance.  In  1988, 
consumers  paid  $29.6  billion  or  79  percent,  of 
the  total  $37.3  billion  spent  on  prescription 
drugs.73  Many  without  prescription  drug 
coverage  and  unable  to  afford  medicine  on 
their  own  are  at  risk  for  contracting 
preventable  and  serious  medical  conditions,  as 
is  the  case  with  high  blood  pressure 
medication. 
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Preventive  Care:  Everyone  promotes  the 
importance  of  preventive  health  care,  but 
health  insurance  companies  are  largely 
unwilling  to  pay  for  those  services.  Preventive 
care  is  poorly  covered,  particularly  by 
traditional  fee-for-service  plans.  Only  42 
percent  of  employer  sponsored  plans  cover 
well-baby  care  and  just  44  percent  of 
employer-sponsored  plans  offer  coverage  for 
voluntary  physical  exams.74 

Vision  and  Dental  Care:  Only  32  percent  of 
employer-sponsored  health  insurance  offers 
vision  care  coverage.  While  85  percent  of 
employer-sponsored  insurance  covers  dental 
care,75  that  coverage  commonly  includes 
significant  limitations. 

Mental  Health  Care:  Mental  health  coverage  is 
currently  inadequate  in  many  policies;  and 
there  is  a  trend  toward  reducing  that 
protection  even  further,  despite  the  fact  that 
more  than  42  million  American  adults  will 
suffer  from  a  mental  health  problem  during 
their  lifetime.76  Eighteen  percent  of 
employer-sponsored  plans  exclude  coverage 
altogether  for  mental  health.  For  policies 
offering  some  coverage,  limitations  are  varied. 
In  1987,  75  percent  of  employers  set  limits  on 
in-patient  mental  health  coverage.  For  out- 
patient coverage,  about  two-thirds  of 
employers  placed  a  ceiling  on  the  dollar 
amount  payable  per  year  -  most  employers  set 
that  level  at  $2,000  annually  and  43  percent 
required  a  higher  coinsurance  amount  for 
mental  health,  generally  half  the  per-visit 
charge.77  Finally,  a  third  of  employer- 
sponsored  plans  do  not  count  employees' 
expenditures  on  mental  health  or  substance 
abuse  treatment  toward  their  annual  out-of- 
pocket  maximums.78 
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insurance  Consumers  Have  Little  Recourse: 

/.  When  Consumers  Dispute  Insurance  Company 
Decisions  to  Deny  a  Claim: 
Health  insurance  consumers  have  few  rights 
when  insurance  companies  deny  claims.  Many 
consumers  look  to  their  state  insurance 
commissioner  for  help,  but  they  are  only 
authorized  to  enforce  state  laws  which  fail  to 
address  the  major  problems.  Generally,  state 
laws  only  prohibit  fraudulent  activity  and 
enforce  the  insurance  contract,  which  is 
drafted  by  insurance  companies  and  typically 
leaves  claim  decisions  up  to  the  insurance 
company.  Generally,  those  contracts  allow 
insurers  to  effectively  override  physician  advice 
on  what  constitutes  medically  appropriate 
treatment.  The  National  Association  of 
Insurance  Commissioners  Model  Act  on  unfair 
trade  practices  has  been  adopted  by  all  states 
except  Illinois,  Oregon,  Wisconsin  and 
Alabama,  but  that  Act  offers  little  protection 
against  claim  denials  or  premium  increases 
unless  those  actions  are  unfairly  applied. 
When  challenged  for  wrongly  denying  a  claim, 
insurers  generally  can  point  to  policy  language 
regarding  coverage  exclusions.  Occasionally, 
patients  have  the  time,  money  and  energy  to 
sue,  and  sometimes  they  win  -  the  claim  gets 
paid,  but  there  are  many  costs  involved  and 
insurers  continue  to  deny  claims. 

2.  When  Health  Insurance  Policies  Are  Canceled: 
Insurers  generally  are  prohibited  from 
canceling  a  policy  in  mid-term-they  must  wait 
until  the  renewal  period.  At  that  time,  for 
small  businesses,  insurance  companies  can  hike 
premiums  dramatically  or  cancel  the  policy. 
Those  with  individual  or  family  policies 
generally  are  better  protected.  Individual 
"guaranteed  renewable"  policies  cannot  be 
canceled  outright;  however  insurers  can  raise 
premiums  high  enough  to  force  the 
policyholder  themselves  to  cancel  --  individual 
policies  have  risen  to  more  than  $1,000  per 
month79  --  as  long  as  they  treat  everyone  in 
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the  same  class  alike.  (However,  an  insurance 
company  can  assign  people  to  whatever  risk 
class  it  chooses.) 

3.  When  Health  Insurance  Premiums  Soar: 
Regarding  premium  increases,  the  only  general 
protection  is  that  the  increase  must  apply  to 
everyone  with  the  same  "class"  of  insurance 
and  be  approved  by  a  varying,  but  generally 
loose,  state  oversight  system.  Amazingly,  some 
state  insurance  departments  do  not  keep  data 
on  the  rates  being  charged  to  classes  of 
coverage,  so  it  is  unclear  how  much 
enforcement  actually  occurs.  However,  in 
seven  states  -  Arkansas,  Kentucky,  New 
Mexico,  North  Dakota,  Pennsylvania,  Rhode 
Island,  and  South  Carolina80  --  insurance 
companies  must  first  get  prior  approval  for  at 
least  some  health  insurance  rate  increases. 

4.  When  Insurance  Company  Bureaucrats  Give 
Consumers  Incorrect  Information:  Finally, 
policyholders  have  few  rights  when  insurance 
company  representatives  give  them  incorrect 
information  about  their  health  insurance. 
There  are  numerous  reports  of  this,  which  is 
not  surprising  in  a  system  so  complicated.  For 
example,  there  have  been  instances  in  which 
policyholders  were  told  in  advance  that 
procedures  would  be  covered,  but  claims  were 
later  denied.  Other  policyholders  have  called 
to  ask  how  much  of  an  upcoming  doctor  fee 
would  be  covered  by  insurance,  but  insurance 
company  representatives  would  not  say. 
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Warning  Sign  7: 

You  have  no  guarantee  that  you  will  have  insurance  when  you  most 
need  it 


Having  private  health  insurance  is  a  warning 
sign  in  itself.  No  one  with  private  health 
insurance  has  coverage  guaranteed  for  life.  In 
fact,  there  are  a  wide  variety  of  ways  one 
could  lose  coverage  and  have  difficulty  getting 
it  again.  This  report  already  has  outlined 
many  of  those:  below  are  several  other  ways 
Americans  are  losing  their  insurance  --  most 
are  entirely  unpredictable,  but  not  uncommon. 

Your  Employer  Stops  Providing  Health 
Coverage:  As  the  cost  of  health  insurance 
premiums  continues  to  rise,  employers  are 
reducing  health  benefits.  In  fact,  between 
1987  and  1989,  the  percentage  of  workers  with 
employer-sponsored  health  coverage  dropped 
from  56.6  percent  to  53.4  percent, 
representing  10.5  million  workers  who  lost 
coverage  over  the  two  year  period.81 

You  Lose  Your  Health  Insurance  If  You  Lose 
Your  Job:  Many  people  lose  their  health 
coverage  when  they  lose  their  job.  In  our 
employer-based  health  insurance  system, 
people  routinely  face  this  double  jeopardy 
when  they  are  laid  off  work.  Some  may  be 
able  to  afford  to  continue  coverage  either  with 
an  individual  policy,  or  by  extending  coverage 
through  federal  COBRA  provisions.  (See 
Appendix  B  for  COBRA  summary)  However, 
for  many,  the  cost  of  the  health  insurance 
premium  is  prohibitive.  For  example,  the 
average  unemployment  check  in  the  United 
States  was  $161  per  week  in  1990.  With 
employer  health  coverage  averaging  $61  for 
premiums  per  week,  it  is  no  wonder  that  many 
persons  receiving  unemployment  benefits 
cannot  afford  coverage. 


Those  who  are  able  to  afford  coverage 
through  COBRA  may  not  be  able  to  continue 
coverage  beyond  the  18-month  COBRA  time 
period.  In  one  case,  a  healthy  pregnant 
woman  who  attempted  to  continue  coverage 
was  offered  a  choice  of  three  policies,  all  with 
less  benefits  than  before,  yet  at  premiums 
between  five  and  seven  times  higher  than  her 
COBRA  premiums.  The  insurance  company 
explained  the  rate  shock  by  claiming  that  the 
very  sick  tend  to  seek  COBRA  coverage  and 
continue  that  coverage  after  the  COBRA 
benefits  expire,  so  rates  for  continued 
coverage  must  reflect  that. 

You  Have  Coverage  Through  a  Family  Member 
Who  Loses  His  or  Her  Job,  Divorces  You,  or 
Dies:  According  to  the  Bureau  of  Labor 
Statistics,  1,018,000  Americans  were  laid  off  in 
1990.82  The  millions  of  Americans  who  have 
health  coverage  through  another  family 
member  are  at  special  risk.  Those  insured 
through  another  person  lose  their  coverage  in 
the  event  of  divorce,  death,  or  job  loss  of  the 
family  member  with  on-the-job  coverage.  If 
divorce  or  death  occurs,  the  spouse  and 
children  can  continue  the  health  coverage 
through  COBRA  (see  Appendix  B  for 
COBRA  summary)  for  up  to  36  months  ~  if 
they  can  afford  the  premiums. 

Your  Health  Insurance  Company  Goes  Out  of 
Business:  Increasingly,  Americans  are  losing 
their  health  coverage  when  their  insurer  goes 
bankrupt.  When  a  health  insurance  company 
goes  bankrupt,  millions  of  dollars  of  claims  are 
left  unpaid.  Twenty  health  and  life  insurance 
companies  became  insolvent  last  year  (in 
addition  to  West  Virginia  Blue  Cross/Blue 
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Shield);  27  became  insolvent  in  1989.83 
Insurance  company  insolvencies  are  a  growing 
problem:  there  was  less  than  one  insolvency 
per  year  between  1969  and  1980;  and  as 
recently  as  1985  there  were  only  two  failures 
throughout  the  year.84 

Further,  a  recent  examination  of  the  financial 
health  of  Blue  Cross  and  Blue  Shield  plans 
across  the  country  revealed  that  five  of  those 
companies  have  a  negative  net  worth  -  those 
in  New  Jersey,  New  Hampshire,  Rhode  Island, 
Vermont,  and  Blue  Shield  of  Western  New 
York.85  Additionally,  plans  in  Delaware, 
Maryland,  Massachusetts,  New  Mexico,  New 
York  City,  and  Rochester,  New  York,  lack 
four  weeks  of  surplus  -  a  minimum 
measurement  used  by  many  regulators.86 
Finally,  another  six  plans  have  only  between 
four  and  six  weeks  of  surplus:  the  District  of 
Columbia,  Georgia,  Michigan,  Utah,  Blue 
Cross  of  Western  New  York,  and  Blue 
Cross/Blue  Shield  Mutual  of  Ohio.87 

1 .  Only  Seven  States  Have  Guaranty  Funds  To 
Protect  You  If  Your  HMO  Goes  Out  of 
Business:  32  million  Americans  receive  their 
health  care  through  a  health  maintenance 
organization  (HMO).  However,  there  are 
limited  protections  for  those  subscribers  if 
their  HMO  goes  out  of  business.  Usually, 
HMO  subscribers  are  not  financially  liable  for 
services  they  have  received  through  the  HMO 
up  until  the  time  it  goes  out  of  business. 
Federally  qualified  HMOs  (half  are  federally 
qualified)  are  required  to  continue  coverage 
for  those  in  the  hospital  when  the  plan  goes 
under  --  until  they  can  be  discharged. 
However,  for  those  who  might  be  pregnant  or 
have  diabetes  or  otherwise  be  "medically 
uninsurable,"  states  offer  limited  protections 
for  continued  health  coverage. 
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Only  seven  states  have  guaranty  funds  which 
will  provide  continuous  health  insurance  to 
HMO  subscribers  until  that  fund  can  transfer 
subscribers  to  another  insurance  company  or 
another  HMO.  Alabama,  Illinois,  Florida  and 
Virginia  have  special  guaranty  funds  for 
HMOs;  North  Dakota,  Utah  and  Wisconsin 
include  HMOs  in  the  state  guaranty  fund  for 
life  and  health.  However,  a  representative  in 
the  Virginia  Insurance  Department  reports 
that  their  fund  does  not  guarantee  continued 
coverage  unless  the  HMO  contract  made  that 
guarantee.88  If  an  HMO  fails  in  the  majority 
of  states  which  do  not  have  a  guaranty  fund, 
there  might  be  other  protections.  According 
to  the  National  Association  of  Insurance 
Commissioners,  some  states  may  have  a 
requirement  that  surviving  HMOs  must  take 
on  the  subscribers  of  a  failed  HMO,  but 
neither  that  group  nor  Group  Health 
Association  of  America  nor  the  National 
Association  of  HMO  regulators  has  a  list  of 
those  states. 

2.  Even  In  States  With  an  Insurance  Guaranty 
Fund,  Not  Everyone  is  Protected.  When  an 
insurance  company  goes  out  of  business,  some 
policyholders  are  protected  by  a  state  guaranty 
fund  for  back  claims  and  continued  coverage; 
some  are  not.  Forty-seven  states  have  such 
funds  to  cover  those  with  commercial  health 
insurance  (i.e.  Prudential,  AETNA).  Thirty- 
four  of  the  funds  protect  only  state  residents 
while  the  other  thirteen  funds  protect 
policyholders  nationwide  if  an  insurer 
domiciled  in  one  of  those  states  goes  bankrupt. 
Those  states  are:  Alabama,  Arizona,  Delaware, 
Indiana,  Maine,  Nevada,  New  Hampshire,  New 
Mexico,  North  Carolina,  Oregon,  Pennsylvania, 
South  Carolina,  Vermont,  and  Washington. 
The  following  states  have  no  guaranty  fund  at 
all  for  those  with  commercial  health  insurance: 
Colorado,  Louisiana,  New  Jersey,  and 
Washington,  D.C  And,  even  people  protected 
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by  those  funds  could  be  at  risk:  the  funds  have 
not  been  tested  by  a  massive  failure  and  could 
be  insufficient  in  such  a  case.  All  but  one  of 
the  state  guaranty  funds  (New  York)  relies  on 
a  process  of  generating  money  after  a  failure 
by  assessing  each  of  the  commercial  insurers  in 
the  state  an  amount  up  to  a  specified  limit. 
Further,  the  protection  offered  by  the  state 
funds  varies.  For  example,  the  Virginia  fund 
only  guarantees  contract  language.  If  the 
contract  offers  no  guarantee  then  neither  does 
the  state  fund. 

When  guaranty  funds  are  used  to  cover  an 
insurance  company  failure,  policyholders 
generally  are  covered  for  back  claims  and  may 
be  offered  provision  for  continued  health 
insurance  of  some  kind.  If  there  is  no 
protection  through  the  guaranty  fund, 
policyholders  may  not  only  be  uninsured;  but 
they  may  also  be  financially  responsible  for 
medical  bills  for  which  the  claim  had  not  been 
paid.  Some  health  policies  have  a  "hold 
harmless"  provision  which  protects 
policyholders  from  financial  responsibility  for 
such  bills.  However,  not  all  plans  have  such 
a  provision,  and  sometimes  the  provision 
applies  only  in  certain  situations. 

3.  Thirty-Four  States  Offer  No  State  Guaranty 
Fund  to  Protect  Blue  Cross/Blue  Shield 
Subscribers  Should  Their  Insurance  Company 
Go  Out  of  Business:  Only  16  state  guaranty 
funds  protect  Blue  Cross/Blue  Shield  plans: 
Arkansas,  Connecticut,  Florida,  Illinois, 
Indiana,  Kentucky,  Maryland,  Minnesota, 
Missouri,  Nebraska,  Ohio,  South  Carolina, 
Texas,  Utah,  Virginia  and  West  Virginia.89 
There  is  absolutely  no  system  of  protection 
against  failure  of  a  Blue  Cross/Blue  Shield  in 
the  other  states  and  national  Blue  Cross/Blue 
Shield  has  no  resources  to  cover  the  losses  in 
the  event  one  of  those  insurance  companies 
fails.90   Blue  Cross/Blue  Shield  organizations 
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generally  are  exempt  from  solvency  standards 
in  the  states.91 

4.  When  Their  Insurance  Company  Falls  Them, 
Some  Can  Get  Continued  Coverage  Elsewhere 
-  Some  Cannot:  Policyholders  with  pre- 
existing conditions  may  have  real  difficulty 
getting  coverage  again  after  their  insurance 
company  fails.  It  is  possible  that  another 
insurance  company  may  step  in  to  buy  out  the 
failed  insurance  company  and  pick  up  those 
policyholders,  but  there  is  no  guarantee  of 
that.  If  no  one  buys  out  the  failed  insurer  and 
the  state  guaranty  fund  offers  no  protection, 
then  the  person  may  be  out  of  insurance 
coverage. 

Depending  on  the  state  in  which  they  live,  it  is 
possible  that  someone  in  that  situation  might 
be  able  to  regain  coverage  over  time  in  one  of 
the  following  ways:  switch  jobs  to  a  company 
which  offers  health  benefits  without  regard  to 
medical  condition  (although  fewer  and  fewer 
such  employers  exist);  seek  coverage  through 
high  risk  pools  which  operate  in  24  states;  seek 
coverage  through  Blue  Cross/Blue  Shield  if 
their  state  requires  that  insurer  to  offer  "open 
enrollment"  (that  requirement  still  holds  only 
in  Maryland,  Michigan,  New  Hampshire,  New 
Jersey,  New  York,  North  Carolina, 
Pennsylvania,  Rhode  Island,  Vermont, 
Virginia,  and  Washington,  D.C.);  or  investigate 
the  possibility  of  Medicaid  coverage  (See 
Appendix  D). 

The  bottom  line  is  that  many  individuals 
previously  covered  by  a  failed  company  will 
have  difficulty  getting  insurance:  it  may  cost 
more,  the  new  policy  may  exclude  coverage  for 
pre-existing  conditions,  or  it  may  not  be 
available  at  all. 

5.  Employees  With  "Self-Insured*  Employer- 
Provided    Coverage    Have    Virtually  No 
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Protections  Should  Their  Employer  Go 
Bankrupt:  A  recent  survey  found  that  three- 
fifths  of  employers  now  "self-insure"92,  that  is, 
act  as  the  health  insurer  for  their  employees. 
People  whose  employer  "self-insures"  lose  their 
coverage  if  their  employer  goes  bankrupt.  The 
federal  ERISA  law  governing  such  plans  does 
not  require  that  those  plans  be  pre-funded, 
and  most  self-insured  companies  finance  on  a 
pay-as-you-go  basis.93  Neither  COBRA  nor 
state  guaranty  funds  cover  such  cases. 
Individuals  in  this  situation  often  lose  their 
job,  their  coverage  for  unpaid  claims,  their 
future  health  coverage,  and  any  retirement 
health  coverage  they  had  been  promised  -  all 
at  once. 

Your  Employer  Breaks  His  or  Her  Promise  to 
Give  You  Retirement  Health  Coverage:  Most 
large  and  many  medium  size  employers  offer 
retirement  health  coverage  to  their  employees. 
In  fact,  two-thirds  of  employers  offer  such 
benefits.94  However,  those  benefits  are  at 
great  risk:  rising  health  care  costs  and  a  new 
accounting  requirement  by  the  Federal 
Accounting  Standards  Board  (FASB)  are 
leading  many  employers  to  reduce  those 
benefits  or  cancel  coverage  altogether,  The 
FASB  requires  that,  within  the  next  two  years, 
companies  include  on  their  current  accounting 
books  their  future  liability  for  retiree  health 
costs.  Currently,  those  costs  generally  are 
treated  on  a  pay-as-you-go  basis. 
Implementation  of  this  new  system  will  force 
businesses  to  record  more  costs  on  their 
current  balance  sheet. 

The  U.S.  Government  Accounting  Office 
estimates  that  as  of  1991,  private  employers  in 
the  U.S.  had  accrued  retiree  health  liabilities 
of  $2%  billion.  About  $93  billion  of  that 
amount  is  owed  for  current  retirees  and  $203 
billion  accrued  by  current  employees.95  It  is 
widely  believed  that  company  managers  who 
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see  their  current  profits  shrinking  as  a  result  of 
this  new  accounting  will  try  to  reduce  their 
costs  by  scaling  back  retiree  health  coverage. 

A  1989  survey  of  employers  found  that  23 
percent  had  increased  the  retirees'  level  of 
premium  contribution  in  1988-89  or  planned  to 
increase  it  by  1991.  Also,  17  percent  reported 
that  they  would  increase  the  deductible  and  13 
percent  would  reduce  benefits.96  Further,  a 
survey  of  29  Chicago  area  businesses 
conducted  by  the  U.S.  Government 
Accounting  Office  in  1989  found  that  between 
1984  and  1988,  all  had  changed  retiree 
provisions  to  require  more  cost-sharing.  By 
June  1989,  21  of  the  29  had  made  further 
benefit  changes;  one  was  phasing  out  coverage 
altogether;  and  26  of  the  29  company 
representatives  expressed  uncertainty  about 
their  company's  ability  to  continue  to  provide 
retiree  health  coverage,  citing  rising  health 
care  costs  and  the  FASB  proposal  as  the 
reason  for  their  doubt.97 

Beyond  the  effects  of  the  FASB  ruling,  special 
rules  of  various  plans  leave  many  unprotected. 
For  example,  some  plans  offer  no  benefits 
unless  one  retires  directly  from  active  service; 
some  do  not  pay  during  early  retirement;  some 
offer  no  spousal  coverage  after  the  retiree 
dies;  and  some  benefits  only  last  up  to  age  65. 
In  fact,  the  legal  protections  for  retirees  are 
limited:  benefits  often  rest  on  nothing  more 
than  the  goodwill  and  financial  ability  of  the 
employer.98 

Many  companies  offering  retirement  benefits 
have  reserved  their  rights  to  make 
"modifications"  of  benefits.  Different  courts 
have  interpreted  differently  the  employers' 
rights  to  change  retiree  benefits,  but  generally, 
new  retirees  and  future  retirees  are  more 
likely  to  lose  their  coverage  than  are  older 
retirees.  That  is  because  companies  have  been 
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more  careful  recently  to  reserve  their  rights  to 
change  benefits  in  the  plan  descriptions  they 
draft.  Depending  on  the  specific  language  of 
contracts  with  employees,  companies  can  avoid 
responsibility  for  provision  of  retiree  health 
insurance  by  raising  the  premiums  dramatically, 
limiting  coverage,  canceling  coverage  for 
dependents,  or  even  canceling  the  benefits 
altogether. 

Additionally,  retirees  can  lose  their  health 
benefits  if  a  company  sells  part  or  all  of  the 
company  or  if  the  company  goes  bankrupt 
(although  there  are  laws  to  help  retirees 
salvage  some  coverage;  retirees  may  receive 
very  little  or  nothing  at  all  in  such  cases). 
Also,  some  retirees  may  be  unable  to  afford 
their  retiree  health  coverage  if  premiums  soar 
while  their  incomes  remain  fixed. 

You  Have  Hearth  Coverage  Through  a  Multiple 
Employer  Welfare  Arrangement:  People  with 
health  coverage  through  a  Multiple  Employer 
Welfare  Arrangement  (MEW A)  also  are  at 
great  risk  of  unexpected  loss  of  coverage. 
MEWAs  are  inadequately  regulated;  and, 
while  many  are  reputable,  many  others  are 
managed  by  unscrupulous  operators. 
Disreputable  MEWA  operators  generally  pay 
the  small  claims  and  delay  paying  the  large 
claims  for  as  long  as  they  can  -  and  then  they 
go  out  of  business  or  even  disappear. 
Hundreds  of  businesses  have  lost  coverage 
through  MEWAs.  For  example,  recently  in 
North  Carolina,  1,350  families  and  individuals 
were  left  without  medical  insurance  for  more 
than  $2  million  in  unpaid  claims  when  their 
MEWA  coverage  turned  out  to  be  phony.  In 
addition  to  state  investigations,  the  U.S. 
Department  of  Labor  is  currently  involved  in 
approximately  three  dozen  investigations  of 
questionable  MEWAs. 
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MEWA  plans  often  leave  policyholders  liable 
for  both  past  and  future  claims.  In  fact,  it  has 
been  reported  that  tens  of  thousands  of 
people  with  fraudulent  MEWA  coverage  are 
now  left  with  as  much  as  $500  million  in 
unpaid  medical  bills. 


Seven  Warning  Signs 


880 


Page  40 


Table  1 1 :  Health  Insurance  At  Risk  State  Sumi 

nary  Table  (for  People  Under  65) 

Number 

HMO's 

Blue  Cross/ 

Commercial 

Working  for 

Number  with 

backed  by 

Blue  Shield 

Hhh  Insur'ce 

Number  with 

Themselves  or 

Individual 

State 

backed  by 

backed  by 

Pre-existing 

Smell  Bus/ 

Health 

Guaranty 

Guaranty 

Guaranty 

State 

irOnanions 

Orgs 

Insurance 

Program?  * 

Program? 

Program? 

n  as 

81  062  475 

57  973  469 

18  613  372 

Alabama 

1,332,742 

762.169 

271.807 

Yes 

No 

Yes 

Alaska 

177.224 

133.331 

36.295 

No 

No 

Yes 

Arizona 

1.123.158 

554.750 

285.512 

No 

No 

Yes 

Arkansas 

760.840 

793.236 

184.965 

No 

Yes 

Yes 

California 

7  709  705 

2  246  250 

° 

Yes 

Colorado 

1  102  932 

° 

° 

° 

Connecticut 

1  092  955 

848  735 

149  057 

° 

Delaware 

223  543 

138  842 

° 

Dist  of  Col 

210  453 

107  369 

42  712 

No 

Florida 

3  996  054 

3  111  265 

1  066  625 

Yes 

Yes 

Y° 
es 

Georgia 

2.101.258 

1.344.350 

409.225 

No 

No 

Yes 

Hawaii 

369.970 

231.001 

73,030 

No 

No 

Yes 

Idaho 

312.475 

295.616 

104.083 

No 

No 

Yes 

Illinois 

3.851.518 

2.693.615 

825,675 

Yes 

Yes 

Yes 

398  058 

Yes 

Iowa"* 

1  90S  IBS 

1  832  036 

No 

No 

Kansas 

806.270 

749.461 

261  282 

No 

No 

Yes 

Kentucky 

1.220.989 

81 1.605 

284  200 

No 

Yes 

Louisiana 

868  102 

295  770 

N 

Maine 

395  288 

113  604 

No 

No 

y° 

Maryland 

1.582,553 

1.059.994 

271,222 

No 

Yes 

Yes 

Massachusetts 

1.975.032 

1.433.924 

401,053 

No 

No 

Yes 

Michigan 

3.054.671 

2.013.040 

626.932 

No 

No 

Yes 

Minnesota 

1.407.043 

1.235.873 

505.204 

No 

Yes 

Yes 

Mississippi 

826,358 

513.834 

200.632 

No 

No 

Yes 

1.680.842 

1.202.484 

398.072 

No 

Yes 

Yes 

Montana 

257.818 

282.751 

108,013 

No 

No 

Yes 

Nebraska 

514.021 

473.778 

225.853 

No 

Yes 

Yes 

No 

No 

Yes 

Ne^Hampshire 

362.424 

305.928 

118.414 

No 

No 

Yes 

New  Jersey 

2.629.551 

1.817.848 

633.558 

No 

No 

No 

New  Mexico 

487.652 

389.631 

110.320 

No 

No 

Yes 

New  York 

6.040.769 

3.892.184 

1.144.909 

No 

No 

Yes 

North  Carolina 

2.174,976 

1.381.709 

508.414 

No 

No 

Yes 

North  Dakota 

Ohio 

3.590.842 

2.275.774 

608.894 

No 

Yes 

Yes 

Oklahoma 

1.039.223 

802.773 

267.935 

No 

No 

Yes 

Oregon 

889.916 

760.733 

203.370 

No 

No 

Yes 

Pennsylvania 

3.965.927 

2.713,684 

791.159 

No 

No 

Yes 

Rhode  Island 

327.454 

247.035 

70.069 

No 

No 

No 

South  Carolina 

1.142.949 

728.613 

235.129 

No 

Yes 

Yes 

South  Dakota 

225.389 

234.583 

98.560 

No 

No 

Yes 

Tennessee 

1.623.276 

926,398 

278.513 

No 

No 

Yes 

Texas 

5.452.062 

3.781.078 

1.398.704 

No 

Yes 

Yes 

Utah 

503.085 

360.104 

133,817 

Yes 

Yes 

Yes 

Vermont 

183.391 

204.424 

52.145 

No 

No 

Yes 

Virginia 

2.058.610 

1.352.673 

432.826 

Yes 

Yes 

Yes 

Washington 

1.521.444 

1.279.954 

367.685 

No 

No 

Yes 

West  Virginia 

607.547 

369.000 

125.990 

No 

Yes 

Yes 

Wisconsin 

1.573.813 

1.238.275 

312.235 

Yes 

No 

Yes 

Wyoming 

151.160 

147.869 

53.299 

No 

No 

Yes 
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Prospects  for  Progress 

The  insurance  industry  has  turned  the  concept 
of  insurance  protection  on  its  head  - 
transferring  risk  away  from  insurers  and  back 
to  individuals.  In  the  current  system  of 
coverage,  millions  of  people  are  denied  private 
insurance  or  are  unable  to  afford  it.  Millions 
of  others  could  lose  their  private  insurance  at 
any  time  ~  they  are  one  paycheck  away  or  one 
job  change  away  or  one  insurance  company 
insolvency  away  from  being  uninsured. 
Millions  of  others  have  insurance  policies  that 
do  not  guarantee  them  access  to  health  care. 
Many  private  insurance  policies  do  not  cover 
essential  services  such  as  maternity  benefits, 
annual  physicals,  and  prescription  drugs.  If 
they  do,  they  frequently  require  such  high 
deductibles  or  co-payments  that  families  are 
unable  to  utilize  their  insurance  coverage. 
Finally,  millions  of  Americans  are  afraid  that  if 
they  use  their  private  insurance  policies,  they'll 
lose  them  -  that  submitting  costly  or  frequent 
medical  bills  to  their  private  insurer  will  result 
in  unaffordable  premium  increases  at  renewal 
time  or  cancellation  altogether. 

Clearly,  America  needs  to  find  a  solution  to 
the  enormous  health  care  risks  created  by  the 
private  insurance  industry  and  the  seven 
warning  signs  outlined  in  this  report.  That 
solution  must  deal  with  the  underlying  cause  of 
the  problem:  private  insurance  company 
practices  designed  to  limit  their  payments  of 
claims  are  driving  up  costs  and  denying  access 
to  health  care,  including  to  the  people  and 
families  who  need  that  access  the  most. 

The  private  insurance  industry  argues  that  they 
are  responding  to  the  soaring  growth  in  overall 
health  care  costs,  yet  they  are  contributing  to 
that  growth  through  the  billions  of  dollars  they 
spend  determining  which  individuals  or  groups 
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of  individuals  and  families  they  want  to  cover, 
which  claims  they  want  to  pay,  and  how  much 
they  want  to  charge  for  their  usually 
incomplete  coverage.  They  argue  that  they 
are  trying  to  limit  premium  increases  by  selling 
policies  which  allow  them  to  refuse  to  cover 
"experimental"  treatment,  refuse  to  cover 
expensive  or  even  moderately  expensive 
conditions,  impose  waiting  periods  before 
coverage  of  pre-existing  conditions  can  begin, 
and  refuse  to  cover  procedures  considered 
medically  appropriate  by  physicians. 

Those  actions  have  failed  to  eliminate  the 
dramatic  premium  increases  which  continue  to 
plague  American  families  and  businesses  each 
year.  Instead,  they  have  resulted  in  an 
enormous  shifting  of  costs  from  insurers  to 
individuals  and  an  increase  in  the  number  of 
uninsured  and  underinsured  Americans. 

Some  ~  including  the  private  health  insurance 
industry  itself  -  are  proposing  reforms  which 
would  change  the  rules  under  which  the 
industry  operates.  Such  reforms  include  limits 
on  the  use  of  pre-existing  condition  exclusions, 
changes  in  the  variations  of  premium  rates 
allowed  for  certain  classes,  or  overriding  state 
laws  in  an  attempt  to  make  insurance  policies 
affordable  by  cutting  back  even  more  on  the 
benefits  provided. 

However,  as  long  as  health  insurance 
companies  have  a  clear  incentive  to  deny 
coverage  to  people  in  need  of  medical  care 
and  to  limit  what  kinds  of  care  are  covered,  no 
amount  of  insurance  reform  can  protect  the 
health  of  Americans.  The  efforts  may  succeed 
in  improving  some  problems  for  some  people; 
but,  because  they  fail  to  bring  down  health 
care  costs  and  allow  the  private  insurance 
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industry  to  retain  health  care  decision-making 
authority,  those  efforts  are  doomed  because 
they  encourage  insurance  companies  to  find 
new  ways  to  reduce  health  care  coverage. 

The  only  cure  to  this  problem  is  a  plan  which 
will  reduce  health  care  costs,  eliminate 
discrimination  against  Americans  according  to 
health  status,  and  take  the  private  insurance 
industry  out  of  the  health  care  driver's  seat. 
The  way  to  achieve  this  is  through  a  national 
health  care  plan  in  which  the  government  acts 
as  the  sole  insurer,  leaving  medical 
decisionmaking  in  the  hands  of  the  medical 
community. 
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Under  such  a  "single-payer"  system,  everyone 
would  have  their  medical  needs  covered  under 
one  program.  And,  because  such  a  program  is 
estimated  to  save  between  $67  billion  and  $136 
billion  each  year  in  administrative  waste99,  it 
would  cost  the  same  or  less  than  we  now 
spend  for  health  care.  A  single-payer  system 
could  control  costs,  allocate  resources 
appropriately,  and  distribute  costs  equitably. 
No  system  which  relies  on  the  private 
insurance  industry  can  accomplish  those  goals. 
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Appendix  A:  Number  of  Americans  Under  65  With 
Selected  Medical  Conditions 


of  Co 
Total     Seventy  Morbidity 


Method 

of 


Number  of  People  with  Selected 
i  Selected  Pre-Existing  Conditions 


Number 
Distributed  to 

Pool  of  People 
with  Pre-Existing 


Condition 

Total 

under  65 

Factor 

Factor  I 

Distribution 

Conditions 

Acute  ee/  infections 

21 ,238,000 

21,106,000 

5% 

100% 

c 

1,055.300 

Pregnancy 

6,000,000 

6,000,000 

100% 

100% 

c 

5,990,946 

CIRCULATORY 

Hardening  of  the  Artenes 

2,203,677 

751,466 

100% 

60% 

C 

450,486 

Heart  murmur 

4.033.992 

3,291,853 

100% 

60% 

C 

1,901,726 

Hypertension 

28,575,082 

16,853,490 

100% 

100% 

c 

16,231,286 

Ischemic  Heart  Disease 

6,909,487 

3,010,332 

100% 

43% 

Hd 

1 ,291 ,432 

Stroke  (Cerebrovascular  Disease) 

2,749,935 

970,281 

100% 

18% 

Hd 

170  769 

Varicose  vewis  (lower  extremities) 

7.776,630 

5,362,603 

100% 

75% 

c 

3,231 ,650 

DIGESTIVE 

Bladder  disorders 

3,685,288 

2,688,365 

100% 

87% 

c 

1,904.127 

Diverticulitis 

1 ,932,709 

788,806 

100% 

87% 

c 

470,445 

2,469,120 

1,826,595 

100% 

72% 

c 

1 ,040,335 

Hernia  of  abdominal  cavity 

4,718,749 

3,020,324 

100% 

69% 

c 

1,574,986 

Kidney  trouble 

3,476,356 

2,642,719 

100% 

87% 

c 

1,805,402 

Ulcer 

4,231,858 

3,283,436 

100% 

100% 

c 

2,501 ,924 

IMPAIRMENTS 

Back  -  Intervertebral  disc  disorders 

4,495,672 

3,603,775 

100% 

100% 

c 

2,632,771 

Cataract 

6,043,560 

1,128,846 

100% 

100% 

c 

754,627 

Deform. or  orth. impair, lower  extremity 

1 1 ,396,490 

9,205,825 

5% 

100% 

c 

349585 

Glaucoma 

2,401,401 

713,454 

100% 

20% 

c 

92.389 

MISCELLANEOUS 

Alcoholism 

842,000 

739,000 

100% 

80% 

c 

406,962 

Cancer 

3,000,000 

387,81 1 

100% 

90% 

c 

212,205 

Diabetes 

6.696,359 

3,983,204 

100% 

40% 

Hd 

1,577,349 

Epilepsy 

1,045,187 

987,911 

100% 

100% 

c 

782,083 

Female  genital  organs,  Diseases  of 

4,811,525 

4,494.943 

100% 

100% 

c 

3.353,477 

Goiter  or  other  thyroid  disorders 

3,281 ,222 

2,326,613 

100% 

100% 

c 

1 ,455,273 

Mental  Mness 

3,797,000 

3,797,000 

100% 

80% 

c 

2,012,106 

Migraine  headaches 

10,233,854 

9,543.423 

100% 

100% 

c 

6,778,270 

Prostate,  Diseases  of 

1,576,800 

749581 

100% 

90% 

c 

356,904 

RESPIRATORY 

Chronic  Broochute 

12,283,354 

10,570,369 

50% 

44% 

Hd 

2.304,340 

Asthma 

11,915^53 

10,339,557 

80% 

73% 

Hd 

6,038,302 

Emphysema 

1,930,181 

804,108 

100% 

35% 

Hd 

279.026 

Sinusitis,  chronic  or  severe 

34,614,542 

29,886,791 

5% 

100% 

C 

956506 

SKIN  AND  MUSCULOSKELETAL 

^-hritis 

32,057,066 

17,100,463 

50% 

48% 

Hd 

4,095.561 

site 

4,494,336 

3,328,970 

100% 

100% 

C 

1,699,017 

it 

2,132.992 

1559,547 

100% 

20% 

C 

105,703 

11,775,172 

9,642,167 

80% 

100% 

C 

4,162,850 

2,155^72 

1,893,786 

100% 

100% 

C 

1,056,951 

Note  on  Method  of  Estimation:  "C*  -  Calculated  as  if  condition 
is  independent  variable  modified  by  Degree  of  Severity  and  Co-Morbidity  i 
Hd"  -  Co-morbidity  Factor  calculated  from  HIS  survey  data 
on  people  with  limitations  of  activity*  resulting  from  the  condition. 
Where  this  approach  is  employed,  the  data  ts  not  distributed  between 
the  At-Risk  and  Not- At- Risk  Pools. 
See  the  Notes  on  Methodology  that  follow  for  a  fuller  discussion. 
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PRE-EXISTING  CONDITION  ESTIMATE  METHODOLOGY 

There  are  no  authoritative  estimates-  government,  academic,  or  private-  of  the  number  of  people 
suffering  from  each  of  the  conditions  for  which  insurance  companies  increase  premiums,  exclude 
coverage  or  deny  coverage  altogether.  Admittedly,  many  factors  influence  such  an  estimate.  Despite 
the  difficulty,  we  believe  it  is  important  for  the  public  and  policy-makers  to  understand  the  magnitude 
of  the  problem. 

Ours  may  be  the  first  attempt  at  making  a  reasonable  estimate  of  the  number  of  people  under  65 
years  of  age  subject  to  insurance  company  definitions  of  pre-existing  conditions.  Given  the  limited 
information  available  on  Americans  suffering  from  identified  chronic  illnesses  and  given  the  listing 
of  chronic  illnesses  by  one  major  health  insurance  company  in  its  medical  underwriting  guide,  we 
believe  the  methodology  discussed  below  reflects  a  fair  and  conservative  estimate.  We  welcome  the 
health  insurance  industry's  own  estimates  and  methodology  in  the  hopes  that  more  light  can  be  shed 
on  this  vital  topic. 

Data  from  the  National  Center  for  Health  Statistics'  Health  Interview  Survey  provided  the  prevalence 
rates  of  36  different  conditions.  Using  this  data,  we  estimated  the  total  number  of  people  with  each 
of  these  pre-existing  conditions  for  each  of  three  age  groups;  under  18,  18-44,  45-64.  Our  totals  are 
derived  from  a  summation  of  the  age  groups.  Simply  summing  the  number  of  people  with  each 
condition  would  yield  far  too  high  an  estimate  since  many  people  have  more  than  one  condition.  The 
occurrence  of  some  conditions  is  completely  independent  of  others.  For  example,  people  with  back 
problems  are  no  more  likely  to  suffer  from  asthma  than  those  with  no  back  problems.  The 
occurrence  of  other  conditions  is  not  independent.  For  example,  those  suffering  from  hypertension 
are  more  likely  to  have  another  circulatory  problem  than  those  without  hypertension. 

We  avoided  the  problem  of  double  counting  people  with  more  than  one  condition  in  the  following 
way.  In  order  to  make  the  most  conservative  estimate,  we  first  reduced  our  numbers  for  related 
conditions.  Both  related  and  non-related  conditions  were  again  reduced  by  a  typical  method  of 
population  distribution.  This  may  have  resulted  in  a  double-reduction  for  related  conditions. 

Most  conditions  were  considered  to  be  unrelated  to  any  of  the  other  conditions  -e.g.,  backaches  and 
asthma.  When  a  particular  pair  of  conditions  was  known  to  be  related  -  e.g.,  hypertension  and 
vascular  conditions  —  then  an  adjustment  was  made  to  lower  the  number  of  cases  assumed  to  occur 
among  the  affected  population.  The  adjusted  number  of  cases  for  each  condition  was  then  assumed 
to  be  distributed  throughout  the  general  population  so  that  the  prevalence  of  the  condition  would 
be  the  same  among  people  with  previously  counted  conditions  as  it  was  for  the  general  population. 

This  methodology  is  best  illustrated  by  example,  but  two  initial  definitions  are  needed. 

Degree  of  Severity  -  In  some  instances,  the  best  available  estimate  of  the  number  of  people  suffering 
from  a  particular  condition  included  people  who  did  not  have  the  condition  seriously  enough  to 
warrant  prejudicial  responses  by  the  insurance  industry.  Allergies  is  one  example  of  such  a  condition. 
In  these  cases,  the  total  was  multiplied  by  the  Degree  of  Severity  factor  to  reduce  the  overall  number. 
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These  estimates  were  made  on  the  basis  of  a  search  of  relevant  journals  and  interviews  with 
epidemiologists  and  other  health  care  professionals. 

Co-Morbidity  Factor  -  Better  known  as  co-variance,  this  term  refers  to  the  liklihood  that  two 
conditions  are  related.  Again,  these  estimates  were  made  on  the  basis  of  a  search  of  relevant  journals 
and  interviews  with  epidemiologists  and  other  health  care  professionals. 

Example: 

1.  We  began  the  process  with  two  groups  or  pools  of  people:  those  with  and  those  without  pre- 
existing conditions.  To  start,  the  pool  of  people  with  pre-existing  conditions  is  empty;  the  220 
million  people  under  age  65  are  all  considered  to  be  healthy.  (To  simplify  this  example,  we 
will  use  a  population  of  200  million  people). 

2.  For  the  first  condition  counted,  "acute  ear  infections",  there  were  21  million  with  the 
condition.  Because  some  ear  infections  are  not  serious  enough  to  warrant  prejudicial 
responses  by  the  insurance  industry,  this  number  was  reduced  by  multiplying  it  by  the  "Degree 
of  Severity  Factor".  Because  ear  infections  are  not  likely  to  be  related  to  other  conditions, 
multiplying  this  number  by  the  co-morbidity  factor  did  not  reduce  the  amount  added  to  the 
total.  Further,  because  ear  infections  was  the  first  condition  to  contribute  to  the  total,  the 
distribution  of  ear  infections  among  the  non-healthy  population  was  not  considered.  So,  after 
adding  people  with  ear  infections,  our  population  of  people  with  pre-existing  conditions 
totaled  one  million. 

3.  One  of  two  methods  was  used  to  determine  the  distribution  of  conditions  between  the  two 
populations;  those  with  previously-counted  conditions  and  those  still  counted  in  the  "healthy" 
population.  In  a  typical  case,  a  "C  appears  in  the  "Method  of  Distribution"  column. 
Continuing  our  example,  there  were  six  million  pregnant  women.  Those  six  million  pregnant 
women  were  assumed  to  occur  proportionally  in  both  the  group  we  estimated  to  have  ear 
infections  (1  million)  and  in  the  remaining  199  million  people  without  conditions.  Thus,  0.5% 
of  the  6  million  pregnant  women  had  already  been  counted  among  those  with  pre-existing 
conditions.  The  remaining  99.5%  of  the  pregnant  women  were  added  to  the  total  number 
of  people  with  pre-existing  conditions. 

The  other  method  of  distribution  was  used  when  the  co-morbidity  was  known  to  be  higher 
or  problematic.  In  those  cases,  "Hd"  appears  in  the  "Method  of  Distribution"  column.  This 
method  uses  the  co-morbidity  rate  of  people  with  the  most  serious  cases  of  this  condition. 
For  those  people  -  whose  condition  was  serious  enough  to  limit  their  activity  ~  we  knew 
exactly  what  proportion  had  no  other  conditions  on  the  list  and  added  that  proportion  to  the 
total  (the  "Pool  of  People  with  Pre-Existing  Conditions").  In  this  method,  we  did  not  further 
reduce  the  figure  added  to  the  Pool  of  People  with  Pre-Existing  Conditions  since  that  clearly 
would  have  been  repetitive. 
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Continuing  our  example,  and  skipping  down  to  ischemic  heart  disease,  7  million  people  had 
that  condition.  Because  the  method  of  distribution  is  "Hd",  the  number  of  people  distributed 
to  the  pool  of  people  with  pre-existing  conditions  is  simply  7  million  times  the  Degree  of 
Severity  Factor  times  the  Co-Morbidity  Factor  minus  the  number  known  to  have  other 
conditions. 

4.     The  process  continues  for  each  condition.  The  resulting  number  is  the  same  no  matter  what 
order  the  conditions  are  added. 

The  preceeding  table  details  our  estimates.  The  most  important  column  is  the  "Number  Distributed 
to  Pool  of  People  with  Pre-Existing  Conditions"  column  on  the  far  right  which  reflects  the  total 
number  of  "new"  people  added  to  the  total  number  of  people  with  pre-existing  conditions. 
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Pre-Existing  Conditions:  Notes 

Unless  otherwise  specified,  all  underwriting  practices  are  from  a  health  medical  underwriting  guide  of  a  major  health 
insurer  and  all  estimates  of  the  number  of  people  with  the  condition  are  based  on  prevalence  rates  from  the  1989 
National  Health  Interview  Survey. 

ACUTE 

Acute  ear  infections 

Otitis  media  present  or  treated  two  or  more  times  0-2  yrs.  (Med.Und.Guide).  Only  5 
percent  of  these  cases  (Severity  Factor)  is  our  conservative  estimate  of  the  number  of 
people  meeting  this  criterion. 

Pregnancy 

Company  will  not  accept  applicants  who  are  pregnant.  The  number  of  people  (6  mil.) 
who  are  pregnant  each  year  is  based  on  communication  from  the  American  College  of 
Obstetrics  and  Gynecologists.  (Med.Und.Guide) 

CIRCULATORY                The  co-morbidity  factors  for  this  section  are  based  on  Nat'l  Health  Interview  Survey' 
data.  The  factors  represent  the  probability  that  any  of  the  conditions  will  not  co-vary 
with  other  respiratory  conditions. 

Hardening  of  the  Arteries 

All  forms  of  arteriosclerosis  are  subject  to  a  Pre-existing  Condition  Rider  prevent  the 
person  from  obtaining  health  insurance  altogether.  (Med.Und.Guide). 

Heart  murmur 

All  heart  murmurs  are  subject  to  Pre-Existing  Condition  riders.  (Med.Und.Guide) 

Hypertension 

For  purposes  of  this  analysis,  hypertension  was  the  first  disease  processed  among  the 
circulatory  conditions.  Therefore  it  receives  a  co-morbidity  factor  of  100  percent  since 
there  can  be  no  double-counting  of  the  other  conditions  which  have  not  yet  been 
added. 

Ischemic  Heart  Disease 

All  forms  of  heart  diseases,  abnormalities  and  blockage  with  exception  of  heart 
murmurs  are  subject  to  life-time  exclusions.  (Med.Und.Guide) 

Stroke  (Cerebrovascular 
Disease) 

A  one -year  exclusion  and  an  annual  S  1,000  deductible  and  30  percent  co-payment 
thereafter  apply  to  that  condition.  (Med.Und.Guide) 

Varicose  veins  (lower 
extremities) 

Unoperated  varicose  veins  are  subject  to  a  permanent  Pre-Existing  Condition  rider. 
(Med.Und.Guide) 

DIGESTIVE 

Bladder  disorders 

Bladder  stones  within  a  five  year  period  and  recurring  cystitis  (bladder  infection)  are 
both  subject  to  Pre-Existing  Condition  riders. 

Diverticulitis 

Whether  operated  on  within  3  years  or  with  no  operation,  this  is  subject  to  a 
Pre-Existing  Condition  rider.  (Med.Und.Guide) 

Enteritis  or  colitis 

Gastroenteritis  present  or  treated  within  2  yrs  and  non-ulcerative  colitis  within  5  yrs  are 
subject  to  Pre-Existing  Condition  riders.  Ulcerative  colitis  is  automatically  subject  to  a 
permanent  rider. 

Hernia  of  abdominal 
cavity 

Hiatal/diaphragmatic  and  gastroesophageal  hernias  are  permanently  excluded  from 
coverage  unless  person  has  recovered  over  3  yrs  since  operation. 
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Kidney  trouble 

Kidney  stones,  dialysis,  infection  and  removal  are  all  subject  to  Pre-Existing  Condition 
riders  or  lead  to  denial  of  coverage  altogether.  (Med.Und.Guide) 

Ulcer 

Both  peptic  and  duodenal  ulcers  are  subject  to  Pre-Existing  Condition  riders  if  they 
occurred  within  5  yrs  of  application. 

IMPAIRMENTS 

Back  -  Intervertebral  disk 
disorders 

Cervical,  dorsal,  lumbar,  or  sacroiliac  disk  operations  within  5  yrs  or  conditions  that 
have  not  been  operated  on  are  subject  to  permanent  Pre-Existing  Condition  riders. 

Cataract 

The  condition  will  be  excluded  from  coverage  for  the  life  of  the  policy  unless  both  eyes 
have  been  operated  on. 

Deformity  or  orthopedic 
impairment  of  lower 
extremity 

Hammertoe  and  torn  knee  cartilage/ligaments  within  2  yrs  if  operation  and  within  5  yrs 
if  no  operation  are  permanently  excluded;  hip  replacements  are  excluded  from 
coverage. 

Glaucoma 

The  condition  will  be  excluded  from  coverage  for  the  life  of  the  policy. 

MISCELLANEOUS 

Alcohol  Dependence 
Syndrome 

People  suffering  from  alcoholism  will  be  denied  health  insurance  coverage.  Estimated 
number  of  people  is  from  the  Health  Ins.Ass.of  America,  Source  Book  1990,  p.70. 

Cancer 

Estimated  number  of  people  alive  who  have  had  cancer  within  5  yrs.  Estimates  are 
based  on  data  from  the  National  Center  for  Health  Statistics'  Health  United  States, 
1989. 

Diabetes 

If  juvenile  onset,  insurance  coverage  will  be  denied.  If  adult  onset,  premiums  will  be 
dramatically  higher  and  the  illness  itself  will  not  be  covered  for  one  year.  The 
conservative  33  percent  co-morbidity  estimate  is  based  on  the  fact  that  many  diabetics 
also  have  circulatory,  heart,  or  kidney  trouble. 

Epilepsy 

If  grand  mal,  insurance  coverage  will  be  denied.  Otherwise,  premiums  will  be  higher 
and  the  illness  itself  will  not  be  covered  for  one  year. 

Female  genital  organs, 
Diseases  of 

Present  or  multiple  attacks  of  vaginitis  within  past  2  yrs  results  in  the  condition  being 
excluded  from  coverage  for  the  life  of  the  policy.  Other  benign  "female  disorders"  may 
be  subject  to  higher  rates  and  exclusion  riders  depending  on  severity. 

Goiter  or  other  thyroid 
disorders 

Goiter  is  subject  to  a  pre-existing  condition  rider  unless  the  person  has  been  fully 
recovered  for  at  least  a  year  following  an  operation.  Other  thyroid  conditions  may  be 
excluded  from  coverage  or  lead  to  higher  rates  depending  on  severity. 

Mental  Disorders 

Anyone  with  psychosis,  psychoneurosis,  schizophrenia  will  be  denied  coverage. 
Likewise,  anyone  who  has  had  a  nervous  breakdown  within  5  years  or  who  has  suffered 
or  been  treated  for  anxiety  within  past  year  will  be  denied  coverage.  Source  for 
numbers:  Health  Ins.Ass.of  America,  Source  Book  1990,  p.70. 

Migraine  headaches 

Both  migraine  and  mild/non-disabling  headaches  will  be  excluded  from  coverage  for 
the  life  of  the  policy. 

Prostate,  Diseases  of 

Benign  prostate  hypertrophy  or  enlargement  is  subject  to  permanent  exclusion  unless 
operated  on  over  2  yrs  ago.  Acute  prostatitis  (inflammation  of  prostate  gland)  within 
pst  2  yrs  is  also  permanently  excluded  from  coverage. 
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RESPIRATORY 

Chronic  Bronchitis 

If  mild,  but  multiple  attacks,  it  is  subject  to  exclusion  for  one  year  and  results  in  higher 
premiums,  and  higher  co-payments  and  deductibles  when  the  year  has  lapsed. 

Asthma 

The  condition  will  be  excluded  from  coverage  for  one  year  with  higher  premiums, 
co-payments  and  deductibles  thereafter. 

Emphysema 

If  severe  or  accompanied  with  other  respiratory  tract  or  cardiovascular  disease, 
insurance  coverage  will  be  denied.  If  mild,  premiums  will  be  drastically  higher  and  the 
illness  itself  will  not  be  covered  for  one  year. 

Sinusitis,  chronic  or  severe 

An  Office  of  Technology  Assessment  survey  of  insurance  companies  listed  this  as  a 
condition  leading  to  high  premiums. 

SKIN  AND  MUSCLE-RELATED 

Arthritis 

Localized  is  excluded  from  coverage  for  one  year.  Rheumatoid  is  excluded  for  the  life 
of  the  policy.  If  a  person  is  diagnosed  prior  to  age  18,  he  or  she  will  be  denied  health 
insur.  coverage  altogether.  (Med.Und.Guide) 

Bursitis 

If  unoperated,  but  present  or  treated  within  2  yrs,  then  there  is  a  lifetime  exclusion  for 
the  condition.  If  operated  on  within  past  year,  it  is  also  excluded. 

Gout 

The  condition  will  be  excluded  for  one  year,  the  person  faces  higher  premiums,  and 
co-payments  and  deductibles  for  that  condition  will  be  higher.  (Med.Und.Guide) 

Hemorrhoids 

Only  if  the  person  recovers  fully  after  surgery  will  this  condition  not  be  subject  to  a 
lifetime  exclusion  rider. 

Psoriasis 

If  present  or  treated  within  2  yrs,  then  the  condition  is  excluded  for  the  life  of  the 
policy. 
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Appendix  B:  COBRA  Summary 


The  Consolidated  Omnibus  Budget 
Reconciliation  Act,  passed  in  1985,  offers  most 
employees  and  their  dependents  an 
opportunity  to  continue  health  coverage  for  a 
specified  period  of  time  if  that  coverage  ends 
due  to  a  "qualifying  event"  and  if  their 
employer  customarily  employed  more  than 
twenty  people  in  the  preceding  year. 

If  the  coverage  terminates  because  the  worker 
leaves  his  or  her  job,  then  that  worker  can 
elect  to  continue  coverage  for  up  to  eighteen 
months,  paying  102  percent  of  the  costs  of  that 
coverage.  This  means  that  the  former 
employee  must  pay  both  the  employer's  and 
the  employee's  share  of  the  premiums  in 
addition  to  deductibles  and  copayments.  Also, 
workers  can  continue  coverage  for  an 
additional  eleven  months  if  they  are  disabled 
when  their  regular  group  eligibility  ends, 
although  they  may  have  to  pay  152  percent  of 
the  employer's  premium  costs  for  that  period. 


premiums  is  one  reason  for  this.  For  example, 
the  average  unemployment  check  in  the 
United  States  was  $161  per  week  in  1990. 
With  employer  health  coverage  averaging  $61 
per  week,  it  is  no  wonder  that  even  those 
receiving  unemployment  benefits  cannot  afford 
coverage. 


If  the  health  insurance  terminates  because  the 
covered  employee  dies  or  a  divorce  occurs, 
then  the  dependents  are  eligible  to  continue 
the  coverage  for  up  to  thirty-six  months. 
However,  only  dependents  who  were  on  the 
original  policy  can  continue  coverage:  a  new 
infant,  for  example,  cannot  be  included  on  the 
policy. 

For  those  who  worked  for  employers  with  less 
than  twenty  employees,  some  states  have 
"mini-COBRA"  laws.  Also,  two-thirds  of  states 
have  laws  requiring  insurers  to  offer  group 
conversion  policies  to  people  losing  their 
coverage.  However,  conversion  policies  tend 
to  have  lesser  benefits  than  the  coverage  they 
replace  (commonly  excluding  drugs  and 
physician  visits)  and  high  premiums. 

Most  who  qualify  for  COBRA  coverage  do  not 
take  advantage  of  it.     The  high  cost  of 


s. 


891 


Seven  Warning  Signs  Page  51 

Appendix  C:  Sample  Health  Insurance  Application  Form 
•  Group  Health  Association,  Washington,  D.C. 

Group  Health  Association 

Medical  History  Questionnaire 


INSTRUCTIONS 

•  Pleas*  answer  all  questions:  your  application  cannot  be  processed  until  all  information  is  supplied  If 
you  need  additional  space,  please  attach  a  separate  sheet. 

•  Please  print  with  ink  or  use  typewriter  to  complete  form. 

•  Enclose  a  J25  processing  fee  with  your  application  and  medical  questionnaire  (Note:  If  accepted,  fee  is 
credited  to  premium.) 

•  Number  18  19  mandatory.  Applications  will  not  be  processed  unless  a  non-Group  Health 
physician  is  identified  to  whom  laboratory  test  results  may  be  sent  for  medical  follow  up.  If 
applicants  are  denied  coverage.  If  you  do  not  have  a  physician,  please  contact  local  referral 
services  to  select  a  physician  prior  to  submitting  this  application.  Any  misrepresentation  of  the 
presence  of  a  pre-existing  condition  or  disease  will  void  you  and  your  family's  coverage. 


Home  Address: 


6.   Have  you  or  any  member  of  your  Family  to  be  insured  ever  smoked?  If  yes.  five  detail* 
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To  the  best  of  vour  knowledge  and  belief,  his  anv  Familv  Member  (to  be  insured)  ever  been  told  thev  had  or 
ever  been  treated  for  anv  of  the  following  illnesses  or  conditions'  (If  ves  give  details  in  question  16  i 

Brain  or  nervous  system  disorders.  Examples  migraine/clusier/frequent  headaches  Parkinson  s 
disease,  seizure  disorder,  convulsions  epilepsy  dizziness,  loss  of  consciousness,  fainting  spells 
stroke,  paralvsis.  polio,  etc 


YES  NO 


VES  NO  Cardiovascular  system  disorders.  Examples  chest  pain,  heart  attack,  heart  murmur  heart  ail- 
    ment.  fluid  retention,  high  biood  pressure  or  hypertension,  palpitations,  rheumatic  fever.  etc' 

YES  NO  Circulatory  system  disorders.  Examples  stroke  varicose  veins.  Raynaud  s  disease,  phlebitis  vein 
    or  artery  disease,  blood  clots,  blood  disorder,  etc  ? 


YES     NO      Respiratory  system  disorders.  Examples  allergies  or  sinus  problems,  asthma,  persistent  cough 

    emphysema,  shortness  of  breath,  chronic  wheezing,  breathing  problems,  bronchitis  lung  or  chest 

disease,  acute  or  recurrent  pneumonia  tuberculosis,  spitting  or  coughing  blood,  etc  ? 

YES     NO      Digestive  system  disorders.  Examples:  abdominal  or  stomach  pain,  indigestion  stomach  problems 

    or  ulcers,  hiatus  or  inguinal  hernia,  esophagitis.  bowel  or  intestinal  problems,  diverticulitis  colitis. 

diarrhea  (chronic),  hemorrhoids  or  rectal  bleeding,  black  or  tarry  stools,  cirrhosis,  hepatitis  other 
liver  disease,  gallbladder  problems  or  stones,  pancreatic  disease,  marked  weight  gain  or  loss,  etc.? 

YES    NO     Geoito- urinary  system  disorders.  Examples,  kidney /urinary /bladder  ailment,  herpes,  venereal 

    disease  (syphillis  or  gonorrheal,  endometriosis,  fibroids,  breast  disorders  or  lumpui  infertility. 

genital  or  reproductive  organ  problem,  menopausal  or  menstrual  disorder,  urinary  incontinence 
Reiser  s  syndrome,  renal  colic,  gravel  or  stones,  stricture,  prostate  disorder,  etc.? 

YES    NO     Musculoskeletal  system  disorders.  Examples:  bodily  deformity,  physical  disability,  polio  arthritis 
   rheumatism,  swollen  or  painful  joints,  lupus  erythematosus,  foot  or  knee  problems,  other  ioint  pro- 
blems, fractures,  dislocations,  back  or  neck  injuries,  surgery  or  pain.  gout,  etc  > 

YES  NO  Metabolic  system  disorders.  Examples  sickle  cell  anemia,  pernicious  or  other  anemias  diabetes. 
  .          borderline  diabetes,  goiter/thyroid  ailment,  pituitary  disorder,  adrenal  disorder,  high  or  low 

metabolism,  and  immune  system  disorders  including  acquired  immune  deficiency  syndrome  (AIDS). 

AIDS- related  complex  (ARC),  etc.? 

YES    NO     Cancer,  tumor,  growths,  cysts,  or  enlarged  lymph  glands* 

YES    NO     Skin  conditions  or  disorders.  Examples:  psoriasis,  skin  cancer,  eczema,  discoid  lupus,  scleroder- 


YES    NO     Eye,  car,  nose,  throat  or  month  dl  jases  or  disorder*.  Examples  cataracts,  glaucoma,  retinal 

    detachment.  Meniere  s  disease,  tinnitus,  otosclerosis,  stapedectomy,  chronic  otitis,  loss  of  hearing, 

chronic  rhinitis,  tlnutiria  chronic  laryngitis,  thrush,  stomatitis,  etc.? 

YES  NO  Incidence  of  and/or  treatment  for  alcohol  or  substance  abuse,  drug  dependency,  anxiety,  ner- 
    vous.  emotional  or  mental  disorders,  eating  disorders,  suicide  attempts,  etc.? 


Within  the  past  )  years,  have  you  or  any  Family  Members  (to  be  insured)  received  medical  or  surgical  treatment 
or  advice  for  any  disease  or  disorder  not  already  mentioned  in  this  application?  (1/  yes.  give  details  in  question 
#16.)  Please  note:  If  you  have  not  been  seen  by  a  physician  within  the  past  9  years,  a  physical  exam  may  be  re- 
quired at  the  applicant's  expense. 

9.    Do  you  or  any  family  member  to  be  insured  have  any  physical  impairment  not  already  mentioned  in  this  apptica- 
YES    NO  lion  such  as  impaired  hearing,  eye  sight,  deformity,  etc.?  (If  yes,  jive  detaih  m  miestton  #16.) 


 8. 

YES  NO 


 10. 

YES  NO 


Have  you  been  advised  by  a  physician  to  have  surgery  or  any  treatment  which  has  not  yet  been  performed'  (If 
yes.  give  details  In  question  #16.) 
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YES  SO 


Do  voii  or  jnv  ramilv  member  to  be  insured  take  anv  prescribed  medications'  .If  ves  give  details  in  question  »i 

Do  vou  have  »i«ns  -.vmptoms  or  pain  for  which  vou  have  not  vet  consulted  a  phvsician  psvchologtst  therapr 
or  other  health  care  professional'  ill  ves.  describe  in  question  #16  i 


13-    Have  vou  ever  received  a  blood  transfusion'  (If  yes  please  explain  when  and  whv  vou  had  a  transfusion  in  quev 
tion  #16  I 

14.  If  required  bv  your  phvsical  condition  and  if  ordered  bv  a  phvsician  would  vou  accept  a  blood  transfusion' 
iNote  Except  in  an  emergency,  specific  arrangements  regarding  blood  transfusions  can  be  discussed  with  vour 
physician.) 

All  female  applicants  must  answer  number  1). 

15.  Please  indicate  the  date  of  the  last  menstrual  period  of  all  female  familv  members  no  be  insuredl  10  vears  of  age 
and  older  If  not  menstruating,  give  reason 

>»m«  Uw  D»y  of  Mtmlroil  Prrtod 


16.    Use  the  following  space  to  answer  questions  '.  8.  9.  10.  II.  12.  13.  and  14  Use  a  separate  sheet,  if  necessary 

d»«  all  druUa  '"'—"-f 
unrt  of  coodWoa  or 

Qocsiioa                      Date  tmproic»c«i.  irnfm 

family  Mc»fcCT   >um>«r  O— tl  tlwcrrcTT  or  »d>tcc 
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Pleise  indicate  vour  vour  tamilv  s  current  non-Group  Health  phvsicianisi  iNote  If  vou  do  not  have  a  phvsician 
please  contact  loca:  referral  services  to  select  one  prior  to  submitting  application  i 

Fjmil>  MtmBcr  Nun  Group  Health  Phmcnn  Phvjicun  l  <ddr»s 


Should  I  be  denied  Group  Health  coverage.  I  hereby  give  consent  to  Group  Health  Association  to  provide  the 
above-named  phvsicianisi  with  my/my  tamilv  membens)  laboratory  test  results  (NOTE:  This  consent  is  man- 
dators to  processing  your  application.! 


Applicant  s  signature  

If  only  a  portion  of  vour  familv  is  approved  for  membership  in  Group  Health  Association 

 YES  I  desire  that  those  approved   NO.  I  do  not  want  those  approved 

be  enrolled  and  billed  for  coverage  to  be  enrolled  and  billed  for  coverage 

Please  read  and  sign  below 

All  statements  and  answers  indicated  above  are  true  and  complete  to  the  best  of  my  knowledge  and  belief 

I  understand  and  agree  that  if  any  of  the  information  I  have  provided  above  is  incorrect  or  does  not  accurately  and  fullv  answer 
the  questions  as  thev  pertain  either  to  myself  or  my  dependents  for  whom  medical  information  is  being  furnished.  Group  Health 
Association.  Inc.  (Group  Health)  shall  have  the  right  to  revoke  acceptance  of  my  membership,  and  in  this  event.  1  will  assume 
personal  financial  responsibility  for  the  cost  of  services  provided  by  Group  Health  itself  and  for  the  services  of  hospitals  and 
phvsicians  with  whom  Group  Health  has  arranged  care  on  mv  behalf  and  on  behalf  of  all  dependents  listed  on  mv  membership 
application  I  also  agree  to  participate  in  diagnostic  and  laboratory  screening,  including  the  H!V  blood  test  This  test  is  used 
to  determine  whether  a  person  has  ever  been  infected  by  HIV  the  human  immunodeficiency  virus 

Authorization  I  hereby  authorize  any  physician,  medical  practioner.  hospital,  clinic,  medical  facility,  institution,  or  person  that 
has  anv  records  or  knowledge  about  me  or  my  dependents  regarding  our  health,  to  provide  that  information  to  Group  Health 
Association. 

To  facilitate  submission  of  such  information.  I  authorize  all  said  sources  to  provide  such  records  or  knowledge  to  Group  Health 
Association  A  photocopy  of  this  authorization  shall  be  as  valid  as  the  original. 


Applicant  s  Signature    Date 


Spouse  s  Signature  Date 


For  Office  Use  Only 

Date  Received:  

Control  Number:  

Application  Status:  . 
Medical  Disposition: 

Name:  

Reasonis):   


Reviewed  By 
Date:   
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Required  Lab  Tests  for  Individual  Applicants  to  a  Large  HMO 


NAME: 


TESTS  FOR: 


URINALYSIS  I 
HEMATOLOGY  I 
CHEMISTRY  I 


CHEMISTRY  III 

IMUNOLOGY  I 
IMUNOLOGY  II 

IMUNOLOGY  III 

MICROBIOLOGY 


U|A 
CBC 

GLUCOSE 

BUN  |  CREATINE 

CHOL  |  TRI  |  HDL  |  LDL 

CALCIUM 

AST  (GOT) 

B-HCG  QUAL 

PROSTATIC  ACID 

T-4 

RPR 

HEMOGLOBIN 

ELECTROPHORESIS 

HIV 

PKU 


Urinary  Tract  Infection 
Complete  Blood  Count 
Diabetes 

Kidney  function  Test 
Cholesterol  Check 
Calcium  Check 
Liver  Function  Test 
Pregnancy  Test 
Abnormal  Cells 
Thyroid  Function  Test 
Venereal  Diseases 

Sickle  Cells  Anemia 
Check  Anti-Bodies  for  the 
Desease  AIDS 
Retardation 


Source:  Group  Hearth  Association,  Washington,  DC. 
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Appendix  D:  Limited  Options  for  Those  Denied  Health  Insurance  Due 
to  Pre-Existing  Conditions: 


Those  unable  to  get  health  coverage  because 
they  or  someone  in  their  family  have,  or  have 
had,  a  medical  problem  have  a  few  remaining 
options: 

1.  Find  employment  with  an  employer  which 
offers  health  benefits  regardless  of  medical 
condition. 

Currently,  some  small  employers  and  many 
large  employers  offer  health  coverage  for  most 
medical  care  regardless  of  pre-existing 
conditions.  However,  many  charge  employees 
differential  premium  rates  and  engage  in  pre- 
employment  testing.  Many  employers  still 
offer  reasonable  benefit  packages;  but  with 
health  insurance  premiums  rising  at  20  percent 
per  year,  such  coverage  may  be  reduced  in  the 
future.  Therefore,  it  would  be  prudent  to  try 
to  find  employment  in  a  company  with  high 
profits,  an  organized  workforce  and  few  other 
employees  with  high  medical  bills.  It  also 
would  be  important  to  consider  one's  job 
security  at  a  particular  firm. 

2.  Investigate  whether  your  state  has  a  "high 
risk  pool"  which  might  be  appropriate  for  you. 

The  following  states  have  such  plans: 
California,  Colorado,  Connecticut,  Florida, 
Georgia,  Illinois,  Indiana,  Iowa,  Louisiana, 
Maine,  Minnesota,  Missouri,  Montana, 
Nebraska,  New  Mexico,  North  Dakota, 
Oregon,  South  Carolina,  Tennessee,  Texas, 
Utah,  Washington,  Wisconsin,  and  Wyoming. 
Those  pools  offer  coverage  to  state  residents 
who  can  prove  they  have  been  denied 
coverage  or  are  paying  a  high  premium.  Most 
of  those  plans  have  a  six-month  waiting  period 
for  pre-existing  conditions  (Maine  has  a  90-day 


wait;  Connecticut,  Florida,  Missouri  and 
Montana  have  a  12-month  wait).  Rates  for 
those  plans  generally  are  subsidized,  but  still 
are  quite  high.  Specific  rates  are  determined 
by  age,  gender  and  geographical  area. 
Unfortunately,  some  high  risk  pools  have  long 
waiting  lists  and  most  have  major  medical 
benefits  which  do  not  include  coverage  for 
many  health  related  services. 

3.  Contact  Blue  Cross/Blue  Shield  if  you  live  in 
a  state  in  which  that  insurer  offers  "open 
enrollment". 

Insurance  secured  through  open  enrollment 
generally  is  more  expensive  and  includes  fewer 
benefits  than  other  Blue  Cross/Blue  Shield 
plans.  However,  this  may  be  the  best  available 
option  for  some. 

In  the  following  states,  Blue  Cross/Blue  Shield 
still  offers  "open  enrollment":  Maryland, 
Michigan,  New  Hampshire,  New  Jersey,  New 
York,  North  Carolina,  Pennsylvania,  Rhode 
Island,  Vermont,  Virginia,  and  Washington, 
D.C.  Additionally,  Massachusetts  Blue 
Cross/Blue  Shield  has  open  enrollment,  but 
with  an  eight  month  waiting  period  for  all 
treatments  and  a  three-year  waiting  period  for 
pre-existing  conditions.  Finally,  in  Ohio,  all 
Blue  Cross/Blue  Shield  HMOs  offer  open 
enrollment. 

Open  enrollment  plans  typically  offer  coverage 
during  one  month  each  year,  during  which  all 
individuals  can  enroll  regardless  of  their  health 
history.  Rates  are  based  on  demographics 
such  as  address  and  gender.  However,  like  the 
high  risk  pools,  many  of  these  plans  have  long 
waiting  periods  (several  months  to  a  year) 
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before  pre-existing  conditions  are  covered. 
During  that  period,  people  must  pay  premiums 
for  coverage  they  are  largely  excluded  from 
using. 

4.  Investigate  whether  you  qualify  for  Medicaid 
in  your  state. 

Medicaid  does  not  discriminate  based  on 
medical  condition.  Each  state  has  different 
requirements  to  qualify  for  Medicaid.  Many 
have  a  "medically  needy"  program  which  helps 
people  who  otherwise  would  not  qualify  based 
on  income  alone  but  whose  medical  bills 
reduce  their  discretionary  income  to  a  point 
below  the  poverty  level.  Even  most  medically 
needy  programs  cover  only  those  with  very  low 
incomes,  and  most  require  people  to  go 
through  a  process  of  re-qualifying  every  several 
months. 
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5.  Check  with  your  State  Insurance 
Department  and  State  Department  of  Health 
for  any  other  programs  for  which  you  might 
qualify. 
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Why  Requiring  Employers  to  Provide 
Health  Insurance  Is  a  Bad  Idea 

Katherine  Swartz,  The  Urban  Institute 


Abstract.  There  is  mounting  pressure  at  the  federal  (and  state)  level  to  require 
employers  to  provide  health  insurance  to  their  employees.  However,  two  quite  different 
groups  of  workers  could  be  affected  by  such  a  mandate.  In  addition,  there  are  at  least 
five  major  problems  with  requiring  employers  to  provide  health  insurance.  Chief  among 
these  is  the  further  fracturing  of  the  insurance  market,  so  that  the  spreading  of  risk 
will  be  reduced,  and  only  the  young  and  healthy  will  be  offered  insurance  at  relatively 
low  premiums.  We  should  be  designing  a  health  insurance  system  that  has  both  uni- 
versal coverage  and  a  cost-containment  structure.  Toward  this  end,  we  need  to  tackle 
issues  that  transcend  alternative  methods  of  financing  health  care  in  the  U.S. 

In  the  United  States  today,  between  31  and  35  million  Americans  are  without 
health  insurance  (Mover  1989;  Swartz  and  Purcell  1989;  Census  1989).  Whichever 
estimate  is  used,  the  problem  of  the  uninsured  is  widely  regarded  as  a  large  one. 
In  response  to  the  problem,  Congress  and  various  commissions  are  currently  dis- 
cussing at  least  four  generic  proposals  to  provide  greater  financial  access  to  medical 
care:  (1)  requiring  employers  to  provide  health  insurance  to  their  employees,  (2) 
expanding  Medicaid  eligibility,  along  with  allowing  lower-income  people  to  buy 
Medicaid  on  a  basis  tied  to  their  income,  (3)  providing  everyone  with  vouchers 
that  will  permit  people  to  choose  their  own  health  insurance,  and  (4)  a  single  payer 
system  of  national  health  insurance. 

In  this  paper,  I  discuss  the  advantages  and  disadvantages  of  the  first  of  these 
proposals — mandating  employer-provided  health  insurance.  I  conclude  that  man- 
date proposals  will  have  perverse  effects  on  who  has  access  to  medical  care  and 
on  our  economy,  and  that  these  effects,  on  balance,  outweigh  the  proposals'  be- 
nefits. In  particular,  the  proposals  to  require  employers  to  provide  health  insurance 
are  likely  to  lead  to  an  ever  more  fragmented  health  insurance  marketplace  in  which 
the  spreading  of  risk — the  basic  function  of  insurance— will  be  gone. 


This  article  was  written  while  the  author  was  a  visiting  faculty  member  of  the  Taubman  Cento  far 
Public  Policy  at  Brown  University  during  the  1989-90  academic  year.  The  author  is  solely  responsible 
for  the  accuracy  of  the  moments  and  interpretations  contained  in  the  article;  opinion!  expressed  should 
not  be  construed  as  representing  opinions  of  the  Taubman  Center  or  the  Urban  Institute.  She  is  grateful 
far  comments  from  John  Hotahan,  Frank  Levy,  and  James  Morone  on  an  earlier  draft. 

Journal  of  Health  Politics.  Policy  and  Law,  Vol.  13.  No.  4.  Winter  1990.  Copyright  O  1990  by 
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In  the  next  section,  I  briefly  review  the  characteristics  of  workers  without  em- 
ployer-provided health  insurance  in  order  to  show  who  would  be  affected  by  the 
employer  mandate  proposals.  Then  I  describe  the  benefits  and  disadvantages  of 
expanding  financial  access  to  health  care  by  requiring  employers  to  provide  health 
insurance  to  their  workers.  I  conclude  with  suggestions  for  a  revised  U.S.  health 
insurance  system  that  has  both  universal  coverage  and  a  structure  to  contain  health 
care  costs. 

Characteristics  of  workers  without  employer  insurance 

In  March  1987,  based  on  the  Current  Population  Survey  (CPS)  conducted  by 
the  Bureau  of  the  Census,  there  were  37  million  nonelderly  Americans  without 
any  form  of  health  insurance  (Swartz  1989).  In  1988,  the  census  changed  the  ques- 
tions on  health  insurance  on  the  survey,  and  the  resulting  estimates  of  the  number 
of  uninsured  in  March  1988  range  from  31  million  to  33.5  million  (Mover  1989; 
Swartz  and  Purcell  1989).  A  preliminary  estimate  based  on  the  1989  survey  is  that 
about  two  million  more  Americans  were  uninsured  in  March  1989  than  in  1988. 
Whatever  the  exact  number  of  uninsured,  the  data  are  quite  consistent  in  terms 
of  the  characteristics  of  the  uninsured  at  a  given  point  in  time.  Because  of  the 
confusion  generated  by  the  new  Current  Population  Survey  questions,  I  will  rely 
here  on  the  1987  data. 

A  caveat  to  the  CPS  is  that  it  is  a  point-in-time  survey,  which  means  that  re- 
spondents in  the  sample  who  do  not  have  health  insurance  are  likely  to  be  in  the 
midst  of  long  spells  without  health  insurance  in  contrast  to  the  majority  of  the 
uninsured,  who  experience  short  uninsured  spells.  Consequently,  the  character- 
istics of  the  uninsured  from  a  point-in-time  survey  such  as  the  CPS  are  a  priori 
skewed  towards  people  with  long  uninsured  spells.  While  we  may  well  want  to 
target  financial  assistance  for  medical  care  to  people  with  longer  uninsured  spells, 
it  is  important  to  keep  in  mind  that  point-in-time  data  on  the  characteristics  of  the 
uninsured  are  not  representative  of  all  people  who  lack  health  insurance. 

When  we  look  at  the  labor  force  status  of  eighteen-  to  sixty-four-year-old  adults 
without  health  insurance  in  March  1987,  we  find  that,  by  the  Bureau  of  Labor 
Statistics  definition  of  what  constitutes  unemployment,  60  percent  were  employed 
and  another  10  percent  were  unemployed  (Table  1).  Only  10  percent  of  the  un- 
insured adults  were  unable  to  work  or  had  taken  early  retirement.  The  fact  that 
60  percent  of  the  uninsured  adults  were  employed  is  a  major  factor  behind  the 
recent  legislative  proposals  to  require  or  create  tax  incentives  for  employers  to 
provide  health  insurance  to  their  workers. 

Although  14.8  million  workers  were  without  any  health  insurance  in  March  1987 
(60  percent  of  the  25  million  uninsured  adults),  they  are  not  the  only  workers  who 
would  be  affected  by  proposals  to  have  employers  provide  health  insurance  to  their 
workers.  These  proposals  generally  provide  for  the  creation  of  a  pool  for  the  seif- 
employed  and  others  who  currently  purchase  non-group  health  insurance,  as  well 
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Table  1.  Labor  Force  Status  of  1 8 -64- Year-Old  Adults  without  Health 
Insurance,  1987 


Activity 

Number  (in  millions) 

Percent 

Employed 

14.8 

59.4 

Unemployed 

2.6 

10.5 

Keeping  house 

3.6 

14.4 

At  school 

1.6 

6.5 

Unable  to  work/ 

early  retirement 

2.3 

9.2 

Total 

24.8 

100 

Note:  Figures  are  rounded. 
Source:  Chart  4A,  Swartz  (1989). 


as  for  workers  who  occasionally  qualify  for  Medicaid.  As  Table  2  indicates,  in 
1987  there  were  9.4  million  workers  with  health  insurance  coverage  other  than 
employer-group  coverage.  Included  in  this  group  were  2.3  million  self-employed 
workers  who  purchased  nongroup  health  insurance  and  2.4  million  workers  with 
Medicare  or  intermittent  Medicaid  coverage.  Thus,  if  legislation  requiring  em- 
ployers to  provide  health  insurance  had  been  in  effect  in  March  1987,  a  total  of 
24.2  million  workers  would  have  been  affected:  they  would  have  been  eligible 
either  for  employer-group  health  insurance  or  for  insurance  from  groups  specially 
formed  for  the  self-employed  and  very  small  employers.  Estimates  from  the  1988 
CPS  indicate  that  the  number  of  such  workers  actually  increased  to  26.8  million 
in  spite  of  the  overall  decline  in  the  estimate  of  the  uninsured  (Swartz  1990). 

There  are  at  least  two  views  of  which  workers  would  be  affected  by  proposals 
to  have  employers  provide  health  insurance.  One  is  that  only  those  workers  without 
any  employer-group  coverage  would  be  affected — i.e.,  the  24.2  million  in  1987. 
A  second  view  is  that  the  proposals  should  require  every  worker  to  receive  group 
health  insurance  from  his  or  her  own  employer.  Under  this  interpretation,  there 
would  have  been  a  total  of  38.1  million  workers  affected  in  1987,  because  13.9 
million  workers  had  employer-group  coverage  through  a  spouse  or  parent. 

We  really  don't  know  why  a  worker  does  not  have  coverage  from  his  or  her  own 
employer.  Perhaps  the  worker  could  have  such  coverage  but  declines  it  because  it 


Table  2.    Workers  without  Employer-Group  Health  Insurance,  1987 


Type  of  Coverage 

Number  (in  millions) 

No  insurance 

14.8 

Public  insurance  (Medicare  or  Medicaid) 

2.4 

Nongroup  private  insurance 

7.0 

Total 

24.2 

Note:  Figures  are  rounded. 
Source:  Chart  5,  Swartz  (1989). 
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Table  3.  Age  Distributions  of  Workers  without  Employer-Group  Health 
Insurance  and  Workers  with  Employer-Group  Coverage  from  a  Relative's 
Employer,  1987 


Workers  with 

Workers  without  Employer- 

Employer-Group  Coverage 

Age  Cohort 

Group  Coverage  (%) 

via  a  Relative  (%) 

18-24 

26 

23 

25-34 

29 

26 

35-44 

19 

28 

45-54 

13 

17 

55-64 

12 

7 

Total 

100 

100 

Note:  Figures  are  rounded. 

Source:  Charts  6 A  and  13,  Swartz  (1989). 


would  involve  additional  paperwork  for  the  family;  perhaps  the  spouse's  coverage 
is  better;  perhaps  the  coverage  would  cost  the  family  more;  or  perhaps  the  worker 
has  a  health  history  that  is  covered  by  one  health  insurance  plan  but  either  would 
not  be  covered  under  the  second  plan  or  would  involve  switching  physicians.  Work- 
ers who  choose  to  have  health  insurance  coverage  from  a  relative's  employer  ob- 
viously have  some  reason  fordoing  so,  and  before  we  require  them  to  have  coverage 
from  their  own  employers,  we  should  find  out  why  they  do  not  now  have  such 
coverage. 

The  two  groups  of  workers — the  24.2  million  without  any  employer-group  cov- 
erage and  the  13.9  million  with  coverage  from  a  relative's  employer-group — are 
different.  They  differ  in  terms  of  age,  sex,  hours  of  employment,  weekly  wages, 
family  income,  and  sector  of  employment.  The  workers  without  any  employer- 
group  health  insurance  are  predominantly  young,  more  likely  to  be  men,  and  earn- 
ing low  weekly  wages,  in  part  because  they  are  young  workers.  The  workers  with 
insurance  coverage  through  a  relative's  employer,  in  contrast,  are  mostly  middle- 
aged  women  working  part-time  who  appear  to  be  "secondary"  workers  in  families. 
If  we  ignore  these  differences  we  will  be  missing  major  factors  that  determine 
health  insurance  premiums  for  employers,  particularly  small  firms. 

Young  adults  dominate  the  group  of  workers  without  any  employer-group  health 
insurance:  55  percent  are  between  18  and  34  years  of  age  (Table  3). 1  The  eighteen- 
to  twenty- four-year-old  cohort  is  most  likely  to  lack  employer  coverage — 38  per- 
cent of  them  do  not  have  employer-group  coverage.  By  contrast,  among  the  13.9 
million  workers  with  employer-group  coverage  from  a  relative,  the  age  distribution 


I.  The  fact  that  3  out  of  10  of  the  workers  are  25  to  34  years  of  age  reflects  the  size  of  that  age 
cohort — about  30  percent  of  all  adults  between  18  and  64  years  of  age  are  25  to  34  years  old. 
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Table  4.  Distributions  of  Weekly  Earnings  of  Workers  without  Employer- 
Group  Health  Insurance  and  Workers  with  Employer-Group  Coverage  from  a 
Relative's  Employer,  1987 


Workers  with 

Weekly  Earnings 

Workers  without 

Employer-Group  Coverage 

(1986  Dollars) 

Employer-Group  Coverage  (%) 

via  a  Relative  (%) 

Less  than  1 

3.0 

2.0 

1-149 

36.3 

40.5 

150-249 

26.7 

22.3 

250-  399 

17.9 

18.7 

400-599 

8.7 

10.2 

More  than  599 

7.3 

6.3 

Total 

100 

100 

Note:  Figures  are  rounded. 

Source:  Charts  8B  and  15,  Swartz  (1989). 


is  concentrated  in  the  three  middle  age  cohorts:  45  percent  are  between  35  and 
54  years  of  age. 

A  second  striking  difference  between  the  two  groups  is  the  ratio  of  females  to 
males  in  each:  among  the  workers  with  employer-group  coverage  from  a  relative, 
70  percent  are  female,  while  only  45  percent  of  the  workers  without  any  employer- 
group  coverage  are  female.  This  difference  carries  over  to  the  difference  in  hours 
of  employment  of  the  two  groups,  too.  (The  Bureau  of  Labor  Statistics  defines 
full-time  work  as  a  normal  work  week  of  35  hours  or  more.)  Among  the  workers 
without  any  employer-group  coverage,  70  percent  worked  full-time  in  1986.  By 
comparison,  only  58  percent  of  workers  with  employer-group  coverage  through  a 
relative  worked  full-time.2 

More  than  a  third  of  the  workers  without  any  employer-group  coverage  had 
weekly  earnings  between  $1  and  $149  (in  1986  dollars,  Table  4).  More  than  another 
quarter  had  weekly  earnings  between  $150  and  $249.  Altogether,  four  out  of  five 
of  these  workers  had  weekly  earnings  below  $400,  which  is  less  than  $21,000  per 
year.  This  distribution  of  weekly  wages  is  consistent  with  that  of  young  men  with 
low  skill  levels  who  are  at  the  beginning  of  their  working  lives.  The  weekly  wage 
distribution  of  workers  with  employer  coverage  through  a  relative's  employer  is 
similar  to  that  of  the  workers  without  any  employer-group  coverage.  However,  the 
workers  with  employer-group  coverage  from  a  relative  are  predominantly  female 
and  35  years  of  age  and  older,  and  about  evenly  split  between  people  who  work 


2.  Among  all  workers  in  the  labor  force,  87  percent  worked  full-time  in  1986.  Thus,  although  the 
87  percent  figure  is  much  higher  than  the  proportions  of  workers  working  full-time  in  the  two  groups 
of  workers  without  direct  employer-group  coverage,  it  is  not  the  case  that  the  majority  of  workers 
without  employer-group  coverage  work  part-time. 
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Table  5.  Distributions  of  1986  Family  Income  Relative  to  the  Poverty  Level 
of  Workers  without  Employer-Group  Health  Insurance  and  Workers  with 
Employer-Group  Coverage  from  a  Relative's  Employer,  1987 


Workers  with 

Family  Income  Relative 

Workers  without 

Employer-Group  Coverage 

to  Poverty 

Employer-Group  Coverage  (%) 

via  a  Relative  (%) 

Below  poverty 

20.5 

1.1 

1-1.49  x  poverty 

13.5 

3.2 

1.5-1.99  x  poverty 

12.0 

5.7 

2-2.99  x  poverty 

19.0 

19.3 

At  or  above  3  x  poverty 

34.5 

70.7 

Total 

100 

100 

Note:  Figures  are  rounded. 

Source:  Charts  9A  and  14,  Swartz  (1989). 


full-time  and  part-time.  In  this  light,  the  weekly  wage  distribution  of  workers  with 
employer-group  coverage  through  a  relative  looks  quite  different  from  the  weekly 
wage  distribution  of  the  workers  without  any  employer-group  coverage.3  The  wage 
distribution  of  the  workers  with  employer-group  coverage  from  a  relative  is  con- 
sistent with  that  of  older  workers  with  few  skills  and  those  who  work  part-time. 

Despite  these  low  weekly  wages,  relatively  few  of  the  workers  without  any  em- 
ployer-group health  insurance  are  poor  by  official  poverty  standards.  As  can  be 
seen  in  Table  5,  a  third  of  the  24.2  million  workers  without  any  employer-group 
coverage  live  in  families  whose  total  incomes  exceed  three  times  the  poverty  level. 
There  are  at  least  two  explanations  for  the  seeming  paradox  of  low  weekly  earnings 
and  the  fact  that  only  20  percent  of  these  workers  live  in  poverty.  First,  many  young 
adults  live  with  their  parents,  and  the  incomes  of  all  relatives  living  together  are 
summed  to  obtain  a  person's  family  income.  A  quarter  of  the  eighteen-  to  twenty- 
four-year-old  uninsured  workers  live  in  families  whose  incomes  exceed  $35,000 
(in  1986  dollars) — and  very  few  young  adults  who  live  apart  from  their  parents 
have  family  incomes  that  high.  The  second  explanation  for  the  seeming  paradox 
is  that  it  does  not  take  high  weekly  wages  for  a  single  person  or  for  a  two-person 
family  to  be  above  the  poverty  level.  In  1986,  the  poverty  level  for  a  single  person 
was  about  $5,500 — so  any  single  person  earning  more  than  $105  per  week  had 
an  income  above  the  poverty  level.  Obviously,  if  he  or  she  earned  more  than 
$16,500,  he  or  she  would  have  been  above  three  times  the  poverty  level.  Similarly, 
the  poverty  level  for  a  family  of  two  in  1986  was  just  over  $7,000. 


3.  It  is  worth  noting  that  among  all  workers  earning  less  than  $150  per  week,  about  half  do  not 
have  any  employer-group  coverage;  and  a  third  of  all  workers  earning  between  $150  and  $249  per 
week  do  not  have  any  employer-group  coverage.  The  proportion  of  workers  without  employer-group 
coverage  declines  as  weekly  earnings  increase  but  levels  off  at  just  under  10  percent  for  workers  with 
weekly  earnings  above  $400. 


909 


Swartz  •  Employer-provided  Insurance  785 


Table  6.  Distributions  of  Major  Industries  of  Employment  of  Workers  without 
Employer-Group  Health  Insurance  and  Workers  with  Employer-Group  Coverage 
from  a  Relative's  Employer,  1987 


Major  Industry 

Workers  without 

Workers  with 

of  Employment 

Employer-Group 

Employer-Group  Coverage 

(Longest  Job  in  1986) 

Coverage  (%) 

via  a  Relative  (%) 

Services 

31.9 

42.1 

Retail  trade 

23.4 

25.0 

Construction 

9.8 

5.7 

Manufacturing 

9.2 

8.2 

Agriculture/forestry/ 

fishing 

7.2 

3.0 

Finance/insurance/ 

real  estate 

4.0 

6.8 

Others' 

13.6 

9.2 

Total 

100 

100 

1.  Includes  mining,  transportation/communication,  wholesale  trade,  public  adminis- 
tration, and  people  who  did  not  work  or  were  in  the  armed  forces  during  1986. 
Note:  Figures  are  rounded. 
Source:  Charts  11  and  17,  Swartz  (1989). 


The  family  income  distribution  of  the  13.9  million  workers  who  had  employer- 
group  coverage  through  a  relative's  employer  is  markedly  different.  Seven  out  of 
ten  had  family  incomes  above  three  times  the  poverty  level.  Clearly,  this  group 
has  financial  resources  to  pay  for  dependent  coverage  under  a  family  plan.  The 
term  secondary  worker  seems  an  appropriate  label  for  the  group. 

Finally,  the  two  groups  of  workers  differ  in  terms  of  the  industries  in  which  they 
were  employed.  Almost  a  third  of  the  24.2  million  workers  without  any  employer- 
group  health  insurance  were  employed  in  the  service  industry  (Table  6). 4  However, 
the  majority  of  these  workers  are  not  domestics,  housekeepers,  or  babysitters.  Al- 
most half  of  the  service  workers  without  any  employer-group  coverage  were  in 
professional  and  related  services — personnel  in  the  offices  of  physicians  and  den- 
tists, schools  and  colleges,  libraries,  museums,  day  care  centers,  and  the  like. 
Another  23  percent  of  the  workers  without  any  employer-group  coverage  were  in 
retail  trade.  This  industry  includes  employees  of  hardware  stores,  department 
stores,  supermarkets,  bakeries,  auto  dealerships,  restaurants,  and  so  forth.  Con- 


4.  The  Bureau  of  Labor  Statistics  (BLS)  defines  the  service  industry  as  a  subset  of  the  service  sector. 
Thus,  the  distinction  between  the  words  industry  and  sector  is  intentional .  The  BLS  divides  the  economy 
into  three  sectors:  agriculture,  goods  producing,  and  services.  Within  the  services  sector  are  the  in- 
dustries of  services,  retail  trade,  finance,  communications,  and  so  forth.  Thus,  when  I  refer  to  services, 
I  am  referring  to  the  services  industry. 
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struction,  manufacturing,  and  agriculture,  forestry,  and  fishing  together  employed 
another  26  percent  of  the  workers  without  any  employer-group  health  insurance. 

By  comparison,  the  13.9  million  workers  with  employer-group  coverage  through 
a  relative  have  a  different  distribution  of  industries  of  employment.  More  than  40 
percent  were  in  the  service  industry — and  two-thirds  of  these  were  in  professional 
and  related  services.  While  the  proportions  of  these  workers  in  retail  trade  and 
manufacturing  matched  the  proportions  of  the  workers  in  retail  trade  and  manu- 
facturing, 7  percent  were  in  finance,  insurance,  or  real  estate.  Very  few  of  the 
13.9  million  were  in  agriculture,  forestry,  or  fishing,  in  contrast  to  the  workers 
without  any  employer-group  coverage.  Thus,  the  industry  of  employment  distri- 
bution of  the  workers  with  employer-group  coverage  through  a  relative's  employer 
provides  further  evidence  that  these  13.9  million  workers  are  secondary  workers 
in  a  family  and  are  different  from  the  workers  without  any  employer-group  cov- 
erage. 

In  sum,  the  24.2  million  workers  without  any  employer-group  health  insurance 
are  predominantly  young,  have  relatively  low  weekly  wages,  and  work  mostly  in 
the  service,  retail  trade,  construction,  manufacturing,  and  agriculture-forestry- 
fishing  sectors  of  the  economy.  In  contrast,  the  13.9  million  workers  with  employer- 
group  coverage  from  a  relative's  employer  are  more  concentrated  in  the  middle 
age  cohorts,  are  more  likely  to  be  women  and  to  work  part-time,  more  likely  to 
live  in  families  with  high  incomes,  and  to  be  employed  in  the  professional  services 
sector.  The  workers  with  employer-group  coverage  from  a  relative  appear  to  be 
secondary  workers  in  a  family.  These  differences  should  not  be  ignored  when  con- 
sidering options  for  requiring  employers  to  provide  health  insurance  to  employees. 
The  differences  have  major  implications  for  the  premiums  employer-groups  will 
face  under  different  employer  mandate  options — as  well  as  implications  for  fam- 
ilies. 

Benefits  and  disadvantages  of  requiring  employers  to  provide  health 
insurance 

The  primary  advantage  of  requiring  employers  to  provide  health  insurance  to 
their  workers  is  that  among  all  the  proposals  to  expand  health  insurance  coverage, 
short  of  national  health  insurance,  it  would  cover  the  largest  subset  of  the  uninsured 
and  their  dependents.  Moreover,  most  of  the  costs  would  be  borne  outside  of  the 
federal  budget. 

However,  increasing  our  reliance  on  employer-group  health  insurance  has  at  least 
five  major  problems.  The  first  problem  arises  because  competition  in  the  health 
insurance  industry  has  fragmented  the  insurance  market.  Workers  in  younger, 
healthier  groups  have  significantly  lower  premiums  than  workers  in  older  and/or 
less  healthy  groups.  Small  groups  are  particularly  vulnerable  to  experience  rating 
because  the  group  is  actually  treated  as  a  bunching  of  individual  policies;  one 
person  with  large  medical  expenses  can  cause  the  group  premium  to  increase  by 
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large  amounts  in  the  following  year.  Small  groups  have  been  largely  ineffective 
in  joining  together  to  obtain  greater  bargaining  power  with  insurance  companies. 
Thus,  people  who  work  for  smaller  firms,  or  firms  with  an  older  or  less  healthy 
work  force,  face  much  higher  premiums  than  their  counterparts  in  larger  firms  or 
in  firms  with  younger  or  healthy  workers.  This  fracturing  of  the  insurance  market 
does  not  spread  the  risk  of  large  medical  expenditures.  Rather,  the  insurance  com- 
panies are  collecting  enough  in  premiums  to  pay  the  predictable  costs  of  each  group 
plus  retain  a  profit.  While  this  may  be  good  business  for  insurance  companies, 
we  must  recognize  that  further  reliance  on  employer-groups  will  enable  insurance 
companies  to  divide  us  all  into  predictable  groups.  Communal  spreading  of  risk — 
the  function  of  insurance — will  be  replaced  by  a  system  that  favors  the  healthy 
and  no  longer  functions  as  insurance. 

A  second  problem  with  relying  on  employer-groups  as  the  primary  vehicle  of 
health  insurance  coverage  is  that  it  does  not  provide  portability  of  health  insurance. 
As  people  age,  they  are  increasingly  likely  to  have  medical  conditions  as  well  as 
preferences  for  continuing  a  relationship  with  a  physician  who  has  dealt  with  their 
medical  history.  Within  the  past  two  years,  as  the  aggregate  costs  of  AIDS  and 
chronic  diseases  have  risen,  insurance  companies  have  been  able  to  get  firms  to 
agree  that  the  policies  will  not  cover  preexisting  medical  conditions  for  new  mem- 
bers of  the  employer-group.5  For  people  with  cancer,  diabetes,  high  blood  pressure, 
and  a  host  of  other  chronic  conditions,  such  policies  make  it  virtually  impossible 
to  change  jobs.  If  people  feel  locked  into  their  current  jobs,  particularly  as  they 
age  and  their  human  capital  is  at  its  peak,  our  economy  suffers  from  lower  pro- 
ductivity. When  there  is  lower  productivity,  we  all  suffer  from  having  a  smaller 
national  pie  to  divide  among  ourselves  and  future  generations  of  Americans. 

A  third  problem  with  relying  on  employer-provided  health  insurance  is  that  it 
may  cause  enormous  problems  within  families  if  every  worker  has  to  have  health 
insurance  coverage  from  his  or  her  own  employer.  The  current  interpretation  of 
the  legislation  proposed  by  Senator  Kennedy  and  Congressman  Waxman  is  that 
every  worker  would  have  to  obtain  health  insurance  from  his  or  her  own  employer. 
As  we  saw  in  the  previous  section,  there  are  at  least  13.9  million  workers  who 
obtain  health  insurance  coverage  through  the  employer-group  of  a  relative.  These 
workers  are  different  from  the  workers  who  have  no  employer-group  health  in- 
surance coverage.  Insurance  companies  have  their  own  procedures  for  how  a  per- 
son seeks  reimbursement,  along  with  different  requirements,  for  copayments  and 
deductibles,  and  rules  as  to  what  types  of  benefits  are  covered.  The  paperwork 
burden  for  families  dealing  with  more  than  one  such  insurance  plan  could  be  awe- 


5.  It  used  to  be  that  a  person  with  preexisting  medical  conditions  would  frequently  have  to  wait 
for  10  or  12  months  before  the  health  insurance  policy  would  pay  for  medical  expenses  arising  from 
the  condition.  Thus,  the  change  to  no  coverage  for  preexisting  medical  conditions  is  a  significant 
change. 
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some.  Because  government  is  often  sensitive  to  the  paperwork  burden  it  imposes 
on  businesses,  it  is  surprising  that  in  this  instance  no  one  is  worrying  about  the 
families  in  America. 

The  potential  burdens  on  families  could  be  further  exacerbated  by  rules  as- 
signing children  to  different  employed  parents'  insurance  plans.  Some  states  al- 
ready have  procedures  for  assigning  children  born  on  even  dates  to  one  parent's 
policy  and  children  born  on  odd  dates  to  the  other  parent's  policy  in  the  case  of 
dual  coverage  of  the  children.  If  all  children,  however,  were  covered  by  their  par- 
ents V  insurance  plans  under  such  rules,  I  suspect  families  would  revolt.  Not  only 
would  the  paperwork  be  complicated,  but  if  the  two  parents'  insurance  plans  in- 
volved a  different  set  of  physicians — which  could  easily  happen  if  each  belonged 
to  a  different  HMO,  for  example — then  the  possibility  for  efficient  practice  of 
family  medicine  evaporates. 

A  fourth  problem  with  requiring  employers  to  provide  health  insurance  to  their 
workers  is  that  many  employers  of  the  less  skilled  and  younger  workers  are  likely 
to  argue  that  the  health  insurance  is  in  lieu  of  wage  increases.  Between  1973  and 
1986,  less  educated  male  workers'  earnings  declined  in  real  terms  by  about  one 
fifth.  (The  real  wages  of  male  college  graduates  also  declined  slightly  but  have 
recently  revived  [Levy  and  Michel  1988].)  Because  workers  with  more  education 
are  already  more  likely  to  have  health  insurance  than  workers  with  less  education, 
requiring  firms  to  provide  health  insurance  is  likely  to  hurt  the  younger  and  less 
educated  workers  more  than  their  older  and  more  educated  counterparts.  In  par- 
ticular, it  will  cause  real  wages  to  decline  further  for  workers  who  do  not  have 
health  insurance.  The  gap  between  high  school  graduates'  wages  and  college  grad- 
uates' wages  will  widen  still  more. 

In  addition,  some  workers  who  currently  do  not  have  health  insurance  will  lose 
their  jobs.  How  many  people  will  lose  employment  is  not  clear.  The  effect  of  adding 
health  insurance  to  the  employment  compensation  package  for  people  at  or  just 
above  the  minimum  wage  is  analogous  to  increasing  the  minimum  wage.  Because 
the  minimum  wage  rose  from  $3.35  to  $3.85  an  hour  in  April  1990  and  will  rise 
to  $4.25  an  hour  in  April  1991,  adding  health  insurance  on  top  of  these  increases 
will  raise  the  total  "wage"  increase  beyond  previous  relative  increases  in  the  min- 
imum wage.  It  is  not  clear  how  elastic  the  demand  for  labor  is,  so  we  do  not  know 
how  many  people  will  lose  their  jobs  as  a  result  of  requiring  employers  to  provide 
health  insurance. 

It  has  been  pointed  out  many  times  that  the  cost  of  medical  care  is  ultimately 
borne  by  the  public  no  matter  what  system  of  financing  is  used.  That  is,  the  final 
cost  falls  on  families  and  individuals  even  when  the  financing  mechanism  appears 
to  indicate  something  different.  This  truism  has  become  even  more  apparent  in 
the  past  year  as  health  insurance  premiums  have  been  increasing  by  double-digit 
figures.  The  increases  in  health  insurance  premiums  raise  concerns  for  almost  all 
employers  trying  to  provide  salary  increases  to  their  employees.  When  a  major 
university,  for  example,  recently  confronted  a  36  percent  increase  in  its  health 
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insurance  bill,  it  translated  to  $6  million — wiping  out  moneys  that  had  been  ear- 
marked for  raising  faculty  and  staff  salaries.  As  more  employees  learn  that  their 
expected  salary  increases  have  gone  into  health  insurance  premiums,  the  truth  of 
who  is  paying  for  health  insurance  will  become  ever  more  apparent.6 

A  fifth  reason  why  mandating  employer-provided  health  insurance  is  a  bad  idea 
is  that  it  will  impose  an  open-ended  cost  on  employers.  None  of  the  taxes  imposed 
on  an  employer's  payroll  (e.g.,  FICA,  unemployment  insurance)  by  either  federal 
or  state  governments  are  open-ended.  Contributions  to  pension  funds  are  similarly 
confined  by  either  a  defined  contribution  or  a  known  percentage  of  payroll.  In  the 
case  of  health  insurance,  however,  mandates  to  employers  would  leave  them  ex- 
posed to  increases  in  health  care  costs  in  general,  and  their  own  employees'  ex- 
penditures for  health  care  in  particular — neither  of  which  an  employer  can  control. 
As  I  discussed  earlier,  the  fracturing  of  the  health  insurance  market  will  lead  to 
otherwise  identical  employers  in  the  same  industry  having  different  health  insur- 
ance costs  if  one  employer  has  one  or  two  employees  with  high  medical  bills  one 
year.  Currently,  health  insurance  benefits  are  the  most  expensive  of  the  nonwage 
benefits  paid  to  workers.  In  this  situation,  employers  would  be  acting  quite  ra- 
tionally if  they  opted  to  pay  the  tax  penalty  instead  of  providing  health  insurance 
to  their  employees.  At  least  the  tax  penalty  is  defined.  The  outcome  of  the  pay- 
or-play  mandate  might  be  that  more  workers  are  left  uninsured  by  employers. 

In  addition  to  these  problems,  an  employer-based  health  system  has  significant 
implementation  problems.  Determining  what  types  of  employers  and  employees 
will  be  exempt  from  such  plans  is  likely  to  be  a  free-for-all  for  lobbyists.  After 
all,  if  insurance  companies  are  increasing  the  minimum  size  of  a  group  below 
which  they  require  medical  underwriting,  what  is  special  about  a  firm  with  fewer 
than  six  employees? 

What  health  insurance  system  should  the  U.S.  have? 

With  rising  complaints  against  our  current  patchwork  system  of  health  insurance 
coverage,  we  should  be  designing  a  system  that  has  both  universal  coverage  and 
a  structure  to  contain  health  care  costs.  To  do  one  without  the  other  is  clearly  not 
realistic.  In  particular,  we  should  be  tackling  issues  that  transcend  alternative  meth- 
ods of  financing  universal  coverage — namely,  budgeting,  reimbursement  mech- 


6.  An  alternative  option  for  employers  and  their  employees  might  be  to  create  a  self-insured  plan. 
Self-insured  medical  plans  are  exempt  from  state  mandates  regarding  benefits  that  must  be  covered. 
Thus,  an  employer  can  lower  health  insurance  costs  immediately  by  declaring  that  certain  benefits  will 
no  longer  be  offered  or  will  be  offered  with  high  copayments.  However,  the  privacy  barrier  between 
employees  and  employers  is  then  gone.  If,  for  example,  an  employee  has  a  sexually  transmitted  disease 
or  desires  an  abortion  or  fears  that  a  medical  diagnosis  will  cause  the  employer  to  dismiss  him  or  her, 
the  employee  will  be  unlikely  to  seek  reimbursement  for  medical  care.  While  this  situation  may  hold 
down  the  employer's  (and  employees')  expenditures  for  health  insurance,  we  should  be  aware  that  it 
involves  trading  away  employee-employer  anonymity — a  very  large  right  to  privacy. 
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anisms  that  do  not  encourage  gaming  of  the  system,  and  a  definition  of  what  con- 
stitutes adequate  medical  care  for  given  conditions.  In  this  section,  I  suggest 
approaches  to  these  issues,  with  the  hope  that  they  may  spur  further  debates  about 
how  we  can  come  to  grips  with  issues  that  have  ethical  and  emotional  underpin- 
nings. 

I  assume  that  the  U.S.  health  care  system  will  move  to  universal  coverage  within 
the  next  decade.  This  is,  of  course,  a  debatable  assumption.  However,  increased 
awareness  of  the  current  inefficiencies  in  how  we  pay  for  health  care  for  the  un- 
insured and  underinsured,  as  well  as  concern  for  the  next  generation  of  Americans 
who  are  increasingly  in  poverty  and  uninsured,  ought  to  drive  us  to  universal  cov- 
erage. 

Whatever  the  financing  mechanism  of  such  universal  coverage,  if  it  is  to  succeed 
in  obtaining  cooperation  from  hospitals  and  physicians  in  constraining  costs,  it 
must  be  localized.  That  is,  the  locus  of  decisions  about  expenditures  must  be  close 
enough  to  the  hospitals  and  physicians  that  it  can  respond  to  the  preferences  of 
localized  areas. 

Henry  Aaron  ( 1990)  has  suggested  giving  every  hospital  a  budget  each  year  and 
then  allowing  the  hospitals  to  decide  how  the  money  will  be  spent  during  the  year. 
Of  course,  the  hospitals  can  then  choose  their  own  method  for  determining  how 
the  budget  is  to  be  allocated.  I  would  like  to  see  budget  committees  in  each  hospital 
made  up  of  physicians,  hospital  administrators,  and  representatives  of  the  com- 
munity that  uses  the  hospital.  Such  budget  committees  should  also  include,  or 
have  arrangements  to  consult  with,  ethicists  and  social  scientists  who  specialize 
in  health  choices  and  planning.  By  providing  each  hospital  with  a  budget  and 
allowing  hospitals  to  make  their  own  decisions  about  how  the  budget  is  to  be 
allocated,  we  can  permit  localities  to  have  different  priorities.  Providing  a  mech- 
anism for  localized  decision-making  for  hospital  budgets  is  not  unlike  what  is 
taking  place  in  decentralized  school  districts  or  divisions  of  large  firms.  It  will 
also  force  physicians — who  are  the  key  decisionmakers  in  terms  of  when  a  person 
is  admitted  to  the  hospital  and  what  diagnostic  procedures  are  to  be  performed — 
to  think  about  how  expenditures  for  one  patient  impact  on  moneys  available  for 
another  patient  or  class  of  patients.  This  will  make  physicians  confront,  in  the 
language  of  economists,  the  opportunity  costs  of  their  decisions. 

Any  mechanism  for  financing  universal  coverage  will  also  have  to  come  to  terms 
with  how  physicians  and  hospitals  will  be  reimbursed  for  the  care  they  provide. 
Most  individuals  who  must  depend  on  the  current  system  of  reimbursement  from 
Medicare  and  Medicaid,  as  well  as  from  many  large  insurance  companies,  feel 
the  system  is  excessively  cumbersome.  The  person  who  processes  a  physician's 
or  hospital's  claims  is  nameless  to  the  physician  and  hospital — but  the  processing 
clerk's  power  to  require  the  provider  to  spend  large  amounts  of  time  (which  has 
a  cost)  responding  to  requests  for  further  documentation  is  enormous.  For  anyone 
who  has  dealt  with  the  faceless  bureaucracy  of  the  Internal  Revenue  Service,  it  is 
not  hard  to  imagine  the  frustrations  felt  by  medical  care  providers  with  the  pa- 
perwork required  by  Medicare  and  Medicaid.  This  system  of  reimbursing  health 
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care  providers  is  an  open  invitation  to  game  the  system — do  extra  tests  or  increase 
the  category  of  service — so  that  on  average  the  provider  believes  it  was  reimbursed 
adequately  for  most  patients.  Enlarging  this  bureaucracy  will  doom  any  financing 
scheme  for  increased  health  insurance  coverage  in  the  U.S. 

What  is  needed  instead  is  decentralization.  If  we  look  around  for  models,  the 
smaller  preferred  provider  organizations  and  health  maintenance  organizations 
have  a  far  better  track  record  of  quick  reimbursement  of  claims  from  providers. 
Moreover,  they  provide  service  that  permits  a  physician  or  hospital  to  call  and 
inquire  why  some  claim  was  denied.  It  is  not  an  accident  that  marketing  depart- 
ments in  many  large  corporations  have  moved  to  decentralizing  their  operations 
so  that  a  client  forms  a  relationship  with  a  particular  sales  representative  rather 
than  with  a  cast  of  thousands  who  remain  nameless. 

The  third  issue  that  needs  to  be  confronted  by  any  mechanism  for  financing 
universal  coverage  is  the  difficulty  of  defining  what  we  believe  to  be  adequate  care 
for  a  particular  medical  condition.  We  are  currently  grappling  with  this  notion 
when  it  comes  to  protocols  for  terminal  illnesses,  and  our  need  to  face  this  issue 
is  growing  rapidly  as  technologies  enable  us  to  keep  patients  alive  who  ten  years 
ago  would  have  died.  The  issue  clearly  bumps  into  the  problem  of  who  will  receive 
medical  care  and  who  will  be  judged  as  being  too  ill  to  warrant  more  than  palliative 
care  when  we  have  limits  on  the  medical  dollars  available. 

It  seems  to  me  that  this  issue  also  needs  to  be  addressed  at  local  levels  because 
different  communities  may  have  different  priorities.  If  every  hospital  has  a  budget 
committee,  the  committee  would  have  to  set  guidelines  for  what  it  considers  ade- 
quate care  for  different  medical  conditions  as  part  of  its  budgeting  decisions.  The 
budget  committees  would  also  provide  a  forum  for  these  types  of  decisions  and 
revisions  of  those  decisions  as  technologies  change. 

Of  course,  if  we  move  towards  decentralizing  the  decision-making  loci,  the  fed- 
eral role  should  be  to  create  safeguards  that  protect  the  rights  and  interests  of  mi- 
nority groups.  Currently,  there  are  incentives  to  provide  "full  court  press"  treat- 
ment to  the  elderly  because  they  have  health  insurance.  The  uninsured  young,  on 
the  other  hand,  are  often  the  subjects  of  stories  of  being  turned  away  from  hospitals. 
Just  as  this  is  unsettling  to  our  notion  of  equity,  we  need  to  guard  against  the  notion 
that  someone  should  not  receive  a  particular  treatment  simply  because  he  or  she 
is  over  some  age  limit  or  is  from  the  "wrong"  neighborhood  in  town. 

These  issues  involve  the  nitty-gritty  details  that  will  need  to  be  resolved  if  any 
mechanism  for  financing  universal  health  insurance  coverage  is  to  be  supported 
in  this  country.  To  imagine  that  such  details  are  for  others  to  work  out  afterwards 
is  to  ignore  the  lessons  gained  over  the  past  twenty  years  in  studies  of  failures  in 
the  implementation  of  various  programs. 

Conclusion 

The  U.S.  appears  to  be  reaching  a  decision  regarding  universal  health  insurance 
coverage.  At  least  four  generic  proposals  for  financing  such  coverage  are  currently 
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receiving  great  attention:  mandating  employer-provided  health  insurance,  ex- 
panding Medicaid,  providing  vouchers  that  will  permit  people  to  choose  their  own 
health  insurance,  and  instituting  a  single-payer  system  of  national  health  insurance. 
Any  mechanism  of  financing  universal  health  insurance  coverage  will  have  dif- 
ferent implications  for  whoever  bears  the  burden  of  paying  the  costs  of  the  program. 

I  have  argued  here  that  relying  on  the  first  option — mandating  employers  to 
provide  health  insurance  to  all  employees — is  a  bad  idea.  In  particular,  it  will  lead 
to  further  fracturing  of  the  insurance  market,  so  that  only  the  young  and  healthy 
will  be  offered  relatively  low  premiums.  It  will  also  lead  to  lower  worker  mobility, 
which  may  lead  to  lower  U.S.  productivity,  hurting  current  as  well  as  future  gen- 
erations. It  will  cause  paperwork  burdens  for  families  with  two  wage  earners  with 
different  insurance  coverage.  It  will  cause  some  unknown  number  of  workers  to 
lose  their  jobs  and  the  wages  of  other  workers  to  continue  to  stagnate  or  decline 
in  real  terms  as  employers  take  moneys  earmarked  for  wage  increases  and  apply 
them  to  health  insurance  benefits.  Finally,  it  will  impose  an  open-ended  cost  on 
employers,  no  doubt  causing  many  to  opt  to  pay  the  tax  penalty  rather  than  pro- 
viding health  insurance. 

Because  in  the  end  we  all  pay  for  the  costs  of  health  care,  we  should  be  looking 
very  seriously  at  how  we  might  finance  a  single-payer  system  of  national  health 
insurance  through  personal  income  tax.  If  such  a  financing  mechanism  were  com- 
bined with  the  suggestions  that  have  been  made  for  decentralizing  the  decision 
making  for  hospital  budgets  and  reimbursement  of  health  care  providers,  we  would 
have  the  groundwork  laid  for  an  equitable  and  efficient  system  of  health  care.  The 
system's  viability  in  the  future  will  depend  on  providing  for  further  tinkering  and 
changing  of  the  system  as  American's  health  care  needs  change. 
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